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Certain aspects of the minimum requirement for own funds and eligible
liabilities
2023/0113(COD) - 22/04/2024 - Final act

PURPOSE: to adjust the treatment of liquidation entities under the minimum requirement for own funds and eligible liabilities (MREL) framework and
the possibilities to comply with the internal MREL on a consolidated basis.

LEGISLATIVE ACT: Directive (EU) 2024/1174 of the European Parliament and of the Council amending Directive 2014/59/EU and Regulation (EU) No
806/2014 as regards certain aspects of the minimum requirement for own funds and eligible liabilities.

CONTENT : the Directive amends Directive 2014/59/EU (the Bank Recovery and Resolution Directive or BRRD) and to Regulation (EU) No 806/2014
(the Single Resolution Mechanism Regulation or SRMR) as regards certain aspects of the minimum requirement for own funds and eligible liabilities in
order to adjust the treatment of liquidation entities under the MREL framework and the possibilities to comply with the internal minimum requirement for
own funds and eligible liabilities on a consolidated basis.

Definition of a liquidation entity

The definition of ‘liquidation entity’ is clarified, focusing on the identification of liquidation entities at the stage of resolution planning. A ‘liquidation entity’
is defined as a legal person established in the Union in respect of which the group resolution plan or, for entities that are not part of a group, the
resolution plan, provides that the entity is to be wound up under normal insolvency proceedings, or an entity, within a resolution group other than a
resolution entity, in respect of which the group resolution plan does not provide for the exercise of write-down and conversion powers.

Application of the minimum requirement


https://oeil.europarl.europa.eu/oeil/en/document-summary?id=1783865
https://www.europarl.europa.eu/thinktank/en/document/EPRS_BRI(2023)749798
https://www.europarl.europa.eu/meps/en/125046
https://www.europarl.europa.eu/committes/en/ECON
https://www.europarl.europa.eu/meps/en/124972
https://www.europarl.europa.eu/committes/en/ECON
https://www.europarl.europa.eu/meps/en/124972
https://www.europarl.europa.eu/committes/en/ECON
https://www.europarl.europa.eu/meps/en/190517
https://www.europarl.europa.eu/committes/en/ECON
https://www.europarl.europa.eu/meps/en/1917

By way of derogation, the Board may assess whether it is justified to determine the requirement for a liquidation entity on an individual basis in an
amount exceeding the amount sufficient to absorb losses. The Board should take into account in its assessment, in particular, any possible impact on
financial stability and on the risk of contagion to the financial system, including with regard to the financing capacity of deposit guarantee schemes.

A resolution authority may decide to determine the minimum requirement for own funds and eligible liabilities on a consolidated basis for a subsidiary
where the resolution authority concludes that all of the following conditions are met:

(i) the credibility and feasibility of the group resolution strategy;
(i) the subsidiary’s capacity to comply with its own funds requirement after the exercise of write-down and conversion powers; and

(iii) the adequacy of the internal loss transfer and recapitalisation mechanism, including the write-down or conversion of relevant capital instruments
and eligible liabilities of the subsidiary concerned or of other entities in the resolution group.

Transparent application of the MREL

Pursuant to Directive 2014/59/EU, institutions and entities are to report to their competent and resolution authorities the levels of eligible liabilities and
bail-inable liabilities and the composition of those liabilities, and to disclose that information to the public, together with the level of their MREL, on a
regular basis. For liquidation entities, no such reporting or disclosure is required. However, to ensure the transparent application of the MREL, those
reporting and disclosure obligations should also apply to liquidation entities for which the resolution authority determines that the MREL should be
higher than the amount sufficient to absorb losses. In accordance with the principle of proportionality, the resolution authority should ensure that those
obligations do not go beyond what is necessary to monitor compliance with the MREL.

Application date

The amendments to Regulation (EU) No 806/2014 and the national measures transposing the amendments to Directive 2014/59/EU should apply from
the same date.

The amended regulation stressed however that it is appropriate to provide for an earlier application date in respect of the amendments to the
provisions concerning the possibility to comply with the consolidated internal MREL, in order to cater for the need of resolution authorities to adopt new
decisions determining the MREL for that purpose and to increase legal certainty for the banking groups that would be subject to that provision in view
of the general MREL compliance deadline of 1 January 2024 laid down in Directive 2014/59/EU and Regulation (EU) No 806/2014.

For that reason, the new rules on the consolidated internal MREL under Regulation (EU) No 806/2014 should apply one day after the date of entry into
force of this amending Directive. This would signal to all banking groups and resolution authorities to which Directive 2014/59/EU and Regulation (EU)
No 806/2014 apply that measures may be necessary to bridge the period from 1 January 2024 until the application date of the national measures
transposing the provisions of this amending Directive.

ENTRY INTO FORCE AND APPLICATION: 12.5.2024. The date of application is set at 14.11.2024 and from 13.5.2024 depending on the provisions.

TRANSPOSITION: no later than 13.11.2024.

