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17 August 2010

Cooperation agreement
on cross-border financial stability, crisis managerant and resolution between
relevant Ministries, Central Banks and Financial Syervisory Authorities of
Denmark, Estonia, Finland, Iceland, Latvia, Lithuania, Norway and Sweden

INTRODUCTION

1. This agreement is based on the following considerst

a.  The Finance Ministries and other relevant ministriéentral Banks and Financial Supervisory
Authorities of Denmark, Estonia, Finland, Icelahdivia, Lithuania, Norway and Sweden (the
Parties) recognise that there are common finagc@lps with significant activities in all their
countries. The Parties further recognise that ttheyefore have common financial stability
concerns stemming from potential systemic intekdipes between their respective countries,
justifying enhanced cooperation in financial crigieventionmanagement and resolution.

b.  This agreement is specifically designed to fadditthe management and resolution of cross-
border systemic crises, potentially affecting thab#ity of the financial sectors in their
respective countries. The ultimate objective ofhsaooperation is safeguarding the smooth
functioning of the financial system and avoidingeguling of a financial crisis as well as
minimizing overall costs of a financial crisis. Rircial problems of a purely domestic nature
are not covered by this agreement.

C. This agreement is in accordance with the respditigbi specified in the EU-wide MoU of
June 2008 Furthermore, the present agreement does not ehifwegcontent of the EU-wide
MoU but builds on it and expands it in a numbeways.

DEFINITIONS

2. For the purpose of this agreement, the followinfiniteons are used:

a. The Parties are defined as the Signatories to this agreementHinancial Supervisory
Authorities, Central Banks, Finance Ministries artder Ministries of the Signatory Countries
according to their national competencies.

b. The Signatory Countriesare Denmark, Estonia, Finland, Iceland, Latviahli#nia, Norway
and Sweden.

C. TheRelevant Partiesare those Parties that form a cross-border subt$ké above signatories
whose policy-making functions are or may be sigaffitly affected by a specific financial
crisis situation or that form a sub-set that isirdef according to the operating area of the
Relevant Financial Group.

1 Memorandum of Understanding on Cooperation baiwke Financial Supervisory Authorities, Central Bamind Finance

Ministries of the European Union on Cross-BordemRirial Stability of 1 June 2008
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d. A Financial Group is any financial institution, including bank andfmanking group and/or
insurance undertaking and/or insurance group arfit¥ancial conglomerate and/or investment
firm and/or occupational pension fund, with sigrdint branches or subsidiaries in Host
countries or which may be important in several &igry Countries.

e. A Relevant Financial Groupis a Financial Group with significant activitiesnmore than one
Signatory Countries relevant to the specific sitrat

f. The Home country is the Signatory Countries where the parent compznthe Relevant
Financial Group is chartered.

g. TheHost countriesare, for the purpose of this agreement, the Sigp&ountries where the
Relevant Financial Group has subsidiaries or brasich

h.  The Domestic Standing Group (DSG)is a group whickconsists of the competent Financial
Supervisory Authorities, the Central Bank, and Eireance Ministry and other relevant parties
at the national level, with the objective to enteapeeparedness in normal times and facilitate
the management and resolution of a financial cr&ish a group could be extendable to other
relevant bodies.

i. The Nordic-Baltic Cross-Border Stability Group (NBSG) consists of representatives from
the Parties of the authorities from the Signatoou@ries, with the objective of preventing a
financial crisis, enhancing preparedness for anilitiing the management and resolution of a
cross-border financial crisis.

J- College of Supervisorsis a permanent, although flexible, structure foomeration and
coordination among supervisors responsible foriamalved in supervision over the different
components of a cross-border Financial Group.

K. A financial “crisis” is, for the purpose of this agreement, defined aguation starting from
the emergence of a disturbance, regardless ofiggpaffecting the stability of the financial
system in one or several Signatory Countries witlliract orindirect potential cross-border
systemic impact in other Signatory Countries anwliwving at least one Financial Group or
financial infrastructure, which (i) has substantiedss-border activities and (ii) is facing severe
problems which are expected to trigger systemiectsfin at least one Signatory Country; and
(iii) is assessed to be at risk of becoming insatha illiquid.

