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1.Executive Summary

Regulation (EU) No 575/2013 (CRR), as amended by Regulation (EU) 2024/1623, includes amend-
ments to the operational risk capital calculation, where a revised framework is introduced and all
previously existing approaches for the calculation of the regulatory capital are replaced by the busi-
ness indicator component (BIC). The BIC is based on the business indicator (Bl), which measures an
institution’s volume of business.

The EBA has received several mandates concerning the items that make up the Bl and how certain
operations, such as mergers and acquisitions or disposals, should be considered when calculating
the BI:

= Draft regulatory technical standards (RTS) for the EBA mandate in letters (a) and (b) of Ar-
ticle 314(9) to further specify the components of the Bl by developing a list of items and
the elements to be excluded from the BI, respectively;

= Draftimplementing technical standards (ITS) for the EBA mandate in Article 314(10) to pro-
vide the mapping of the Bl items to the corresponding reporting cells in Commission Imple-
menting Regulation (EU) 2021/451 (FINREP);

= Draft regulatory technical standards for the EBA mandate in Article 315(3) of Regulation
(EU) No 575/2013, as amended by Regulation (EU) 2024/1623, to specify ‘how institutions
shall determine the adjustments to the business indicator’ (point (a) referencing mergers,
acquisitions and disposals), ‘the conditions according to which competent authorities may
grant the permission’ and ‘the timing of the adjustments’ (points (b) and (c) referencing
disposals only).

A legal text has been drafted to include the provisions corresponding to the two EBA mandates for
RTS (i.e. Articles 314(9) and 315(3) of the CRR), while the EBA mandate for ITS has been delivered
in a separate legal text.

In particular, a list of typical items has been developed for each component of the BI. This list of
items is mainly based on the work carried out for the EBA Policy Advice on the Basel Ill Reform:
Operational Risk (Annex 3, Table 13)1. The following changes were made:

e Some changes reflect subsequent amendments to accounting standards, such as for the
interest, leases and dividends component (ILDC), where the definition of a lease in IFRS 16
has been taken into account in determining the items to be included, or where derivatives
with a positive fair value originating flows such as interest income or expenses are in-
cluded.

e Withregards to the services component (SC), a breakdown of expenses, losses, provisions
and other financial impacts due to operational risk events has been provided in order to
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obtain adequate and comprehensive information on where the impacts of operational
risk events are accounted for in an institution’s profit and loss (P&L).

e Concerning the financial component (FC), clarifications have been brought to how the two
available approaches work for calculating the trading book and banking book compo-
nents, together with clarifications on their use and conditions for reversal from one to the
other.

e In terms of elements to be excluded from the BI calculation, clarifications were brought.
While some of these clarifications are easily identifiable in the financial statement, other
elements would benefit from additional detail, such as income and expenses from insur-
ance or reinsurance business in cases where an institution sells or distributes insurance
products or services to its clients.

When an institution concludes a merger or an acquisition, the Bl of the previous three years of the
merged or acquired institution should be considered and incorporated retroactively in the consoli-
dated BI of the acquiring institution. These draft RTS require institutions to use actual three-year
historical data or, when their use would not be possible, provides for two alternative methodolo-
gies. In the context of disposals, the draft RTS specify the conditions under which permission to
exclude Bl items related to disposed entities or activities may be granted. Particular attention is
given to the presence of guarantee commitments according to which the disposing entity may be
requested to cover losses or liabilities that took place in advance of the disposal but were revealed
afterwards. Regarding the Bl adjustments following disposals, a materiality threshold for disposals
on a yearly aggregate level is introduced. Below this threshold, adjustments can take place even
without written supervisory permission. This is to provide clarity on the timing of the process for
institutions with frequent disposals of low amounts, which have a marginal impact on the Bl and
thus the amount of capital requirements for operational risk.

Finally, the typical items for each of the components of the Bl were mapped to their corresponding
reporting cells in FINREP.

Next steps

The draft regulatory technical standards will be submitted to the Commission for endorsement,
following which they will be subject to scrutiny by the European Parliament and the Council before
being published in the Official Journal of the European Union.




European

e b a Banking
Authority

FINAL REPORT ON BUSINESS INDICATOR-RELATED MANDATES FOR OPERATIONAL RISK

2.Background and rationale

1. The banking package that implements the Basel lll framework in the EU envisages several
amendments to the Capital Requirements Regulation (‘CRR’). This includes the introduction in
the EU of a revised framework for own funds requirements for operational risk, consisting of
replacing all existing approaches for the calculation of the regulatory capital with a single, non-
model-based approach: the business indicator component (BIC).

2. In the context of the BIC, the capital requirements for operational risk are based on a business
indicator (BI), a financial statement-based proxy for operational risk consistent with the BCBS
standards OPE 25.1(1). The Bl is thus based on three components: an interest, leases and divi-
dends component (ILDC), a service component (SC) and a financial component (FC).

3. The following sub-sections provide further details on the development of the draft RTS under
Article 314(9)(a) and (b) of the CRR, the draft ITS under Article 314(10) of the CRR and the draft
RTS under Article 315(3) of the CRR.

4. During the three-month public consultation phase that ended on 21 May 2024, the respondents
provided a significant number of comments on all three technical standards presented in the
CP. The simultaneous publication of the CP on policy mandates and the CPs on reporting and
transparency has drawn mixed comments, addressing policy and reporting issues in all three
CPs, and consequential efforts were put into disentangling the nature of the comments. This
final report deals predominantly with aspects pertaining to the policy reasoning behind the de-
cisions made and only answers reporting-related points where this is of the essence for a sound
application of the policy stances.

Draft regulatory technical standards on the components of the busi-
ness indicator under Article 314(9)(a) of the CRR and the elements to
be excluded from the business indicator under Article 314(9)(b) of
the CRR

5. Article 314(9)(a) of Regulation (EU) No 575/2013 (CRR), as amended by Regulation
(EU) 2024/1623, mandates the EBA to draft regulatory technical standards (RTS) specifying the
components of the B, and their use, by developing a list of typical sub-items (hereinafter ‘items’)
considering international regulatory standards and, where appropriate, the prudential bound-
ary defined in Part Three, Title |, Chapter 3 of the CRR.

6. To ensure clarity and consistency in the application of operational risk capital requirements
across the European Union, a list of typical items has been developed for each component of
the BI. This list is mainly based on the work carried out by the EBA in response to European
Commission’s Call for Advice and published in the ‘EBA Policy Advice on the Basel Ill Reform:
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Operational Risk’ (Annex 3, Table 13)2. Limited further changes reflect subsequent amendments
in accounting standards, as well as feedback received via various interactions with the industry.