Certain aspects of the minimum requirement for own funds and eligible
liabilities
2023/0113(COD) - 27/02/2024 - Text adopted by Parliament, 1st reading/single reading

The European Parliament adopted by 485 votes to 35, with 104 abstentions, a legislative resolution on the proposal for a directive of the European
Parliament and of the Council amending Directive 2014/59/EU and Regulation (EU) No 806/2014 as regards certain aspects of the minimum
requirement for own funds and eligible liabilities.

The proposed Directive aims to amend Directive 2014/59/EU (the Bank Recovery and Resolution Directive or BRRD) and to Regulation (EU) No 806
/2014 (the Single Resolution Mechanism Regulation or SRMR) as regards certain aspects of the minimum requirement for own funds and eligible
liabilities in order to adjust the treatment of liquidation entities under the MREL framework and the possibilities to comply with the internal minimum
requirement for own funds and eligible liabilities on a consolidated basis.

The European Parliament's position adopted at first reading under the ordinary legislative procedure amends the Commission's proposal as follows:
Definition of a liquidation entity

The amended text stated that having clarity on what constitutes a liquidation entity is essential for the proper functioning of the deduction and
consolidation frameworks and for calculating the MREL for specific entities.

To that end, a definition of liquidation entity should be laid down, focusing on the identification of liquidation entities at the stage of resolution planning.
Therefore, resolution authorities should carry out a proper assessment of institutions and entities within the scope of Directive 2014/59/EU and
Regulation (EU) No 806/2014 when drawing up resolution plans. A central part of that assessment is identifying whether the institution or entity carries
out critical functions. Without prejudice to the assessment of the importance of the institution or entity at national or regional level, a thorough analysis
of the relevance of the potential liquidation entity within a resolution group is also expected to be carried out. An institution or entity that represents a



significant part of the total risk exposure amount, leverage ratio exposure or operating income of a resolution group should not in principle be identified
as a liquidation entity.

Application of the minimum requirement

By way of derogation, the Board may assess whether it is justified to determine the requirement for a liquidation entity on an individual basis in an
amount exceeding the amount sufficient to absorb losses. The Board should take into account in its assessment, in particular, any possible impact on
financial stability and on the risk of contagion to the financial system, including with regard to the financing capacity of deposit guarantee schemes.

A resolution authority may decide to determine the minimum requirement for own funds and eligible liabilities on a consolidated basis for a subsidiary
where the resolution authority concludes that all of the following conditions are met: (i) the credibility and feasibility of the group resolution strategy; (ii)
the subsidiary’s capacity to comply with its own funds requirement after the exercise of write-down and conversion powers; and (iii) the adequacy of the
internal loss transfer and recapitalisation mechanism, including the write-down or conversion of relevant capital instruments and eligible liabilities of the
subsidiary concerned or of other entities in the resolution group.

Transposition

To ensure consistency, the amendments to Regulation (EU) No 806/2014 and the national measures transposing the amendments to Directive 2014/59
/EU should apply from the same date.

The amended text stressed however that it is appropriate to provide for an earlier application date in respect of the amendments to the provisions
concerning the possibility to comply with the consolidated internal MREL, in order to cater for the need of resolution authorities to adopt new decisions
determining the MREL for that purpose and to increase legal certainty for the banking groups that would be subject to that provision in view of the
general MREL compliance deadline of 1 January 2024 laid down in Directive 2014/59/EU and Regulation (EU) No 806/2014.

For that reason, the new rules on the consolidated internal MREL under Regulation (EU) No 806/2014 should apply one day after the date of entry into
force of this amending Directive. That would also signal to all banking groups and resolution authorities to which Directive 2014/59/EU and Regulation
(EU) No 806/2014 apply that measures may be necessary to bridge the period from 1 January 2024 until the application date of the national measures
transposing the provisions of this amending Directive.

Certain aspects of the minimum requirement for own funds and eligible
liabilities
2023/0113(COD) - 18/04/2023 - Legislative proposal

PURPOSE: to adjust the treatment of liquidation entities under the MREL framework and the possibilities to comply with the internal MREL on a
consolidated basis.

PROPOSED ACT: Directive of the European Parliament and of the Council.

ROLE OF THE EUROPEAN PARLIAMENT: the European Parliament decides in accordance with the ordinary legislative procedure and on an equal
footing with the Council.

BACKGROUND: the EU crisis management framework is well-established, however, recent episodes of bank failures have shown that there is need
for improvements. The proposed amendments to Directive 2014/59/EU (the Bank Recovery and Resolution Directive or BRRD) and to Regulation (EU)
No 806/2014 (the Single Resolution Mechanism Regulation or SRMR) are part of the crisis management and deposit insurance legislative package.

Directive (EU) 2019/879 of the European Parliament and of the Council and Regulation (EU) 2019/877 of the European Parliament and of the Council
amended the minimum capital and eligible liabilities requirement (the MREL) set out in Directive 2014/59/EU of the European Parliament and of the
Council and Regulation (EU) No 806/2014 of the European Parliament and of the Council, which applies to credit institutions and investment firms
established in the Union and any other entity falling within the scope of Directive 2014/59/EU or Regulation (EU) No 806/2014.