OBJECTIVE AND NATURE OF THE AGREEMENT

3.

The Parties have signed this agreement in recogndf the fact that a financial crisis involving a
Relevant Financial Group could pose a threat testhhility of the financial system in several ogith
countries. The Parties therefore commit themseteedest efforts to follow the spirit of this
agreement when cooperating in the management anthtien of a crisis situation.

The objective of this agreement is to ensure thatRarties are prepared to deal with the financial
crisis situations by agreeing in advance on proaddor cooperation, sharing information and
assessments as well as for the crisis managementeaolution of cross-border crises. To help
prevent financial crises, cooperation will be erdehalso in normal times, as appropriate.

While recognising that the responsibility for theamagement and resolution of financial crises
remains with the individual authorities, the Partrall, as far as possible, voluntarily coordinteir
decisions and actions and take account of eachsdtieeds and problems. The aim is to reduce to a
minimum overall financial crisis costs and, whelevant andoossible, to share them in a balanced
and equitable manner.

This agreement is not legally binding. Therefosepitovisions may not give rise to any legal claim o
behalf of any party or third parties in the cour§éheir practical implementation.

The provisions of this agreement do not prejudgassume that any particular decisions or remedies
should or should not be taken.
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Cooperation among the Parties will take place icoetance with, and without prejudice to, their
responsibilities under national and Community liegisn. This agreement does not override the
respective institutional responsibilities of thffetient Parties or restrict their capacity for ipdadent
and timely decision-making in their respective delof competence, notably with regard to the
conduct of day-to-day ministry, central banking angervisory tasks.

The Parties recognise the different responsilslitid Financial Supervisory Authorities, Central
Banks and Finance Ministries and their roles dedght stages of a financial crisis. Dependingten t
nature and severity of the financial crisis, coagen may therefore require the intervention of
different authorities of the Signatory CountriekisTmust not impair the flow of information between
the Relevant Parties.

The Parties recognise that certain financial criray require EU-wide or international cooperation
with authorities from other countries than the @igny Countries. When needed, such cooperation
can be agreed on a case by case basis.

GENERAL PROVISIONS

11.

12.

13.

14.

The Parties agree that the Common Principles figseborder crisis management included in the EU-
wide MoU of June 2008 should guide their actionarig financial crisis management and resolution.

The Parties agree to cooperate closely in good &aitl to the best of their ability, including thgbu
exchange of relevant information and assessmerith, thhe aim of reaching an efficient and
coordinated management and resolution of a findodss.

The Parties agree that if any public resourcesraaved in solving the crisis, direct budgetaryt ne
costs should be shared among affected Signatoryt@esi on the basis of equitable and balanced
criteria, which take into account the economic ioipaf the crisis in the countries affected and the
framework of Home and Host countries’ supervisogwers. A preliminary framework for
addressing this issue is included at Annex A. Thei€s note, however, that any arrangements to
share the costs of the crisis are the task andmegplity of Finance Ministries or other Ministae
signing this agreement, and not the task or respititysof the other Parties.

The Parties agree that, if any public costs areeshas a consequence of a financial crisis, susts co
will be shared when incurred. Any benefits accrunogn subsequent asset sales or similar resolution
actions will also be shared accordingly.

NORDIC-BALTIC CROSS-BORDER COOPERATION STRUCTURE

15.

16.

17.

18.

19.

The Parties will establish a cooperation structarbandle common stability issues and with the aim
to resolve financial crisis and potential finana@sskis situations efficiently.

The Parties will establish a Nordic-Balt@ross-Border Stability Group (NBSG), composed of one
representative of sufficient seniority from eachtad Parties. The representatives should be members
of, or at least liaise with, their Domestic StargdiGroups (DSG). The functions and tasks of the
NBSG complement those of other cooperative strastur

The Chair of the NBSG will be chosen among the i@eaMinistry representatives of the Home
Countries.