The Interest, leases and dividends component (ILDC)

7. The ILDC is made up of three components (i.e. the interest and leases component — IC, the asset
component —AC, and the dividends component — DC) and is calculated according to the follow-
ing formula:

ILDC = min(IC, 0.0225 * AC) + DC

8. The list of items included in the IC has been updated to reflect the changes in the International
Financial Reporting Standards 9 (IFRS9) on Financial Instruments and in IFRS16 on Leases®. In
particular, pursuant to Article 314(2)(4), which requires institutions to include lease income and
lease expenses in the IC, including depreciation and impairment, the definition of a lease in
IFRS 16 has been considered in determining the items to be included in the IC. According to this
approach, all income and expenses from investment properties that have generated rents in
each relevant period for the calculation of the BI, including rental income from investment prop-
erties, are included within the IC. Similar changes have been considered for the AC.

9. However, following the public consultation, the legal text has been amended to clarify that, for
the IC, on the interest expenses side, depreciation, impairment and losses only refer to operat-
ing lease assets, and losses from ‘lease modification’ should not be included in the mapping,
since they refer only to financial leases.

10.In addition, in the context of the ILDC, the typical items of the AC include all assets in the balance
sheet originating interest income and/or interest expenses in each relevant period for the cal-
culation of the BI. Besides cash balance at central banks and other demand deposits, loans and
advances, debt securities and tangible and intangible assets subject to lease, derivatives with
positive fair value originating flows like interest income or expenses are also included in the AC.
Depending on the type of assets, the gross carrying amount, the carrying amount or the fair
value is considered as the relevant ‘value’.

11. In light of the replies to the public consultation, the draft legal text has been amended to clarify
that the definition of interest-earning assets in the RTS/ITS also refers to cases where derivatives
do not generate or accrue interest but have a similar flow to the P&L (e.g. interest rate deriva-
tives, where the flow to the P&L is given by the difference between the fixed and variable legs).

2 EBA BS 2019 XXX (Draft Policy Advice on Basel Ill reforms — Operational Risk).docx

3 The IFRS 16 on Leases makes a single accounting model for the lessee, while for the lessor it retains the IAS 17 Leases
accounting treatment. This means that, for the lessee, there is no dual accounting model, so there is no differentiation
between the operating and finance leases. In all cases, the lessee has to record the asset (right of use) on the balance sheet
and a lease liability representing its obligation to make lease payments. In the case of the lessor, IFRS 16 maintains the
distinction between a finance lease and an operating lease. Only where the lease is considered to be an operating lease is
the asset retained on the balance sheet. As such, only for operating leases, the asset has to be included in the AC (for
financial leases, the institution will replace the asset with a loan and advance).
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The services component (SC)

12. This component is calculated based on four amounts: other operating income (Ol), other oper-
ating expenses (OE), fee and commission income (Fl) and fee and commission expenses (FE),
and the following formula applies:

SC = max(0I,0E) + max(FI, FE)
13.

14. Article 314(5)(5) of the CRR requires institutions to include the institution’s expenses and losses
from operational risk events in OE. The impacts of operational risk events may be reflected in
an institution’s financial statement through different accounting breakdowns, which in turn may
result in expenses, losses and financial impacts other than those related to operational risk
events. As a result, the correspondence with the various items in an institution’s P&L statement
is not straightforward.

15. Therefore, to obtain adequate and comprehensive information on where the impacts of oper-
ational risk events are accounted for in an institution’s P&L, a breakdown of expenses, losses,
provisions and other financial impacts due to operational risk events has been provided. More-
over, it is maintained that the other operating expenses, in accordance with Article 314(5) and
Article 314(7)(b) respectively, are fed with all the impacts of operational risk events, however
they are labelled or accounted for, affecting an institution’s financial statement, and are not net
of any related payments received from insurance or reinsurance policies purchased. Finally, they
should include exceptional losses that, following the permission given by the competent author-
ity pursuant to Article 320(1) of that Regulation, can be excluded from the calculation of the
institution’s annual operational risk loss.

16. As a follow-up to the feedback received during the consultation period, the legal text has been
amended to clarify that the recovery of administrative expenses — which encompasses recovery
of payments on behalf of customers (e.g. taxes debited to customers, stamp duty, substitute tax
and other recoveries) — should not be included in the Ol. As regards the OE, and in line with
Article 317(5) of Regulation (EU) No 575/2013, as amended by Regulation (EU) 2024/1623,
which clearly states that boundary losses with credit risk that are not included into the credit
RWA should be considered under the operational risk perimeter, the legal text has been
amended to include ‘Impairment or (-) reversal of impairment’ in the breakdown of expenses,
losses, provisions and other financial impacts due to operational risk events. These boundary
losses typically refer to unpaid credit assets due to operational risk events (credit frauds, unen-
forceable credit contracts, collateral failures, etc.) that are not accounted for in the credit RWA.
Furthermore, it was clarified that any financial impact due to operational risk events should be
included within the OE, irrespective of whether it is related to lease assets, or is accounted for
in different items of the BI (e.g. interest expenses) or in items which do not belong to the Bl (e.g.
administrative expenses). Finally, it was also clarified that recoveries other than insurance and
reinsurance should be used to net operational risk losses before these are included within the
OE.

The financial component (FC)
17. The financial component (FC) is the sum of the trading book component (TC) and the banking

book component (BC), where each of these components is computed as the annual average of
the absolute values over the previous three financial years of the net profit or loss (P&L):
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FC=TC+ BC
18.

19. In its policy advice on the European implementation of the Basel Ill framework for operational
risk, the EBA adopted an accounting-based approach (accounting approach, AA) to define all the
components, including the TC and the BC, in full alighnment with the Basel framework stance on
the Bl being ‘a financial statement-based proxy’ for operational risk (OPE 25.1(1)). According to
the AA, the net gains and losses from the accounting trading portfolio are assigned to the TC
and the net gains and losses from the accounting non-trading (i.e. banking) portfolios are as-
signed to the BC.

20. However, under this approach, certain types of operations and accounting choices, including
the economic hedging of fair value through profit and loss positions, or the bifurcation of deriv-
atives embedded in host hybrid or structured financial instruments, may cause an ‘unwarranted
increase’ in the FC. In the economic hedging, this ‘unwarranted increase’ would be caused by
the presence of types of operations that are strictly related to each other, and which are of
opposite P&L sign, but which are accounted for in different components of the FC (i.e. the TC
and the BC) when calculated in accordance with the international regulatory standards. Since
the FC formula envisages the sum of the absolute values of the P&L of the TC and the BC, the
amounts of these operations cannot be netted when computing the FC.

21. Considering the above, fourth subparagraph of Article 314(4) clarifies that the institution’s trad-
ing book shall be defined as appropriate either in accordance with accounting standards or in
accordance with Part Three, Title |, Chapter 3 (i.e. the prudential boundary criteria). Moreover,
in accordance with Article 314(9), point (a), the EBA is mandated to develop the list of items of
the Bl by ‘taking into account international regulatory standards and, where appropriate, the
prudential boundary defined in Part Three, Title I, Chapter 3’. Were the prudential boundary
criteria to be used to calculate the FCin the cases mentioned in paragraph 18, the ‘unwarranted
increase’ would be avoided, since, under this framework, those operations would be treated as
being under the same book (i.e. the prudential trading book or the prudential non-trading book),
thus allowing the netting of their amounts within the FC.

