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Q1 2021 IDW Series (BRRD2)
Purpose of IDW’s:
To understand the possible impact of new measures
(introduced as part of BRRDII) on business models and
operations, financial requirements, reporting processes and
risk management and monitoring.

How can RCU support this:
• Re-engage on BRRDII changes
• Simplify technical BRRDII requirements
• Work together on changes brought about by BRRDII (Stay
Powers, Contractual Recognition, MREL…)
• Collaborate on the road ahead on challenges identified

January 2021 IDW (Update)
• Significant feedback and follow up received from participants
• Brexit Amendments now completed and published (make the financial services legislation a domestic
regime instead of an EU one)
• Rolling Q&A (covering relevant questions received) to be published on GFSC website in the coming
.

weeks

Key Amendments within BRRDII
• Contractual recognition of Bail-In
• Early intervention (moratorium) powers
• Contractual recognition of stay powers
•
•
•
•
•
•
•
•
•
•

January 2021 IDW1

How MREL is calibrated and expressed
MREL eligible liabilities
Minimum MREL
Subordination Rules
Calculation of MREL
Internal MREL
Other MREL Related Changes
MREL Regulatory Reporting
MREL Breaches: Powers to prohibit certain distributions
Implementation Dates MREL

• Practical Application of MREL
• UK Approach to MREL (or MREL setting?)

IDW2 2021
BRRD2 MREL Changes

IDW3 2021 (26th Feb)

A Reminder: What is MREL?
• MREL is the minimum amount of eligible liabilities a firm must maintain to support an effective resolution
(including the write down / conversion of debt into equity).
• MREL ensures that investors and shareholders – and not the taxpayer – absorb losses when a firm fails.

• MREL is composed of a loss-absorption amount (LAA) and a recapitalisation amount (RCA).
• MREL is to be set by the RA after consultation with the Competent Authority.
• Scope of application: All banks (with limited exceptions)
• Although, this IDW will focus on BRRD2 changes relating to MREL, a further recap on MREL, its practical
application and the UK approach will be provided at IDW3

Calibration of MREL
As a reminder BRRD2 requires the MREL should equal to the sum of:
1. Loss Absorption Amount (LAA)
2. Recapitalisation Amount (RCA)
1. LAA
LAA reflects the losses that the bank should be capable of absorbing.
2. RCA
The RCA is the amount necessary for continuing to comply with conditions for authorisation, and for carrying on
the activities for which the institutions are authorised under the relevant legislative act.
Entities that would be wound up in normal insolvency procedures have an LAA, but no RCA.

How MREL is expressed
• Under BRRD1, MREL was expressed as a % of the an institution’s total liabilities and own funds.

• From June 2021, CRR requires institutions to comply with a prudential leverage ratio requirement, acting as
a backstop to risk-based own funds requirements.
• Under BRRD2, a leverage-based dimension has been added to the definition of MREL. Therefore, BRRD2
requires that MREL should now be expressed as a % of RWA and LRE.
• MREL will therefore be expressed as two ratios that have to be met in parallel (the higher of the two):
• (i) as a percentage of REA; and
• (ii) as a percentage of the LRE.

• As an example Metro Bank (UK) has an MREL requirement of 22% RWA’s, Barclays being 7.7% LRE.

How MREL is expressed (2)
Firm ABC illustration (as expressed under BRRD2)

1. MREL expressed as a % of RWA (illustration only)

2. MREL expressed as a % of LRE (illustration only)

Note: The calculation of MREL under BRRD2 will be explained in a later slide (and in IDW3)

MREL Eligible Liabilities
• BRRD2 specifies which liabilities are eligible to qualify as MREL (as introduced by CRRII Article 72a-c).
• Conditions for Eligible Liabilities are detailed, for example (but not limited to):
• Instruments issued or raised are fully paid up
• Certain ownership criteria
• The liabilities are neither secured or guaranteed elsewhere
• Liabilities not to be classified as eligible liabilities are also included, for example (but not limited to):
• DGS eligible deposits
• Liabilities relating to Client Assets
• Liabilities to institutions (not part of same group) with original maturity <7days
• Certain derivative liabilities
• As a reminder, BRRD defines eligible liabilities as liabilities that do not qualify as Capital instruments (to be discussed
under IDW3)
Firms are asked to familiarise themselves with the conditions for Eligible Liabilities (CRRII and Article 45b 1-3 BRRD2)

Minimum MREL
• BRRD II enlarges the group of banks that will be subject to the minimum MREL requirement by creating a new
category referred to as “top tier banks” (non G-SIIs with total assets in excess of €100 billion).
• Minimum Pillar 1 MREL for top tier banks will be the higher of:
• A risk-based ratio of 13.5 per cent, representing own funds and eligible liabilities of the financial
institution expressed as a percentage of risk weighted assets; and
• A non-risk-based ratio which, when fully in force, will be set at a ratio of 5 per cent, representing the
own funds and eligible liabilities of the financial institution expressed as a percentage of the leverage
ratio exposure measure.

• As a reminder, BRRD defines eligible liabilities as liabilities that do not qualify as Capital instruments (to be
discussed under IDW3)

Minimum MREL (2)
• Financial institutions not meeting this criteria can still be classified as a top tier bank under certain
conditions and on a decision of the RA. These firms are known as ‘fished banks’. Three year grace period is
required following such a classification.
• For financial institutions that are neither G-SIIs nor top tier banks, there will be no statutory minimum MREL
requirement. The EU Member State resolution authority will continue to determine this. In addition, it will
remain open to resolution authorities to impose on G-SIIs and top tier banks institution specific requirements
that exceed the minimum MREL requirement.
• IDW3 will include further discussion on the next steps (re practical application) for the above.