In normal times, the NBSG will meet regularly, @ast once a year. Extraordinary meetings may be
requested by any of the Parties giving a spedifason and having consulted the respective DSG. The
Chair will arrange meetings without delay. The Cheill organize the practical procedures for the
work of the NBSG.

The NBSG may establish permanent or ad hoc Subgsrea deal with specific stability and
financial crisis management issues or with isse&ging to a Relevant Financial Group. The NBSG
may invite representatives from third countriesmoatted to the principles of this agreement, to
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participate to the work of a Sub-Group on a regafaad hoc basis. The Sub-Groups will report to the
NBSG.

20. The main tasks of the full NBSG are to implemend afficiently apply the provisions of this
agreement, with the aim of fostering an efficientl sufficiently detailed process for cooperation in
the financial crisis management and resolution.éviecifically the NBSG will be responsible for:

a.

updating and agreeing on a list of Relevanarieral Groups, as well as how these groups are
present in the Signatory Countries and other c@stoncerned,

keeping up-to-date the necessary databasméncial and other relevant information regagdi
the Relevant Financial Groups (at Annex B);

identifying perceived legal and other possititestacles for coordinated decision making and
joint solutions and encouraging authorities to wankremoving them;

considering, to the extent agreed, alternatioekable joint crisis management tools and crisis
resolution mechanisms;

adopting the suggested information sharing tateghnd assessment procedures (at Annex C);

developing rules and procedures f@emal communication, for press, EU institutioasd for
third countries;

establishing procedures for cooperation of tlBSE with third countries, where the Relevant
Financial Groups have significant activities. Timay have to be done on the institutional basis;

developing and updating criteria and modelspmssible sharing of net budgetary resolution
COsSts;

initiating and evaluating stress $emtd crisis simulations;

agreeing on the tasks of the NBSG Sub-Graanmb monitoring how the NBSG Sub-Groups
take part and assist in preventing and managirapiial crisis situations.

COOPERATION IN CRISIS SITUATIONS
21. The Party that first identifies a potential crosseercrisis shall:

a.

b.

inform the Relevant Parties of the situation; and

request a meeting of the NBSG or a NBSG Sub-Groojuding the Relevant Parties. The
Party will, in parallel, activate the respective ®Swith the purpose of information sharing
and, inter alia, to reach a joint assessment ofrtipact of the crisis on the domestic financial
system.

22.  Once requested by one of the members of the NB&3Chair of the NBSG shall organise a meeting
of the NBSG, or in case of Sub-Group the meetiradl &i® organised by the Chair of the Sub-Group.

23. In the event of a financial crisis or emerging fingl crisis, the NBSG and the relevant Sub-Group
will, as far as practical:

a.

b.

ensure that the Relevant Parties use the assesfanmetvork attached to this agreement (at
Annex C) with the aim of producing a joint assessim@ a common view on the Relevant
Financial Group and situation;

ensure that the Relevant Parties aim at a coostimasponse to the financial crisis;
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C. ensure that the Relevant Parties inform and corsudh other before taking any significant
policy action;

d.  fulfil any other functions deemed proper by thedRaht Parties.

In the event of a financial crisis or an emergiiamcial crisis, the NBSG and any possible Sub-
Group may furthermore have an advisory and supgoftinction to the extent deemed appropriate by
an individual Relevant Party. Specifically, the NBSnay, at the request of the Relevant Party
concerned:

a. beinstrumental in the fulfilment of the tasks arggraph 20;

b. prepare the crisis resolution discussions betwemRelevant Parties;

C. assist in the implementation of the outcome of famgncial crisis resolution discussions;
d.  assist the Relevant Parties in any other way asestgd.

The responsibility for the management and resatutid any financial crisis as well as for any
decisions taken, however, rests with the individeelevant Parties.

PUBLIC COMMUNICATION

25.

26.

The Relevant Parties are committed to inform edbbrpas early and fully as possible, before igguin

any public statements related to this agreensendn issues covered by it. If the communication
relates to any public support to a Relevant FirelnGroup, the Relevant Parties also agree to
coordinate such communication with the Financiaupr

The Relevant Parties are committed to jointly dmfblic statements even in cases where only one
Party makes the statement. Only in cases of owegrind sudden public need any Party may issue
separate statements before consulting all otheieBar

CONFIDENTIALITY

27.