22. Moreover, there might be other situations beyond those already mentioned that could cause
an ‘unwarranted increase’ in the FC; however, it is neither possible to identify ex ante all of
them, nor to ex ante set values or percentages for the ‘unwarranted increase’, since this strictly
depends on the types of operation and/or the accounting choice adopted by an institution (e.g.
for hedging) in its ordinary business rather than on specific products or instruments.

23. Based on this background, the draft RTS provide that, instead of using the AA, an institution
may adopt —where certain conditions apply —the Prudential Boundary Approach, PBA, for cal-
culating the FC, thus adjusting the items of the TC and of the BC according to the rules envisaged
in the prudential boundary framework of the CRR, as referenced in the mandate granted to the
EBA.

24.To ensure a uniform application of the prudential boundary framework to the different risks
that institutions are exposed to, when using the PBA, institutions should implement it consist-
ently with the strategies, policies, procedures, systems and controls adopted in accordance with
Part Three, Title |, Chapter 3.
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25. Moreover, it is worth highlighting that the ‘trading book’ concept cannot simply be applied to
the own funds requirements for operational risk. This is because, unlike the capital requirements
for market risk or other risks, which are based on the stocks of the regulatory trading and non-
trading books portfolio at specific dates (e.g. 31/12, 30/6), the own funds requirements for op-
erational risk are computed starting from the P&L flows for the components of the Bl. These
P&L flows are clearly identifiable for the trading and non-trading components of the FC only
when an accounting-based method is used, since this means using common accounting stand-
ards (e.g. IFRS) and institutions’ regulatory reporting (e.g. in FINREP).

26. In the absence of such an accounting hook, retrieving the P&L of all the positions held in the
prudential trading book and non-trading book, starting from a daily basis until reaching the three
years envisaged for the calculation of the FC, requires the institutions having dedicated organi-
sational measures, which are not necessarily fully compatible with those stocks-based methods
implemented for the calculation of the own funds requirements for market risk or other risks.
Therefore, institutions that intend to use the PBA should be required to have in place policies,
procedures, systems and controls to carry out such calculations in a proper manner.

27. To provide a sound framework for the use of the PBA, several features are included in the draft
RTS:

a) Consistency: In order to avoid regulatory arbitrage, once the PBA is chosen, it should be
used for all three years envisaged for the calculation of the FC;

b) Transparency: It is important to accompany the use of the PBA with an ex ante notification
process, through which the institutions inform the competent authorities of their choice
and document the fulfilment of the criteria for the use of the PBA.

c) Reversal to AA: Where any of the conditions for the use of the PBA are no longer fulfilled,
e.g. when the operations originating the ‘unwarranted increase’ in the FC are dismissed,
the institutions should revert to the AA and should not use the PBA again in the three years
following the reversal. A notification prior to the reversal, including proper information and
documentation, should be provided to the competent authorities.

28. The EBA has analysed the development of this approach in light of the comments received dur-
ing the consultation period. The EBA considers that it is within its mandate to clarify when it is
appropriate to use either the AA or the PBA, and does not see these clarifications as introducing
a hierarchy between the two approaches. There is nonetheless a need to specify when the two
can be used and, more importantly, to ensure the institutions have the means necessary to com-
ply with the requirements of either of the two approaches.

29. With a view to ensuring proper interpretation of the conditions for the use of the PBA set out
in the Consultation Paper, the legal text was amended to clarify that, in the case of economic
hedging, the ‘unwarranted increase’ should not be extended to: a) the P&L of hedging instru-
ments in the trading book, which are not strictly and clearly related to the P&L of the hedged
instruments in the non-trading book valued at fair value through profit and loss in the account-
ing statement of profit and loss; or b) to situations where the institution does not fully and
clearly adhere to the rules and conditions envisaged by the prudential boundary defined in
Part Three, Title I, Chapter 3 of Regulation (EU) No 575/2013 (CRR). In all these cases, the ad-
justments to the FC should be limited to the amount of P&L related to risks effectively covered
by the hedge, and matching the accounting P&L of the hedged items. Moreover, in such cases,
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the institution’s policies, procedures, systems and controls should be able to disentangle the
profit and loss of hedged instruments and related hedges, connecting the latter to the hedged
risks and to document the hedging relationship, in line with the risk management objectives of
the institution.

30. To ensure coherence in the application of the rules within a group, the legal text was amended
to further clarify that partial use of the PBA in combination with the AA is not feasible. Through-
out the three-year horizon for the calculation of the BI, an institution at solo level cannot alter-
nate the approaches, and neither can a group at consolidated level. This does not pre-empt the
use of the AA at solo level for institutions in a group and the use of PBA at group (consolidated)
level, or vice versa. In order to provide further clarity on the ex ante notification, the legal text
was amended to distinguish what information and documentation is referring only to the initial
adoption of the PBA, and what should instead be regularly reviewed (and potentially updated).
Moreover, it was clarified that the time period of 90 days envisaged by the ex ante notification
starts from the submission to the competent authority of the information and documentation
in a complete manner.

31. Finally, on 24 July 2024, the European Commission adopted a Delegated Act* in accordance with
Article 461a of Regulation (EU) No 575/2013 (CRR) that, upon entry into force, would defer the
application of the Fundamental Review of the Trading Book (FRTB) standards for the calculation
of own funds requirements for market risk in the European Union for one year. The EBA has
subsequently issued a ‘no action letter’> that complements the Delegated Act by advising com-
petent authorities not to prioritise any supervisory or enforcement action in relation to the ap-
plication of the provisions on the boundary between the non-trading and the trading book until
the entire FRTB standard is implemented in the EU and is used for calculating own funds require-
ments for market risk. This letter also clarifies that, with regards to the use of the prudential
boundary approach for the purposes of calculating the own funds requirements for operational
risk, institutions should use the same boundary definition as they apply for the purposes of cal-
culating the own funds requirements for market risk. Once the no action letter ceases to apply,
institutions that used the prudential boundary approach during the postponement period are
expected to review the information on the use of this approach in line with the forthcoming
associated regulatory technical standards and resubmit the corresponding notification.

Items excluded from the Bl in line with Article 314(9)(b) of the CRR

32. Article 314(9)(b) of the CRR requests the EBA to draft RTS to further specify the elements that
institutions do not have to use in the calculation of the BI, thus detailing those listed in Arti-
cle 314(7) of the CRR.

33. While some of these elements are easily identifiable in the financial statement, other elements
would benefit from additional detail. Indeed, the income and expenses from insurance or rein-
surance business to be excluded from the calculation of the BI, as referred to in Article 314(7)(a)
of the CRR, are those where an institution takes the insurance risk. Where instead an institution
sells or distributes insurance products or services to its clients, the income and expenses are to
be included within the BI, since these products or services are conceptually not different, from
an operational risk perspective, from financial products or services.

