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Abstract 

Since January 1st, 2015 a new regulatory framework EU Bank Recovery and 

Resolution Directive (BRRD) has become valid for Slovak Banking Sector. The article 

describes the proposed new regulation on Minimum Required Eligible Liabilities (MREL) 

from the perspectives of its impacts on the Slovak banking sector and measures banks will 

have to consider to get aligned with the new requirements in the upcoming four years  period 

(2016-2020).The analyses shows quite severe potential impacts on both banks, financial 

system, but also fiscal system, due to expected increase in funding costs of the banks, further 

increase of interconnectedness of the financial and government sectors or increase in 

riskiness of assets placed by banks on their books. Ensuring compliance would require from 

banks to consider several options ranging from strategic decisions related to existing or new 

investment, balance sheet actions or improvements in their ICAAP process to become eligible 

for “SREP discount” (removal of capital buffers from requirement). All of these measures 

will impact the whole value creation process of the banks. 

Introduction 

The last financial crisis discovered that it is impossible to have integrated banking 

markets, nation supervision and financial stability. Due to that concept of the European 

Banking Union started to be developed. This concept is based on three pillars: the Single 

Supervisory Mechanism (SSM), the Single Resolution Mechanism (SRM) and a Single 

Deposit Guarantee Scheme (DGS).  

SSM officially entered into operation on 4 November 2014. According to the SSM, 

the ECB supervises all credit institutions in SSM-member countries which fulfil the stated 

criterion. The ECB directly supervises the 123 significant banks of the participating countries. 

These banks hold almost 82% of banking assets in the euro area5. Deposit Guarantee Schemes 

(DGS) reimburse a limited amount of deposits to depositors whose bank has failed. From the 

depositors’ point of view, this protects a part of their wealth from bank failures. From a 
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financial stability perspective, this promise prevents depositors from making panic 

withdrawals from their bank, thereby preventing severe economic consequences.6 

In the middle of 2014 year, new Directive – Banking Recovery and Resolution 

Directive7 (BRRD), has been approved by the European Parliament, setting out framework for 

recovery and resolution of credit and investment institutions. The BRRD provides rules on 

insolvency proceedings in the case of falling banks with the aim of safeguarding financial 

stability and preventing public funding of losses as much as possible. It also establishes 

national resolution funds, financed by bank levies for the countries not part of the banking 

union. 

The Directive establishes a range of instruments to tackle potential bank crisis in its 

three stages (preparatory and preventive, early intervention and resolution), but also provides 

a framework for coordination of the resolution activities.  

Among the resolution tools, the bail-in is the cornerstone of the BRRD and it implies 

that banks’ creditors will be written down or converted into equity in case of resolution and, 

thereby, they should shoulder much of the burden to help recapitalize a failed bank instead of 

taxpayers. 

In order for this new banking rescue philosophy to be effective, the BRRD requires 

banks to have enough liabilities, which could be eligible in bail-in – so called Minimum 

Required Eligible Liabilities (MREL). The MREL will be applied case-by-case in each 

banking group. To ensure consistency, the Law (BRRD) lays down common criteria for 

resolution authorities to apply and relevant Regulatory Technical Standards8 further specify 

these minimum requirements. 

The key question is, whether the bail-in mechanism can prevent systemic crisis 

(re)occurrence. According to some, the bail-in mechanism is suitable for single bank failures, 

not necessarily linked to a systemic crisis. Another question is the costs related to changes in 

business and funding strategy of the banks, implied by the new MREL requirement. In our 

article we both explain the key characteristic of MREL and its impact on the Slovak banking 

Sector, and strategic decisions, banks will have to consider to ensure compliance with the new 

requirements. 