28.

The Parties agree that any information exchangedreceived by virtue of the application of the
provisions of this agreement is subject to condgiof confidentiality and professional secrecy as
provided in Community and national legislation. Treties will ensure that all persons dealing with,
or having access to, such information are bounthéybligation of professional secrecy.

The Parties will maintain, vis-a-vis third partigbe confidentiality of any request for information
made under this agreement, the contents of suelesexy the information received, and the matters
arising in the course of cooperation without pragjado relevant Community and national provisions.

EXTENDING THE SCOPE OF AGREEMENT

29.

The Parties agree that the scope of this agreemantneed to be extended. If the activities of the
Relevant Financial Groups become significant in @iyl country the Parties may invite the relevant
Authorities of that country to participate in thenk of a possible institution-specific NBSG Sub-
Group.

ENTRY INTO EFFECT

30.

This agreement shall enter into effect upon sigeatu

*%k%k



Signatories

Finance Ministries:

Finansministeriet, Denmark

@konomi- og Erhvervsministeriet, Denmark
Rahandusministeerium, Estonia
Valtiovarainministerio, Finland

Ministry of Finance, Iceland

Ministry of Economic Affairs, Iceland

Finan3u Ministrija, Latvia

Lietuvos Respublikos Finapdinisterija, Lithuania
Finansdepartementet, Norway

Finansdepartementet, Sweden

Central Banks:

Danmarks Nationalbank, Denmark
Eesti Pank, Estonia

Suomen Pankki, Finland

Central Bank of Iceland

Latvijas Banka, Latvia

Lietuvos Bankas, Lithuania
Norges Bank, Norway

Sveriges Riksbank, Sweden

Financial Supervisory Authorities:
Finanstilsynet, Denmark
Finantsinspektsioon, Estonia
Finanssivalvonta, Finland

Financial Supervisory Authority, Iceland

Finan3u un Kapila Tirgus Komisija, Latvia

Lietuvos Respublikos VertybiniPopieriy Komisija, Lithuania

Lietuvos Respublikos Draudimo Priaihs Komisija, Lithuania

Finanstilsynet, Norway

Finansinspektionen, Sweden
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Page 7 of 15

ANNEX A TO THE NORDIC-BALTIC AGREEMENT
PRELIMENARY FRAMEWORK FOR BURDEN SHARING

1. The Parties, having a common interest in finanstability, agree to discuss various possible
methods for the sharing of costs relating to theagament of a cross-border financial crisis, which
may be used as a starting point if the Finance dities or parties designated by them agree to
discuss a joint solution and cost sharing.

2. Costs to be shared include only costs that relatgointly agreed and implemented crisis
management actions by the Relevant Parties. Celstsng to unilaterally taken measures may be
included only if Relevant Parties agree. Any sharéall not constitute a prejudice for future
possible decisions on cost sharing.

3. Costs incurred as part of broader crisis prevengimgrams shall not be included unless explicitly
agreed. Prevention programmes include any unilategasures decided by the Signatory Countries
where the Signatory Countries assume the full righthe proceeds from these measures as well as
the sole responsibility for any costs incurred.

4. Provided that crisis prevention and management uneasre jointly agreed by the Relevant Parties
with the understanding that the provisions of #gseement will apply to these measures, the costs
to be shared will include the following, unlessathise agreed by the Relevant Parties:

e direct support provided from the government buddet, instance, in form of capital
injection;
« direct support provided by any special vehicle naaed by the government;
» guarantees and other risks accepted by the govetronsuch a vehicle;
» asset relief measures or transfers of assets fromnstitution implemented by the
government;
» less eventual repayments and recoveries as wellagsents for guarantees and risks
eventually transferred to the government
Macro-financial loans or any type of budget assitabetween the Signatory Countries or interest
subsidies on such loans will not be counted as@tipp

5. When evaluating the cost, Parties will take accafnthe underlying nature of any cost and its
impact on government budget streams rather thdaritsal or judicial nature.