10
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34. Moreover, certain financial impacts related to lease assets or resulting from operational risk
events, or outsourcing fees paid for the supply of financial services, might be accounted for un-
der some items (administrative expenses, including staff expenses, depreciation of tangible as-
sets, amortisation of intangible assets, impairment or reversal of impairment) that, in accord-
ance with Article 314(7) of the CRR, should not contribute to the BI. In such cases, those financial
impacts shall not be excluded from the calculation of the BI.

35. With specific regard to exclusions of elements from the BI, the CRR does not envisage the ge-
neric exclusion of extraordinary or irregular items from the BI. Article 314(7) of the CRR states
that Ol or OE should be calculated using the institution’s income or the institution’s expenses
and losses from ordinary banking operations not included in other items of the business indica-
tor, but which are of similar nature. ‘Ordinary banking operations’ refer to ‘business as usual’
banking operations; hence the income and expenses generated in the course of such operations,
irrespective of whether labelled as ordinary or extraordinary, need to be included in the most
appropriate items of the institution’s P&L statement, in line with the criteria established by IAS,
IFRS or, in general, national General Accepted Accounting Principles (nGAAP) standards. These
income and expenses should then be included into the BI, having regard to the qualifications set
out in Article 314(10) of the CRR, as further specified in these RTS/ITS.

Draft regulatory technical standards on the adjustments to the busi-
ness indicator under Article 315(3)(a), (b) and (c) of the CRR

36. Article 314 of the CRR provides that each component of the Bl is calculated as ‘the annual aver-
age over the last three financial years’, meaning that the operational risk capital requirements
are the same from 31/12 of year N-1 to 30/09 of year N, and shall be calculated based on N-1 to
N-3 audited financial statements of the institution, as illustrated in Figure 1 below:

31/12 31/12 31/12

I )

37.

38. The operational risk capital requirements aim to capture and cover the risks related to opera-
tional failure or deficiencies arising from the conduct of activities (unexpected losses over a one-
year horizon, in principle). The use of averages in the context of the calculation aims to avoid
excessive volatility of the capital charge for operational risk. However, it is acknowledged that,
from a risk perspective, the merger, acquisition or disposal of entities or activities may affect
the operational risk profile of the institutions and may not be sufficiently reflected under the

11
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standard methodology. Moreover, the changes in operational risk exposures may require differ-
ent approaches, and not necessarily on a symmetrical basis, for mergers and acquisitions as
compared to disposals.

39. On the basis of the considerations above, and in accordance with the Basel framework, Arti-
cle 315 of the CRR requires institutions to include items related to merged or acquired activities
and entities in their Bl and allows institutions, subject to permission by the competent authority,
to exclude items related to disposed activities and entities.

40. For the application of these provisions, the EBA was mandated in Article 315(3) of the CRR to
specify ‘how institutions are to determine the adjustments to the business indicator’ (point (a)
referencing mergers, acquisitions and disposals), ‘the conditions under which competent author-
ities are able to grant the permission’ and ‘the timing for the adjustments’ (points (b) and (c)
referencing disposals only).

41. Given the above-mentioned points, it is important to ensure, through the provisions of these
RTS, that the methods for determining adjustments in cases of mergers or acquisitions, and the
conditions under which an entity or an activity can be excluded, are tailored to the institution’s
effective risk profile while ensuring both sufficient harmonisation across the EU and realistic
operational implementation. To achieve those objectives, the following aspects were especially
considered by the EBA when drafting the RTS:

42. Calculation of the business indicator adjustment: The determination of the adjustment value
should consider that historical information related to purchased entities or activities may not be
available or accurate. While the principle will be to use the audited financial information over
the past three years, the RTS should provide for an alternative simplified measure that should
nonetheless be conservative enough. Thus, to ensure sufficient harmonisation, ranked alterna-
tive calculation approaches have been defined. These alternative approaches should only apply
for mergers and acquisitions, given that, for disposals, the institution has the information to
precisely determine which items should be excluded.

43. Condlitions for granting permission to exclude disposed entities and activities: In the context of
disposals of entities or activities, and while the activities are transferred, specific arrangements
may have been entered into in order for the disposing entity to provide any compensation for
losses or future liabilities which could arise from events that took place prior to the transaction
and which were not known at the time of the transaction. The disposing entity may also face
additional operational risks related to possible reorganisation aspects of the operation (e.g. re-
duction of resources dedicated to operational risk management, business restructuring). There
are therefore situations in which it may not be considered reasonable for an institution to ex-
clude items of a disposed entity from its Bl and operational risk capital requirements. It is also
important to consider the costs and benefits of the granting process to get adjustments to the
Bl with respect to the capital relief caused by those adjustments.

Calculation of the business indicator adjustment
a. In the context of mergers and acquisitions

44. Article 315(1) of the CRR states that ‘Institutions shall include business indicator items of
merged or acquired entities or activities in their business, and shall cover the last three financial
years’, which therefore implies in principle, for any acquisition or merger, establishing revised
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‘pro forma’ financial statements as if the entity were part of the group or institution concerned
for the three previous exercises, as shown in the example in Table 1 below:

Y-3 Y-2 ¥Y-1
Bank A  Target /B New Bank A Bank A Target E/B  New Bank A Bank A Target E/B New Bank A Bank A New Bank

ILDC 15

1c 10 5 15 15 8 23 16 8 24 14

AC 400 200 600 600 300 900 800 400 1200 600 3

DC 1 1 2 1 1 2 1 1 2 1
sC i 9

ol 3 2 5 2 1 3 3 2 5 3

OFE 2 1 3 4 2 6 3 2 5 3

Fi 5 3 8 [ & 9 [ 3 9 6

FE 2 1 & 2 1 3 3 2 5 2
FC i 2"

TC 2 1 3 - = = 1 1 2 1

BC - = = - = = 3 2 5 1
Bl 25
BIC 4
BIC bucket 1
BIC bucket 2 24
BIC bucket 3
RWAs 47

45. Institutions would then have to ‘rebuild’ historical financial data for the three previous years
for each acquisition, as shown in Table 2:

Acquisition
. 30.6.2024 31.12.2024 31.12.2025 31.12.2026
in May 2024
2025 (financial state- 2026 (financial state-
indicator T-1 2023 pro forma ac- meﬁt§ including 'the ac- meﬁt§ including 'the ac-
counts quisition are available, quisition are available,
no adjustments needed) no adjustments needed)
2025 (financial state-
. 2022 pro f . including the ac-
indicator T-2 protorma ac 2023 pro forma accounts me_n_t§ inc udmg_t ©ac
counts quisition are available,
no adjustments needed)
indicator T-3 2021 pro forma ac- 2022 pro forma accounts 2023 pro forma accounts

counts

46. However, as shown by past decisions adopted by competent authorities in application of the
former Articles 315 and 317 of the CRR, the historical data related to the acquired entity may
not be available or may not be accurate. In these cases, various approaches were used and ap-
proved in the absence of sufficiently reliable data (i.e. in the absence of audited financial state-
ments covering the perimeter of the operation for the full three years, difficulties in establishing
pro forma accounts, or in the case of accuracy issues). In all cases though, the objective was to
ensure that the approach followed was conservative.
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47. Given the above approaches and options, while also considering the potential difficulties in re-
trieving the historical data for certain operations, and taking into account the responses to the
CP, the following approach is implemented:

a. Main principle: use of the three-year historical data (audited financial statements
or, for the acquisition of activities, pro forma financial statement used for the anal-
ysis and valuation of the operations, i.e. financial information presented to the in-
stitution’s highest governance body that definitively authorises the operation);

b. Alternative to main principle: in cases where institutions prove that the three years
of historical data are not available, or in cases where institutions prove that the
historical data available are not accurate (e.g. the acquired entity has transferred
part of its activities prior to the transaction), institutions are required to use the
ranking approach described in the next paragraphs.