1 MREL Regulation - Main characteristics 

MREL is expressed as a percentage of total liabilities and own funds of each 

institution 

𝑀𝑅𝐸𝐿 =  
∑ 𝑜𝑤𝑛 𝑓𝑢𝑛𝑑𝑠 +  ∑ 𝑒𝑙𝑖𝑔𝑖𝑏𝑙𝑒 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

∑ 𝑜𝑤𝑛 𝑓𝑢𝑛𝑑𝑠 +  ∑ 𝑡𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 

 

                                                           
6 On DGS see more at Directive 2014/49/EU on deposit guarantee schemes 
7 http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:32014L0059 
8 http://www.eba.europa.eu/documents/10180/1132900/EBA-RTS-2015-05+RTS+on+MREL+Criteria.pdf 
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where, according to BRRD Article 45 (4), eligible liabilities must comply with several 

criteria such as being fully paid out, having remaining maturity of at least one year or that the 

liability is not secured by or guaranteed by the institution itself.  

Considering the strict criteria, eligible liabilities9 consist of the equity, junior and 

senior debt, and other unsecured liabilities with residual maturity over 1 year. 

1.1 Calibrating the minimum requirement 

The regulatory technical standard (RTS), prepared by EBA, seeks to clarify how the 

resolution authorities should assess matters, which are also considered either in the calibration 

of prudential regulatory requirements or in the case-by-case judgments. This includes the 

degree of losses, which institutions or groups should be able to absorb, or their risk profile, 

business model and systemic importance.  

According to the RTS, the assessment of the MREL amount by resolution authority 

shall first consider the absorption of losses and, where necessary, recapitalize a firm after 

resolution. Recapitalization strongly depends on the institution’s going concern capital 

requirements10. The resolution authorities shall, as a default, seek to rely on supervisory 

assessments of the degree of loss that a bank needs to be able to absorb and the capital it 

needs to operate, after resolution process. 

In addition to the loss absorption and recapitalization, the resolution authorities should 

consider any additional minimum required eligible liabilities needed to successfully 

implement the resolution plan. This relates in particular to the situation, when resolution plan 

identifies some liabilities that would unlikely contribute to loss absorption or recapitalization 

in resolution process. In that case, resolution authorities might increase the MREL or take 

some alternative measures. Resolution authority might also consider the contribution to the 

costs of resolution from the Deposit Guarantee Scheme11, in case it is possible and the limits 

set for such contribution from DGS would be respected. 

Lastly, the RTS defines a set of principles related to the assessment and consideration 

of systemic risk, for the purpose of MREL definition. Resolution authorities should identify 

as systemic at least those institutions, which are identified as Globally Systemically Important 

Institutions (G-SIIs) or Other Systemically Important Institutions (O-SIIs) for the purpose of 

the CRD/CRD IV12. In case an institution is identified as systemic, resolution authority should 

consider the potential need to be able to access the resolution financing arrangement in the 

event that it is not possible to implement the resolution plan relying solely on the institution’s 

own resources. Considering this situation, resolution authority might identify further need for 

eligible liabilities that would enable the preconditions in the BRRD (such as minimum 

burden-sharing requirements) for access to these arrangements to be met. 

1.1.1 Loss absorption amount (LAA) 

                                                           
9 Out of “bail-inable” liabilities – Article 1 and 44 of BRRD. 
10 Business that functions without the threat of liquidation for the foreseeable future, usually regarded as at least 

within 12 months. 
11 http://ec.europa.eu/finance/bank/guarantee/index_en.htm 
12 http://ec.europa.eu/finance/bank/regcapital/legislation-in-force/index_en.htm 

http://ec.europa.eu/finance/bank/guarantee/index_en.htm
http://ec.europa.eu/finance/bank/regcapital/legislation-in-force/index_en.htm
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As a baseline, the resolution authority should seek to ensure that losses equal to capital 

requirements (including buffers) can be absorbed by the institution. For the purpose of 

determining the LAA, the resolution authority requests from relevant competent (supervisory) 

authority the summary of capital requirements, currently applicable to an institution. 