6. Unless otherwise agreed, the cost sharing caloulgtihe “Model”) is based on two factors:

a) the relative importance of the Relevant FindnGiaup (either parent, subsidiary or branch) in
the countries as measured by asset shares (surtorifg%), and

b) the supervisory responsibilities for the sanstitation in the same countriésumming to 100%).

7. Relative importance is calculated on the basishef amounts of assets located in the countries
concerned. These assets will be risk weighted dieroto take account of their possible impact in a
crisis situation. Other relevant factors may bduded on a case by case basis when calculating the
relative importance of an institution using theqass in paragraph 20.h.

8. The assets used in the Model are calculated usentatest official balance sheet figures of attleas
12 months earlier. Only the elements of credit tis&kt can be easily attached to customers in
various countries are taken into account. The aiskrfactors, such as market and operational risks
are borne by the parent institution in theme country.
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Supervisory responsibility depends on the factuglesvisory responsibilities and poweasd the
weights will be jointly suggested by the Superisooncerned. A Home country status, with full
and exclusive powers to act and influence Hostnra country activities is given a full 100%
weight in the Model. If a college structure is ipegation (subsidiary), the relative Home country
weight will be less than 100%. The NBSG will reglyareview the extent of supervisory
cooperation — on the basis of number of collegetimge and/or tasks delegated - and from that
derive the possible need to change weighting shares

The two above factors in paragraph 6 are each gareequal weight, the sum of these shares
providing each country with a cost reference weigbbsts are distributed among countries
according to the relative size of these referene@ghts. Alternative weightings may be agreed
using the process in paragraph 20.h.

Qualitative exacerbating and mitigating factorsjclihmay change with time, will be assessed by
the Parties and may be used to amend the mechanicaime from the Model calculation:

Exacerbating qualitative factors, which increaseghare of costs to be carried by a country, are:

- the systemic importance of the institution in doeintry describe, for instance, by market shares o
importance in payment systems;

- the share of problem assets of the instituti@oeiated with the country;

Mitigating qualitative factors, which reduce theashof costs to be carried by a country, are:
- superiorgeneral crisis preparedness in the country conderne

- proven early detection and communication of eingrgroblems by the country's authorities;
- proven efforts to explicitly prevent problemsrrdoecoming cross-border;

- the proven role of different Parties in adequapebventing the emerging crisis; and

- exceptional consequences for government fisdahloas and credibility.

Agreed final cost shares, after the agreed amentdmare appliedor distributing budgetary costs
as well as any payments, repayments, recoveriesher return of shared public funds expended.
Such returns will be distributed when received gsire same calculations as for the initial costs.

The NBSG will, on a regular basis and as soon asiple, establish preliminary cost shares as
envisaged in the Model for the Relevant Financiabups. The existence and impact of
exacerbating and mitigating factors will be docutednIn a crisis situation, the NBSG will, as a
matter of priority, assess and modify the prelimyrghares in view of the particulars of that crisis

Any cost shares established by the NBSG will bietbtrpreliminary in nature and do not prejudge
any final decisions to be possibly made by the amsijple decision-making Authorities in

participating countries. Such calculated sharesuldhachowever, be jointly presented to these
Authorities when agreed, together with careful doentation and argumentation, in order to
facilitate discussions and assessment of shareséetthem.
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ANNEX B TO THE NORDIC-BALTIC AGREEMENT
CONTENT OF THE COMMON DATABASE

According to paragrapB0.bone of the tasks of the NBSG is to creatsmmon databasestructured in
two parts, one with publicly available actual datal one part for confidential data in the form a&mplate
database:

1.

The NBSG shall ensure that the database puthiicly available data is updated in a timely fashion
at least yearly with the most recent and reliablermation available, and including at least the
following items:

a. aconcise description of ownership, legal strugtor@agement structure and key business
areas of,

b. alist of all the relevant major payment, clearamgl settlement systems for,

C. the financial position (including income statemand balance sheet) of at least the last five
years of,

the Relevant Financial Group and subsidiaries aaddnes in the Signatory Countries.