48. Firstly, institutions could use, as a provisional proxy of the BI, the institution BIC multiplied by
the M&A factor calculated on the basis of the most recent financial information available and
accurate in relation to that entity or activity, including the annualised ongoing financial exercise:

Institution Net Operating Income +Entity/Activity Net Operating Income

M&A factor =

Institution Net Operating Income ’

where the Net Operating Income (NOI) has the same meaning as ‘net total operating income’ as in
Commission Implementing Regulation (EU) 2021/451, i.e. it is indicated by the FINREP item:
F02.00_r355_c 010.

49. Then, if this "M&A factor’ approach is not feasible due to lack of data, the institution shall use
financial forecasts in relation to that entity or activity based on information used for the final
valuation (see illustration in Table 4).

50. Tables 3 and 4 below illustrate the calculation under the two ranked alternative approaches in
paragraphs 42 and 43:

51.
52.
53.
54.
55.
56.
57.
58.

59.
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60.Table 3: lllustration of expected calculation under paragraph 50 (use of M&A scaling factor)

31.12.2026

2026 (financial statements including the acquisition
are available, no adjustments needed)

Acquisition
in May 2024, the last available infor- 30.6.2024 31.12.2024 31.12.2025
mation (although not audited) for
the acquired entity is at Dec 2023
PIopZN(EH B 2025 (finan-
2073 Insti- cial staFe— cial statce—
. ments in- ments in-
. cluding the cluding the
. business L .
indicator T-1 o acquisition acquisition
indicator X X
multiolied are availa- are availa-
by 1 Zp ble, no ad- ble, no ad-
¥ justments justments
needed) needed)
2024 (finan-
. cial state-
tZOtz_jnInsu- 2023 Institu- aIEIcETH
: I, tion busi- cluding the
o business L -
indicator T-2 - ness indica- acquisition
indicator . X
multilied tor multi- are availa-
P plied by 1.2 ble, no ad-
by 1.2 .
justments
needed)
2021 st 505 Institu- 2023 Institu-
tution . . . .
business tion busi- tion busi-
indicator T-3 . us,l ness indica- ness indica-
indicator . .
e el tor multi- tor multi-
by 1.2 plied by 1.2 plied by 1.2
61.
62.
63.
64.
65.
66.
67.
68.
69.
70.
71.

2025 (financial statements including the acquisition
are available, no adjustments needed)

2024 (financial statements including the acquisition
are available, no adjustments needed)

® For the purposes of this illustration, if the NOI of the acquiring institution is 100 (31.12.2023) and that of the acquired

entity is 20 (31.12.2023), the M&A factor would be 1.2.
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73.Table 4: lllustration of expected calculation under paragraph 51 (use of forecasts)

Acquisition in May 2024,
information related to
2023, 2022, 2021 not
available for acquired en-
tity.

30.6.2024

31.12.2024

31.12.2025

Acquiring institution 2023 au-
dited + Inclusion of acquired
entity Bl items based on aver-

2024 (financial statements in-
cluding the acquisition are

2025 (financial statements in-
cluding the acquisition are

indicator T-1 age forecast 2024-2025—- available, no adjustments available, no adjustments
2026 needed) needed)
(instead of 2023)
Acquiring institution 2022 au-  Acquiring institution 2023 au-
dited + Inclusion of acquired dited + Inclusion of acquired 2024 (financial statements in-
indicator T-2 entity Bl items based on aver-  entity Bl items based on aver-  cluding the acquisition are
age forecast 2024-2025— age 2024 realised and fore- available, no adjustments
2026 cast 2025-2026 needed)
(instead of 2022) (instead of 2023)
Acquiring institution 2021 au-  Acquiring institution 2022 au-  Acquiring institution 2023 au-
dited + Inclusion of acquired dited + Inclusion of acquired dited + Inclusion of acquired
indicator T-3 entity Bl items based on aver-  entity Bl items based on aver-  entity Bl items based on aver-
age forecast 2024-2025—- age 2024 realised and fore- age 2024 and 2025 realised
2026 cast 2025-2026 and forecast 2026
(instead of 2021) (instead of 2022) (instead of 2023)
b. In the context of disposals

74. For disposed activities or entities, the information over the past three years is available. The
principle should therefore be to reflect the disposal in the Bl covering the three-year period that
is relevant (no impact on the full period if the entity or the activity was initiated, created, or
purchased during the three-year period). The items related to the disposed entity must, how-
ever, be adjusted if the historical financial statements are not accurate due to restructuring op-
erations conducted prior to the disposal and resulting in maintaining part of the activity within
the disposing institution.

Conditions under which permission to exclude Bl items related to disposed entities or
activities may be granted

75. Based on the competent authorities’ decisions adopted for the application of Articles 315(3)
and 317(4) of CRR2, it appears that the review was mainly focused on the calculation of adjust-
ments and the materiality of the adjustment. but in the assessment it is observed that additional
information on the actual level of operational risk losses and in relation to possible future liabil-
ities were also considered and analysed.

76. Based on developments in the introduction, and also considering those competent authorities’
decisions, and to assess the opportunity to grant permission to exclude a disposed entity or
activity from the BI, the competent authority should especially consider:

a. Operational losses: how that entity or activity contributed to the institution’s op-
erational risk losses in the past;
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b. Guarantee commitment and future liabilities: whether the transaction agree-
ments or any side agreements provide that the disposing institution or disposing
group is committed to providing any compensation for losses or future liabilities
which could arise from events that took place prior to the transaction and are not
known at the time of the transaction;

77. Operational risk exposures: whether the disposal results in significant additional exposure to
operational risk or a change in operational risk management structure that would undermine its
capacity to identify, measure and mitigate the operational risk (e.g. change in IT systems, trans-
fer of resources, and other reorganisation aspects after the transactions).

78. Finally, in order to permit appropriate scrutiny of the operations by the competent authorities,
the institutions should submit, together with the application, the following documentation or
information:

a. The description of the operation, its rationale, and its implementation dates.