The EU MREL framework was further amended by Regulation (EU) 2022/2036 of the European Parliament and of the Council, which established
methods for the indirect subscription of instruments eligible for meeting the internal MREL.

A Commission review found that it would be appropriate and proportionate to the objectives pursued by the internal MREL rules to allow resolution
authorities to set the intemal MREL on a consolidated basis for a range of entities that is wider than the range resulting from the application of Directive
2014/59/EU and Regulation (EU) No 806/2014, where such wider range covers institutions and entities that are not resolution entities themselves, but
that are subsidiaries of resolution entities and control themselves subsidiaries subject to MREL (‘intermediate entities’).

The aim of the CMDI reform is to build on the objectives of the crisis management framework and to ensure a more consistent approach to resolution,
so that any bank in crisis can exit the market in an orderly manner, while preserving financial stability, taxpayer money and ensuring depositor
confidence. In particular, the existing resolution framework for smaller and medium-sized banks needs to be strengthened with respect to its design,
implementation and, most importantly, incentives for its application, so that it can be more credibly applied to those banks.

CONTENT: the Commission therefore proposes to amend Directive 2014/59/EU and Regulation (EU) No 806/2014 as regards certain aspects of the
minimum requirement for own funds and eligible liabilities in order to adjust the treatment of liquidation entities under the MREL framework and the
possibilities to comply with the internal minimum requirement for own funds and eligible liabilities on a consolidated basis.



The proposed amendments will contribute to the resolvability of banks by improving the functioning and proportionality of the deduction mechanism,
and will ensure that it does not create level playing field issues between different banking group structures.

The proposal lays down:

- a new definition, according to which references to ‘liquidation entities’ should be understood as references to entities whose resolution plan provides
for the respective winding up in an orderly manner in accordance with the applicable national law in case of failure;

- a general rule that resolution authorities should not determine MREL for liquidation entities;
- clarification on the application of prior permissions regime to liquidation entities;
- provisions on liquidation entities as part of daisy chain structures;

- a new article providing that holdings of own funds instruments or liabilities issued by liquidation entities that would no longer be subject to an MREL
decision should not be deducted by the intermediate parent under the daisy chain deduction rules;

- simplifying the provisions on reporting for liquidation entities;

- measures to give the resolution authority the discretionary power to set internal MREL on a consolidated basis to a subsidiary of a resolution entity.
The setting of internal MREL on a consolidated basis removes the possibility for the resolution authority to set internal MREL on an individual basis for
that same entity.

Certain aspects of the minimum requirement for own funds and eligible
liabilities
2023/0113(COD) - 08/11/2023 - Committee report tabled for plenary, 1st reading/single reading

The Committee on Economic and Monetary Affairs adopted the report by Jonas FERNANDEZ (S&D, ES) on the proposal for a directive of the
European Parliament and of the Council amending Directive 2014/59/EU and Regulation (EU) No 806/2014 as regards certain aspects of the minimum
requirement for own funds and eligible liabilities (MREL).

The committee responsible recommended that the European Parliament's position adopted at first reading under the ordinary legislative procedure
should amend the proposal as follows:

Members recalled the aim of the Directive which is to adjust the treatment of liquidation entities under the MREL framework and the possibilities to
comply with the internal minimum requirement for own funds and eligible liabilities on a consolidated basis.

The definition of ‘liquidation entity’ has been amended: it means a legal person established in a participating Member State in respect of which the
group resolution plan or, for entities that are not part of a group, the resolution plan, provides that the entity is to be wound up under normal insolvency
proceedings; or with regard to an entity within a resolution group other than a resolution entity, the group resolution plan does not envisage the
exercise of the write-down and conversion powers with respect to that entity.

The proposal amends Directive 2014/59/EU (the Bank Recovery and Resolution Directive or BRRD) and to Regulation (EU) No 806/2014 (the Single
Resolution Mechanism Regulation or SRMR) laying down a general rule that resolution authorities should not determine MREL for liquidation entities.

By way of derogation, the resolution authority may assess whether it is justified to determine the requirement for a liquidation entity on an individual
basis in an amount exceeding the amount sufficient to absorb losses, taking into account, in particular, any possible impact on financial stability and on
the risk of contagion to the financial system.

This amending Directive should respect the principles of the original review mandate to the Commission by the European Parliament and the Council
to ensure proportionality and a level playing field between different types of banking group structures.



	Meetings with interest representatives published in line with the Rules of Procedure
	Rapporteurs, Shadow Rapporteurs and Committee Chairs
	Other Members

	Certain aspects of the minimum requirement for own funds and eligible liabilities
	Certain aspects of the minimum requirement for own funds and eligible liabilities
	Certain aspects of the minimum requirement for own funds and eligible liabilities
	Certain aspects of the minimum requirement for own funds and eligible liabilities