Such definition of LAA assumes that all capital has been lost by a bank that has 

reached resolution i.e. determined to be likely to fail. Given the measures that have been taken 

to ensure financial stability, both at global, regional and local level, the assumption seems 

rigid, and overly conservative. 

During the consultation phase of the RTS, EBA has been seeking comments from the 

stakeholders on both, the components of capital requirements and their suitability for 

inclusion in the assessment of required loss absorbency and whether there are specific 

circumstances in which resolution authorities should assume that capital requirements are not 

fully consumed by losses in resolution. 

The consultation of RTS draft led to introduction of a greater flexibility for the LAA 

definition, where resolution authorities, in consultation with competent authorities, may 

conclude that some components of capital requirements are not suitable for inclusion. 

Adjustments to the requirement will be based on aspects described in Chapter 1.1.4 of this 

article. 

1.1.2 Recapitalization amount 

The second element of the capital adequacy criterion is for the resolution authority to 

determine the amount of recapitalisation, which would be required to implement the preferred 

resolution strategy, identified in the resolution planning process. The resolution plan may not 

imply that the entire group is recapitalized in the same form as that in which it enters 

resolution. Preferred resolution strategy may involve discontinuing or winding down some 

subsidiaries, business lines or activities rather than continuing the entire business. While this 

means that fewer resources for recapitalization will be needed (e.g. pre-resolution minimum 

prudential requirements would not be doubled), in some case, where liquidation under normal 

insolvency process is assessed as feasible, might lead to zero recapitalization amount. 

According to the RTS the recapitalization criterion consists of two components – 

minimum capital requirements that are necessary to comply with conditions for authorisation 

for the institution after resolution, and that the amount has to ensure sufficient market 

confidence in the institution. This includes assessment of various capital buffers, introduced 

by CRD IV, and their applicability to resolved institution. 

As stated also by Mišková and Országhová (2015), the starting point for the 

recapitalization amount determination is rather strict and puts European banks in a great 

disadvantage vis-a-vis their peers in other regions, where similar new standard – TLAC13 – is 

being introduced for G-SIIs14. Similar concerns have been raised to the applicability of the 

capital buffers (additional amount) to recapitalization amount, as their main purpose is to 

                                                           
13 TLAC – Total Loss Absorbing Capacity is a global equivalent to the European MREL, defined by Financial 

Stability Board for G-SIIs. 
14 G-SIIs – globally systemically important institutions - European banks representing a higher risk to the global 

financial system  
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ensure that bank has capacity to withstand shocks and raise resilience under distress periods. 

They are built up in “good times” and in some cases might rather be an expression of high 

risk aversion or serve as macro prudential tools used to counter the build-up of systemic risk, 

and are not an indication of potential loss levels for a particular institution or banking system. 

During the consultation of the technical standard, EBA introduced greater flexibility 

on the default additional amount determination, which originally amounted to the combined 

capital buffer. Final draft of RTS allows the resolution authorities to decrease the additional 

amount if market confidence at lower level will be ensured, or business model, funding model 

and risk profile of the institution allow disregarding selected parts of the requirement. 

1.1.3 Exclusion from bail-in and partial transfer 

During the process of MREL determination, resolution authority shall identify any 

class of liabilities, which is reasonably likely to be fully or partially excluded to ensure 

a successful resolution. Articles 44(2) and 44(3) of the Directive provide more details on this 

matter, defining which liabilities could be subject to write-down or conversion, or cases in 

which the authorities might take ad-hoc decision, in case there is strong link to critical 

functions and inclusion of such liability might give a raise to possible generation of contagion 

effect or worse treatment of creditors than in insolvency proceeding. 

Analysis of the liabilities structure and any exclusions will be determined during the 

preparatory phases of the resolution planning and will be very specific for each institution, 

strongly depending on its balance sheet structure and funding profile. 