79. The quantitative impact analysis of the operation on operational risk capital requirements in
accordance with the methodology established under Article 2 of this Regulation and any sup-
porting evidence, including audited financial statements and pro forma financial statements es-
tablished by an independent auditor:

a. The detail of operational risk losses related to the entity or activity disposed of over
the last 10 years, where available;.

80. The terms and conditions of the disposal, including any side agreements, as well as a legal anal-
ysis regarding liabilities that may be incurred from events that took place prior to the transac-
tion:

a. The confirmation that the operation has been approved by the management body
and the date of approval;

b. The analysis of the impact of the operation on the operational risk management
structure of the institution.

81. Any additional document or information that the institution considers useful to establish that
the entity or activities disposed of are no longer deemed relevant to the institution’s risk profile.

Timing for adjustments

82. To ensure timely consideration of the institution risk profile change, the Bl should be updated
at the first reference date after the acquisition or merger becoming effective. For the disposal
of an entity or activity, and subject to authorisation being granted, the Bl should be adjusted at
the first reference date after the authorisation is received or at the first reference date after the
disposal becomes effective (if the authorisation is provided before the completion of the oper-
ation).

Materiality

83. In line with the CRR, the adjustments to the Bl due to mergers and acquisitions are systematic
and should happen after each operation. This is why no materiality threshold is included in the
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draft legal text. Nonetheless, for some institutions, multiple mergers, acquisitions and disposals
take place throughout the year, which requires multiple adjustments to the Bl based either on
financial information over the last three years or on proxy data when a full three-year historical
data series is not available. Considering that adjustments to the Bl would occur for every acqui-
sition, merger or disposal, more information has also been gathered via the consultation process
for these RTS, concerning their frequency and impact on the operational risk capital require-
ments.

84. Regarding mergers and acquisitions, the complexity of the adjustments to the Bl due to M&As
lies in the methodology used to carry out the adjustments. Given the simplified methodology to
be used in case of adjustments, particularly in case of data unavailability, as presented in para-
graphs 41 to 47 of this final report, coupled with the fact that a materiality threshold for adjust-
ments to the Bl due to M&As would only delay the impact on capital requirements for a period
of one to three years, the EBA has deemed it unnecessary to introduce such a threshold. In
addition, the administrative burden on institutions would be only slightly reduced in case of an
M&A threshold, since adjustments would have to be computed anyway, to determine whether
the threshold has been crossed.

85. With regards to disposals, and in line with the CRR, institutions may choose not to ask for per-
mission from their CA to adjust the Bl following disposal(s). In this case, they are not allowed to
reflect the disposal(s) in the calculation of capital requirements. Those wishing to reflect dis-
posal(s) in their capital requirements calculation need to ask for permission from their CA. As it
is understood that the process of requesting permission to reflect individual disposals may be
cumbersome for institutions and their CAs, it was considered reasonable to have a threshold for
determining the materiality of the divestments.

86. To maintain a proportionate approach, this threshold is defined as a threshold below which the
permission to adjust can be considered granted if the CA does not reply within 90 days of the
request for permission. This decision is supported by the fact that it contributes to streamlining
the administrative process post-disposal, and it adds clarity regarding the timing for reflecting
the disposals for institutions looking to do so for disposals with small NOI impact.

87. The total annual net operational impact of disposals to be compared to the threshold should be
an aggregate, over the same fiscal year, of disposals carried out by an institution:

88.Impactfiscar year = Di=1Impact;,

89.where i is a disposal carried out by the institution during the fiscal year.

90. The net operational impact of a disposal is calculated by following the formula:
91.Impact = NOlyisposed entity/activity/ NOlaisposing institution

92.where the NOI is the Net Operating Income, as defined in paragraph 50 (i.e. ‘Total operating
income, net’ — FINREP item: F02.00_r355 c 010).

93. Finally, the threshold is set at 5% of the total annual net operational impact of disposals. Based
on the data received via the EU-specific template of the Basel Il monitoring exercise, a threshold
of 5% would correspond to more than two thirds of potential requests and reflects a maximum
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estimated amount of less than 1% of capital requirements for operational risk, which means a
very marginal impact on the total capital requirements’.

Draft implementing technical standards on the mapping of the busi-
ness indicator components with corresponding supervisory reporting
references under Article 314(10) of the CRR

94. Article 314(10) mandates the EBA to draft implementing technical standards (ITS) to specify the
items of the Bl by mapping those items with the corresponding reporting cells in Commission
Implementing Regulation (EU) 2021/451 (FINREP).

95. In the above-mentioned advice to the Commission for the adoption of the CRR, the EBA already
proposed a detailed mapping of the Bl items to the FINREP items (see Annex 3, Table 13). This
proposal was motivated, on one hand, by the need to ensure a harmonised interpretation and
adoption of the Bl across the EU, and, on the other hand, to limit its implementation/adminis-
trative/operational costs for the EU institutions.

96. The choice of FINREP was motivated by the fact that FINREP templates are developed to ac-
count for both the IFRS and for national accounting frameworks (nGAAP). In these draft ITS,
some limited changes are suggested to make them fully aligned with the institutions’ practice
for reporting the various Bl items according to the FINREP standards.

97. Consistently, the mapping envisaged in the EBA advice, as amended to consider recent changes
in the IFRS, has been the reference used to address the mandate granted to the EBA in Arti-
cle 314(10) of the CRR.

98. Therefore, these draft ITS provide the references of the Bl items to the FINREP items. Such ref-
erences can be exact or, for certain Bl items, approximate, owing to the adjustments to be made
to the FINREP items to reflect the qualifications envisaged by the CRR for the calculation of those
Bl items.

99. Given the strong ties between these ITS and the RTS on Bl components, feedback from the
consultation is often intertwined between the two topics, and the associated answers and clar-
ifications from the EBA bring clarity both from a policy standpoint as well as from a mapping
perspective. Changes were subsequently made to the ITS on mapping to ensure consistency with
the RTS on Bl components.

’ Assumption: the NOI is used as a proxy for BIC, which implies that the maximum impact on the BIC is 18% x 0.05=0.9%.
Considering the typical impact of operational risk on total RWAs, this would mean a very marginal impact on total RWAs.
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3. Draft regulatory technical standards on
the components of and the elements to
be excluded of the Business indicator un-
der Article 314(9) of the CRR and draft
regulatory technical standards on the ad-
justments to the business indicator under
Article 315(3)(a), (b) and (c) of the CRR
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EBA/RTS/20XX/XX

DD Month YYYY

COMMISSION DELEGATED REGULATION (EU) .../...
of XXX

supplementing Regulation (EU) No 575/2013 of the European Parliament and of the

Council with regard to regulatory technical standards specifying the components of

the business indicator, their use and the elements excluded from the calculation and

with regard to regulatory technical standards specifying the adjustments to the busi-
ness indicator in case of mergers, acquisitions or disposals

(Text with EEA relevance)
THE EUROPEAN COMMISSION,

Having regard to the Treaty on the Functioning of the European Union,

Having regard to Regulation (EU) No 575/2013 as amended by Regulation

(EU) 2024/1623 of the European Parliament and of the Council of 31 May 2024 as regards
requirements for credit risk, credit valuation adjustment risk, operational risk, market risk
and the output floor®, and in particular third subparagraph of Article 314(9) and third sub-
paragraph of Article 315(3) thereof,

Whereas:

(1) The business indicator is a financial statement-based proxy for operational risk. The
items representing ordinary banking business operations in an institution’s profit and
loss statement or balance sheet statement should be included within this indicator. El-
ements to be excluded from the BI are only those provided for in Regulation (EU)
No 575/2013 and further specified in these RTS.