Subordination
• BRRD1 does not provide for mandatory MREL subordination.
• BRRD2 sets how much of the MREL requirement has to be met with subordinated liabilities (those
ranking below traditional senior debt).

• Rather than introducing full MREL subordination, BRRD II opts for partial subordination requirements
applicable to different categories of banks. A bank specific assessment should be carried out as part of
resolution planning process.
• For ‘fished banks’, Pillar 1 MREL subordination should the highest of the following:
• 13.5% total risk exposure amount (+CBR)
• 5% leverage ratio
• 8% total liabilities and own funds (not found in global standard or mirrored in UK)
• For all other banks: RA’s may decide to apply subordination rules (where certain conditions are met).
• Subordination requirements to be discussed further under IDW3 as the UK differs in this policy approach
as this may require future changes in legislation)

Note: This
assessment
has not
taken
place.

Total liabilities and own funds requirement
• BRRD II inserts an EU specific requirement not found in the global (TLAC) standard by introducing a minimum
requirement of 8 per cent of total liabilities and own funds (TLOF) as from 2024.
• Depending on the risk density and the liability structure of the resolution entity at the reference date of
MREL calibration, the 8% TLOF target level may already be achieved by the other Pillar 1 subordinated MREL
requirements. Where the amount corresponding to 8% TLOF exceeds the risk-based or leverage-based Pillar 1
subordinated MREL requirements, the latter need to be increased up to the equivalent of 8% TLOF to ensure
that the target level is achieved.
• This 8% target may be increased or decreased by the RA.
• The purpose of imposing this EU centric requirement is so that large EU financial institutions may fulfil the
requirements for accessing the EU Single Resolution Fund.
• For all other banks, subordination can be required where there are risks of no credit worse off claims.

Summary: Calibration of MREL
BRRD1

BRRD2

Minimum levels now introduced under BRRD2 (but
subject to an assessment).

Note: Under BRRD2 instruments can no longer be used to meet both the MREL-TREA and the capital buffer requirement (CBR). Hence, under
BRRD2 for the MREL-TREA, the CBR is no longer included in the LAA formula.

Calculation of MREL
BRRD2 MREL calibration consist of a combination of a Pillar 1 minimum and a individual bank-specific Pillar 2
requirement .
Default MREL under BRRD1:
The sum of twice the amount of Pillar 1 and Pillar 2 capital requirement and twice the combined buffer
requirement.
Default MREL under BRRD2 (decreased from BRRD1):
2 X the amount of the Pillar and Pillar 2 capital + (only once) the combined buffer requirement.

However….. as a reminder, under BRRD2, capital counting towards the combined buffer requirement can no
longer also count towards MREL.
Note: There are some tweaks to the discretion of resolution authorities in deviating from this default requirement.

Internal MREL
• The calibration of internal MREL (45c(7)) ensures loss absorption and recapitalisation within a Group Setting.
The main difference is the issuance pattern since, unlike external MREL which must be issued to external
investors, internal MREL needs, in order to fulfil its aims, to be issued to the Home resolution entity
• BRRD II now provides for further detail on internal MREL.
• The requirement applies to financial institutions that are subsidiaries of a resolution entity but are not
resolution entities in their own right.

The RCU invite such firms to discuss (on an individual basis) it’s Group approach to internal MREL (where relevant).

Other MREL Related Changes (BRRD2)
• Conditions for selling subordinated eligible liabilities to retail clients are now specified (Article 44a)
• Where the RA identifies that certain classes of eligible liabilities may not be available for write
down in resolution, this shall not be counted towards MREL. (Article 44c8)
• For further detail on any of the above (i.e. if you believe this may impact you) please contact the
RCU.

Supervisory reporting and public disclosures
• Resolution Entities will be required to
1. Report to CA and RA on MREL and bail-inable liabilities at a minimum semi-annual and annual basis
respectively.
2. Publically disclose (at least annually) specific detail relating to MREL application.
3. The EBA have now drafted ITS’ in this regard.
• IDW3 will include further discussion on the next steps (re practical application) for the above.

MREL Breaches
• Where a financial institution does not meet its MREL requirements, BRRD2 allows for the RA may impose a
maximum distributable amount restriction after consulting with the CA.
• This is in addition to BRRD1 measures such as:
• Early intervention measures
• Administrative penalties and measures
• Power to remove impediments to resolvability
• Supervisory measures

Implementation Dates: MREL
• In general, the deadline for MREL compliance is January 1, 2024.
• An intermediate MREL will be set, as a rule, on a linear progression to remedy any shortfall (the shortfall will
be remedied on a pro rata basis per year). The deadline for the implementation of the intermediate MREL is
January 1, 2022
Jan 2023
Phased MREL Target
Jan 2022
Intermediate
MREL

2021

WE ARE HERE

Jan 2024
Full MREL
Implementation

2024

Next Steps: How does BRRDII MREL impact you?
Step 1: Clarification is required from RCU regarding intermediate MREL targets* (to be discussed within IDW3).

Step 2
A) RCU engagement with FSRCC (and other key stakeholders) regarding future policy** and legislative changes

where relevant (incorporating industry feedback).
B) Longer term clarification to be provided to industry participants.

* Individual discussion with firms with possible Internal MREL requirements should also take place.
**This specifically relates to requirements on Minimum MREL, Subordination and future reporting from firms.

Next Steps: How can the RCU Help You?
RCU continues to help firms navigate through the requirements discussed above
• IDW’s (and published Q&A’s)
• 25th February 2021: MREL as impacted by BRRDII
• 26th February 2021: MREL & its practical implementation
• Clarification of points arising from IDW’s
• Gateway to international regulatory expertise (if required)

• Future policy issuance (as agreed with industry participants)
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