A template for crisis data (but which does not necessarilytaion any actual data in normal times),
would include at least the following items:

a. therelevant supervisor's assessment of the projecof revenues and costs,
b.  the relevant supervisor's assessment of the quilitye assets and liabilities,

C. the liquidity position, including relevant cashwMlgrojections, funding structure, collateral
buffers and intra-group lending,

d. the size of the large exposures, at least accotdinegion, collateral used, type of customer
and currency,

e. the size, nature and extent of the problem at haugd bad loans etc., and
f. the legal domicile of the major assets and offshedasheet items

of the Relevant Financial Group and all its differparts.

The required data should, where appropriate, bdin@ with the data reporting under the Capital
Requirements Directive.
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ANNEX CTO THE NORDIC-BALTIC AGREEMENT
TEMPLATE FOR A SYSTEMIC ASSESSMENT FRAMEWORK

Section 1: Summary assessment

Systemic assessment heat m
best outcome: Ii!tel}r_ol._ﬂap

Financial
institutions

Financial markets

Financial
infrastructure

Real economy

0

no impact limited impact
Systemic im

Note: The colour shading in the chart indicatesdibgree of impact (light=low; dark=high).

The heat map and itskey underlying assumptions(e.g. assessment time frame, with/without
intervention)

Overall assessmenof the impact on the domestic financial system thieddomestic real economy
Uncertainty relating to the assessmefworst case” assessment
Most relevant policy issuesf the overall disturbance is serious

Key supporting elements for the assessmendiscussed in greater detail in the following
sections)

Main cross border contagion channelg¢discussed in greater detail in Section 6)

Section 2: Summary of events

Characteristics of the crisis: (i) size and nature (idiosyncratic general) of the shock, (ii)
expected pace (fast-moving or slow-moving) of thisig, (iii) affected financial systems and their
constituent components (institutions, markets aistiucture)

Present stateof the financial system and the real economy

Measuresalready taken or under consideration by: (i) thegbe sector, (ii) domestic authorities,

(iii) foreign authorities
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Section 3: Financial institutions

Most relevanpolicy issuesdf the disturbance is serious

Supporting elementsfor the assessment of thdtical nature of theaffected parts (see the table
“Examples of indicators for assessing the criticaune of the financial system'’s pdrts hereafter
“Table); their extent of disturbance(possible indicators: shortage in liquidity, logscapital, fall
in future profits, market sentiment/depositor cdafice); and risk mitigants of a financial (e.g.
capital buffers), legal (e.g. collateral, netting) institutional nature (e.g. deposit insurance,

shareholder structure)

Section 4: Financial markets

Most relevanpolicy issuesf the disturbance is serious

Supporting elementsfor the assessment of tldtical nature of the affected parts (se€able);
their extent of disturbance(possible indicators: bid-ask spreads, market tenagrice volatility
price information, liquidity risk premiums, markséntiment); and risk mitigants of a legal (e.9.

D
«Q

collateral, netting) or institutional nature (ecgntral counterparties, regulation/supervision)

Section 5: Financial infrastructure

Most relevanpolicy issuesf the disturbance is serious

Supporting elementsfor the assessment of tldtical nature of the affected parts (se€able);
their extent of disturbance (possible indicators: recovery time, pending tratisas, critica
dependency transactions); and risk mitigants oéchriical (e.g. back-up systems), legal (e.g.
collateral, netting) or institutional nature (ecgntral counterparties, oversight)

Section 6: Contagion channels

[Brings together the contagion elements discusaesiections 3 to 5; see the overview table in the
user guide for the main possible channels]

Overall assessmenof the contagion effects

Main financial institutions, markets and infrastructures affectedthrough real/exposure-based
or information-based contagion channels and thdimerability