(2) Since the fourth subparagraph of Article 314(2) of Regulation (EU) No 575/2013 re-
quires institutions to include all income and expenses arising from financial and oper-
ating leases in the interest and leases component, including depreciation and impair-
ment, the items related to leases included in the interest and leases component of the
BI should be aligned with those in International Financial Reporting Standards (IFRS)
16. Accordingly, all income and expenses from investment properties that generate
rents, including rental income from investment properties, should be included within
the interest and leases component.

8 OJ L, 2024/1623, 19.6.2024.
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In order to ensure consistency with the international accounting standards, the asset
component referred to in the fifth subparagraph of Article 314(2) of Regulation (EU)
No 575/2013 should be calculated as the sum of the gross carrying amounts, the car-
rying amount or the fair value of certain balance sheet assets, depending on the type
of assets. Given that the asset component contributes to the calculation of the interest,
leases, and dividends component, it should include all the assets on the balance sheet
that generate interest income and/or interest expenses.

The fifth subparagraph of Article 314(5) of Regulation (EU) No 575/2013 requires
institutions to include in the other operating expenses the institution’s expenses and
losses from operational risk events. Since operational risk events can take several
forms in an institution’s financial statement (e.g. expenses, losses, provisions, impair-
ment, depreciation), the other operating expenses should be fed with all the impacts of
operational risk events, however labelled or accounted, affecting an institution’s fi-
nancial statement. Such expenses should be net of recoveries other than insurance and
reinsurance; however, they should not be net of any related payments received from
insurance or reinsurance policies purchased, and should include exceptional losses
that, following the permission given by the competent authority pursuant to Arti-
cle 320(1) of that Regulation, can be excluded from the calculation of the institution’s
annual operational risk loss.

In order to obtain proper and exhaustive information on where the financial impacts
of operational risk events are accounted for in an institution’s financial statement,
those financial impacts should be broken down by the main items of the profit and loss
statement where these impacts are accounted for.

Certain types of operations or accounting choices, including the economic hedging of
fair value through profit and loss positions, and the bifurcation of derivatives embed-
ded in host hybrid or structured financial instruments, may cause an unwarranted in-
crease in the financial component, whose formula envisages the sum of the absolute
values of the profit and loss of the trading book component and of the banking book
component. In the economic hedging, the unwarranted increase is due to the presence
of types of operations that are strictly related to each other and which are of opposite
profit and loss sign, however, they are accounted for in different components of the
business indicator (i.e. the trading book component and the banking book component)
when calculated in accordance with the international accounting standards; hence the
amounts of these operations cannot be netted when computed within the financial com-
ponent. In such cases, institutions should be allowed to adopt the prudential boundary
approach, i.e. to calculate the financial component in accordance with Part Three, Ti-
tle I, Chapter 3 of Regulation (EU) No 575/2013. Under the prudential boundary ap-
proach, these operations would be treated as being under the same book (i.e. the pru-
dential trading book or the prudential non-trading book); hence their amounts would
be offset within the financial component, consistently with their underlying economic
rationale.

In order to prevent the improper use of the prudential boundary approach, the concept
of ‘unwarranted increase’ in the case of economic hedging should not be extended to
the profit and loss of hedging instruments in the trading book which are not strictly
and clearly related to the profit and loss of hedged instruments in the non-trading book
valued at fair value through profit and loss in the accounting statement of profit and
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loss, or to situations where the institution does not fully and clearly adhere to the rules
and conditions envisaged by the prudential boundary defined in Part Three, Title I,
Chapter 3, of Regulation (EU) 575/2013. Furthermore, adjustments to the financial
component should be limited to the amount of profit and loss related to risks effec-
tively covered by the hedge, and matching the accounting profit and loss of the hedged
items.

Institutions that intend to adopt the prudential boundary approach should be able to
calculate the profit and loss of all the positions held in the prudential trading book and
the prudential non-trading book, over the three years envisaged for the calculation of
the financial component. In case of economic hedging, institutions should be able to
disentangle the profit and loss of hedged instruments and related hedges, connecting
the latter to the hedged risks, and to document the hedging relationship in line with the
risk management objectives of the institution. These calculations are different from
the calculation carried out under the accounting approach and are not based on harmo-
nised accounting standards nor subject to periodic supervisory reports. As a conse-
quence, only institutions that have in place policies, procedures, systems and controls
to carry out such calculations in a proper manner, including the disentanglement of the
profit and loss amounts in case of economic hedging, and to properly document them,
should be allowed to adopt the prudential boundary approach.

In order to prevent regulatory arbitrage through the selected use of the prudential
boundary approach in some years of the calculation, or in some entities of the same
group, the prudential boundary approach should be applied for all three years envis-
aged in the calculation of the business indicator; moreover, the partial use of the pru-
dential boundary approach in combination with the accounting approach should not be
feasible.

In order for the competent authorities to review the adoption of the prudential bound-
ary approach, the institutions intending to adopt it should provide them with adequate
documentation and information prior to its implementation.

Where any condition allowing for the adoption of the prudential boundary approach is
no longer met, the institution should revert to the accounting approach. In order to
prevent regulatory arbitrage, too-frequent switches from one approach to the other
should be discouraged.

As required by Article 314(9), point (b) of Regulation (EU) No 575/2013, and with a
view to ensuring clarity and consistency in the calculation of the business indicator,
some of the elements to be excluded from that calculation listed in Article 314(7) of
that Regulation should be further specified.

All income and expenses where an institution sells or distributes insurance or reinsur-
ance products or services should not be excluded from the calculation of the business
indicator, since these products or services are — from an operational risk perspective —
conceptually no different from financial products or services whose income and ex-
penses stemming from their distribution are included within the business indicator,
typically under fee and commission income or fee and commission expenses.

Certain financial impacts related to lease assets or resulting from operational risk
events, or the outsourcing fees paid for the supply of financial services, might, in spe-
cific cases, be accounted for under the following items, listed in Article 314(10) of
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Regulation (EU) No 575/2013: administrative expenses, including staff expenses, de-
preciation of tangible assets, amortisation of intangible assets, impairment or reversal
of impairment. In such cases, those financial impacts should not be excluded from the
calculation of the business indicator.

In the case of acquisitions, mergers or disposals, the consideration of a three-year pe-
riod based on financial statements for the calculation of the business indicator may
lead to a potential divergence between the capital requirements for operational risk and
the effective risk profile of a given institution. The method for determining the busi-
ness indicator’s adjustment in the case of mergers, acquisitions or disposals, and the
conditions under which a disposed entity or an activity can be excluded, should ensure
better alignment between the institution’s capital requirements and the institution’s
effective risk profile.

In principle, given that the business indicator is a financial statement-based proxy for
operational risk, its adjustment following mergers or acquisitions should be based on
the audited financial statement of the merged or acquired entities or activities. How-
ever, institutions may experience difficulties in retrieving a historical series of accurate
data related to the merged or acquired entities or activities over the three-year period
to be considered for reflecting the operation. Therefore, institutions should be provided
with possible alternative calculation options that are conservative enough, in cases
where the historical data relating to the acquired or merged entity or activities over is
not available or accurate to cover the full period that is relevant to the calculation of
its business indicator.

The disposal of a business or of an entity may not always imply that the operational
risk related to the disposed entity or activities is fully transferred to the acquiring en-
tity. For instance, the terms and conditions of the disposal may provide for an indem-
nity arrangement in case of new liabilities or losses arising from operational risk events
occurring prior to the transaction. Therefore, in the case of disposals, the conditions
under which permission by the competent authorities may be granted should, in par-
ticular, aim to ensure that the entity or activity disposed is no longer deemed relevant
to the institution’s risk profile.

This Regulation is based on the draft regulatory technical standards submitted to the
Commission by the European Banking Authority.

The European Banking Authority has conducted open public consultations on the draft
regulatory technical standards on which this Regulation is based, analysed the poten-
tial related costs and benefits, and requested the advice of the Banking Stakeholder
Group established in accordance with Article 37 of Regulation (EU) No 1093/2010 of
the European Parliament and of the Council?,

HAS ADOPTED THIS REGULATION:

o Regulation (EU) No 1093/2010 of the European Parliament and of the Council of 24 November 2010 establishing a Eu-
ropean Supervisory Authority (European Banking Authority), amending Decision No 716/2009/EC and repealing Com-
mission Decision 2009/78/EC (OJ L 331 du 15.12.2010, p. 12-47).
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Chapter 1
INTEREST, LEASES AND DIVIDEND COMPONENT

Article 1

Interest income

The interest income shall be calculated as the sum of the following items:

a)
b)

c)
d)
e)
f)
g
h)
)
j)

k)

interest income from financial assets held for trading,

interest income from non-trading financial assets mandatorily at fair value through profit or
loss,

interest income from financial assets designated at fair value through profit or loss,

interest income from financial assets at fair value through other comprehensive income,
interest income from financial assets at amortised cost,

interest income from hedge accounting — interest rate risk derivatives,

interest income on other assets,

interest income on liabilities,

income on operating leases, including rental income from investment property,

income from changes in fair value in investment properties that generate rents and are
measured using the fair value model,

profits from leased assets, including gains from lease modifications.

Article 2

Interest expenses

The interest expenses shall be calculated as the sum of the following items:

a)
b)
c)
d)
e)
f)
g)

h)

)
7

interest expenses from financial liabilities held for trading,

interest expenses from financial liabilities designated at fair value through profit or loss,
interest expenses from financial liabilities measured at amortised cost,

interest expenses from hedge accounting — interest rate risk derivatives,

interest expenses on other liabilities,

interest expenses on assets,

operating leasing expenses, including direct operating expenses from investment property
that generate rents,

expenses from changes in fair value in investment properties that generate rents and are
measured using the fair value model,

losses from operating leased assets,

depreciation and impairment or reversal of impairment of operating leased assets whose
income or expenses are included in the calculation of the interest and leases component.

The above items shall not include any expense due to operational risk events, which shall be instead
included in Article 6(1) (d) (i).

25



FINAL REPORT ON BUSINESS INDICATOR-RELATED MANDATES FOR OPERATIONAL RISK

European

e b a Banking
Authority

Article 3

Asset component

The asset component shall be calculated as the sum of the following items:

a)
b)
c)
d)

gross carrying amount of cash balance at central banks and other demand deposits,

gross carrying amount of debt securities,

gross carrying amount of loans and advances,

fair value of derivatives classified as financial assets at the reference date for the calculation
of the asset component, as long as the flows from such derivatives have been recognised
during the financial year in the interest component; both trading and economic hedges and
hedge accounting shall be included,

carrying amount of tangible assets and intangible assets subject to lease.

Article 4

Dividend component

The dividend component shall include dividend income from equity instruments and investments.

Chapter 2
SERVICES COMPONENT

Article 5

Other operating income

Other operating income shall be calculated as the sum of the following items, which shall not in-
clude recovery of administrative expenses:

a)

b)
c)

income from changes in fair value in tangible assets measured using the fair value model,
except income from changes in fair value in investment properties that generate rents and
are measured using the fair value model,

income from other income not due to leases,

profit from non-current assets and disposal groups classified as held for sale not qualifying
as discontinued operations.

Article 6

Other operating expenses

1. The other operating expenses shall be calculated as the sum of the following items:

a)

b)

expenses from changes in fair value in tangible assets measured using the fair value model,
except expenses from changes in fair value in investment properties that generate rents and
are measured using the fair value model,

expenses from other expenses, not due to operational risk events and not due to financial
leases,
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losses from non-current assets and disposal groups classified as held for sale not qualifying
as discontinued operations,
losses, expenses, provisions and other financial impacts due to operational risk events
accounted for in any items of the profit and loss statement, including those accounted for in
the following items:
1.  interest expenses,

ii.  other operating expenses,

iii.  staff expenses,

iv.  other administrative expenses,

v.  depreciation,
vi.  provisions or (-) reversals of provisions,
vii.  impairment or (-) reversal of impairment.

2. For the purposes of point (d), the losses, expenses, provisions and other financial impacts due to

operational risk events:

a)

b)

shall be net of related payments received from other than insurance or reinsurance policies
purchased,

shall not be net of any related payments received from insurance or reinsurance policies
purchased, and

shall include those exceptional losses that, following the permission given by the competent
authority pursuant to Article 320(1) of Regulation (EU) No 575/2013, can be excluded from
the calculation of the institution’s annual operational risk loss.

Article 7

Fee and commission income component

The fee and commission income component shall include income from ancillary activities to the
financial services, such as income from IT activities necessary to execute a financial service, and
shall be calculated as the sum of the following items:

a)
b)
c)
d)
e)
f)
g)
h)
i)
j)
k)
1)

fee and commission income from securities,

fee and commission income from corporate finance,

fee and commission income from fee-based advice,

fee and commission income from clearing and settlement,

fee and commission income from asset management,

fee and commission income from custody,

fee and commission income from central administrative services for collective investment,
fee and commission income from fiduciary transactions,

fee and commission income from payment services,

fee and commission income from customer resources distributed but not managed,
fee and commission income from structured