Cross-border dimensionin the contagion channels




Section 7: Real economy

Most relevanpolicy issuesf the disturbance is serious

Supporting elementsfor the assessment of tfirancial losses of non-financial economic agents
(possible indicators: losses on uninsured depositgket losses on assets) and thstricted
access of non-financial economic agents to finantiservices(possible indicators: pay-out time
for insured deposits, sector/regional lending catregions for banks, market share of non-financial

corporations in affected financial markets)

User guide

Policy background. In a crisis authorities will be confronted with twaasic questionswhether to
interveneand if sohow to intervende.g. through facilitating a private sector solatipublic statements,
liquidity support and recapitalisation). As a rulee handling of a crisis and its resolution arengrily

the responsibility of the institution(s) involvddublic intervention, in particular when public mgnis at
risk, should only occur when there is a clear syéterisk i.e. when there is a serious disturbance of the
financial system that, as a result, may have a miajpact on the real economy. The purpose of the
template is to provide aommon languagéo authorities when they discuss such systemiesassents
and the possible effects of related policy measiwr@scross-border context. In this way, it enalbhesn

to address more clearly any differences in theiwgi on the impact of the crisis and reduces thethizst
under the pressure of circumstances they mightditsussing how to resolve a crisis before assgsts
potential impact. A formal assessment, backed-up shpporting material, further enhances the
authorities’ accountability for any recommendatiomsde.

Scope assessmerithe assessment should be made from the perspettivedomestic financial system
composed of financial institutions, markets andasfructure, and theomestic real economylhe
domestic financial system needs to be defined vatbrence to those parts that have the potential to
disturb the domestic real economy. In defining fihancial system’s three components, one should be
wary of possible overlaps (resulting in double dmg) and gaps. The real economy assessment should
only include the effects of the crisis intermedibtga the domestic financial system and via foreign
financial systems (e.g. direct lending from abroad)principle,all foreseeable effectshould be taken
into account, although the further away in time ¢ffects are, the greater the uncertainty. Hericright

be useful to differentiate between short-term amgjiterm effects.

Prioritisation in the assessmentin the case of a rapidly unfolding crisis, one nm@gd to focus the
assessment on the most critical parts of the fiahsgstem. These are likely to be {imeajor) banksthe
markets they use for their daily funding and activalance sheet managemernd therelated
infrastructure (e.g. large value payment systems). In such atgity, one may also need to place more
reliance on qualitative judgements rather thanptoudate quantitative information.



Factors influencing the assessmenthe assessment of tlimancial system’somponents should reflect
the critical nature of their affected parts and theiktent of disturbance~or both factors, a number of
possible indicators can be used. Téwent of disturbancaill be influenced by the presence $k
mitigants Two main criteria are relevant for a partistical nature (i) its role in performing thdey
financial functiongexecuting payments, matching savings to investsnenanaging financial risks) and
(i) its main usersThree additional criteria can be used to furitiferentiate the affected parts: (i) the
part’s activity level(“size”), (ii) the availability of alternativeg(“substitutability”) within a reasonable
time/at a reasonable cost and (iii) littkageswith other parts. For theeal economyrelevant factors are
the reduction in the financial wealtbf non-financial economic agents and thedstricted access to
financial services

Systemic impact scoreThe score is a decimal number theflects the assessment of the impdhe
crisis on the components of the financial systenh the real economy relative to four base casesnO (
impact), 1 (limited impact), 2 (serious impact)v@ry severe impact). The score should take intowaat
both the state of the financial system and the @eahomy before the crisis and the additional irhpéc
the crisis. For example, when the financial systeralready in a weak shape, the effect of a cissis
likely to be bigger (higher score) than if the figgal system is robust (lower score). The scoraishbe
supported as much as possible by guantitative rimdtion. The four separate scores are graphically
represented in ehtat maf). The heat map is a snapshot in time and one raay o construct a series of
maps over the life of a crisis. Moreover, an ihiiasessment that is relatively benign can quickignge

if vulnerabilities are present in the financial t§ya or the real economy. Authorities should theeefe
careful not to overlook elements that are not fafyptured by the map.

Range of the scoreThe score is a reflection of an assessment whieblies a significant degree of
uncertainty and discretion. A range can be deffoe@gach scoreeflecting the uncertainty relating to the
assessmenwith the lower boundary corresponding to a “lzeste” scenario and the upper boundary to a
“worst case” scenario. Authorities may try to altax qualitative likelihood (e.g. “most likely”, “vg
unlikely”) to the scenarios. Given the large pot@Entosts associated with a systerfiitancial crisis

authorities should pay particular attention towlst case scenario

Contagion channels.These are theeal/exposure-based or information-basgthnnels through which
shocks can be transmitted between various partheoffinancial system. They should be explicitly
considered in the assessment, in particular tiesgs-border dimensigras they are often crucial in times
of crisis. The following table might be helpfulishentifying the main channels.



Main possible contagion channels

TO
Institutions Markets Infrastructure
- Shareholder links - Core market participant - System operator
- Credit risk exposures - Participant/access provider
Institutions - Revenue/service channel - User for own/customer
business
F - Information channel
- Deposit insurance
R - Liquidity management - Arbitrage/hedging between | - Covering counterparty
markets exposures with collateral
O Markets - Trading and investment - Information channel
portfolio management
- Credit risk management
M - Revenue/service channel
Infrastructure | - Executing transactions for | - Trading facility - Technical links
own or customers’ account
- Liquidity management - Trading execution - Suppoting services channel
- Counterparty and systemic | - Clearing and settlement - Collateral channel
risk management
- Revenue/service channel - Risk management (e.g.
margins for market risk in
central counterparties)
Note: This list of contagion channels is for illgtve purposes and is not exhaustive.




EXAMPLES OF INDICATORS FOR ASSESSING THE CRITICAL N ATURE OF THE FINANANCIAL SYSTEM'S PARTS

a

ns

Criterion Key questions Financial institutions Financial markets Financial infrastructure
Market share in payment transactions Market’'s share of total savings/asset Share of transactions executed via the
Functions Is access crucial for | Market share in retail deposits management system
certain economic | Market share in the lending market Market’'s share of total funding Average value of transactions executed v
agents to carry out | Market share in the branch network Frequency of transactions the system
their business? Time between initiating and executing a | Nature of institutions/markets supported
transaction the system
_ Sectoral breakdown of deposits and lending Breakdown by turnover/outstanding Breakdown by value/volume of transactio
Main users Which economic agentsVolume interbank activity positions according to main market of the main types of system users
are the main users? | Volume correspondent banking participants Breakdown by value/volume of the own a
Volume custodial business Main market makers and their relative third party transactions of the main
rankings participants
Total assets as a percentage of domestic GORirnover and outstanding positions, Total value (possibly as a percentage of
Size What is the level of

activity?

Market share in retail deposits and lending
Market share in payment transactions
Market share in the branch network

possibly as a percentage of domestic GD

Pdomestic GDP)/volume transactions

Substitutability

Are there alternatives
available within a
reasonable time and at

a reasonable cost?

Degree of concentration of various markets
where the institution is active

Standardised/bespoke nature of instrume
relationship-intensity of instruments
Volatility in the rankings of the main
market makers

Frequency of transactions

Time between initiating and executing a
transaction

nShare of transactions executed via the
system

Volatility in rankings of the main
participants

Frequency of transactions

Time required between initiating and
executing transaction

Linkages

Are there links with
other parts and if so,
how important are
these links?

Interbank exposures

Intra-group exposures

Exposures to countries under stress
Exposures through shareholdings

Ranking in markets in which the institution
a significant player

Systems in which the institution participates
and its share in transaction volumes
Withdrawals of deposit/credit lines in other
institutions

Main market makers and their ranking
Breakdown by turnover/outstanding
positions of main market participants
Volume of derivatives market vs.
sunderlying cash market

Correlation between market shares in
different markets of large financial
institutions

Nature and size of markets/institutions
supported by the system

Technical links with other systems

Type and volume of instruments (possibly
as percentage of total transactions) used
mitigate counterparty risk in the system

to

Note The indicators are for illustrative purposes oayd may change depending on the type of finaimwséitutions, markets, infrastructure and crisisl@nconsideration.