1.1.4 Business model, funding model and risk profile 

The Directive also requires authorities to determine the MREL taking into account the 

idiosyncratic characteristics of each institution (i.e. business model, risk profile, governance, 

etc.). These factors, used also by the regulators within the Supervisory Review and Evaluation 

Process (SREP) and for setting of prudential requirements for the institution, are for this 

purpose requested by the resolution authority from supervisory authorities and might lead to 

adjustment of the MREL requirement, both ways. 

Such utilization of said information gives even greater importance to the SREP and 

represents another strong motivation for institutions impacted to ensure full integration of 

ICAAP within the banks’ processes. 

1.1.5 Size and systemic risk 

Proper consideration of the size of the institution and any adverse impacts on the 

financial stability are additional factors playing important role in determination of MREL 

requirement. For those institutions, whose failure may pose systemic risk (at least those 

identified as G-SIIs and O-SIIs), resolution authority needs to ensure that banks have enough 

liabilities before deciding to use other measures, complementing the bail-in. For this purpose 

EBA introduces the 8% of total liabilities as a MREL floor, recognizing the threshold set by 

the BRRD before applying any other financial arrangement, such as usage of resolution fund 

or in exceptional circumstances public stabilization tools. 

Several articles and responses to the Consultation paper of EBA [3], [4] raise the issue 

of proportionality of such proposal, which does not consider and differentiate various business 
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models of banks operating in given jurisdiction.  This is especially true for banks operating 

a traditional deposit taking business model or those relying on a single source of funding that 

is entirely excluded from, or very unlikely to be bailed-in. In order to comply with the new 

regulation, banks could be forced to artificially restructure or expand their balance sheets, 

mainly through long-term unsecured funding. Such transformation might create series of 

negative side effects to the bank, but also to the financial and fiscal system, which goes 

against the sense of prudential regulation. 

Potential impacts and side effects are elaborated in more detail in Chapter 2 of this 

Article. 

1.1.6 Deposit Guarantee Scheme (DGS) contribution 

 

Last criterion requires the resolution authority to take account of the extent to which 

the DGS could contribute to the financing of resolution. The usage of DGS in resolution is 

permitted, but limited to the lesser of the amount of losses covered depositors would have 

borne in insolvency or 50% of the target level of the DGS.   

2 Impact of the MREL proposal on Slovak Banking Sector 

2.1 MREL related analysis of the Slovak banking sector 

First draft of the RTS proposal has been accompanied by an assessment, carried out on 

a sample of 128 Banks from European Union. Slovak republic was represented by 2 banks, 

representing less than 40% of banking assets of the country [10]15. Approach taken by EBA 

has been very simplified, disregarding vast differences existing among jurisdictions, leading 

to severe misinterpreting conclusions on the impacts on Slovak banks. The main differences 

not considered related to the capital requirements imposed by local supervisory authorities, 

balance sheet structure and source of financing, the size of MREL eligible liabilities relative 

to equity instruments and also the stage of development and depth of the markets with MREL 

eligible instruments. 

The business model of Slovak banks is considered as very conservative. The banking 

system is financed mainly by primary deposits, which cover 73% of sector assets [11, 12]. 

Compared to EMU (36%) this represents major disproportion. 

Slovak banks and buildings societies operate with a high liquidity surplus, loan to 

deposit ratio (L/D) in September 2014 was 88% (in EMU above 100%) [13]. Subsequently, 

high liquidity surplus of Slovak banks results in no need for deeper development of the 

market with senior unsecured debt. 

Sector is stable and in a very good condition. Banks operated with 16.17% CET 1 ratio 

as of September 2014 (13.4% in EMU). To preserve the already high capital ratios of the 

Slovak banking market, supervisory authority imposed particularly on the systemically 

important banks material capital buffers – systemic risk and D-SIBS buffer, additionally to 

the individual SREP buffers under Pillar 2. As the capital conservation buffer has been 

already fully rolled-out for Slovak banks, the combined buffer, to be covered by Tier 1 

                                                           
15 Annex 1 of the impact assessment: Sample selection and data source 
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capital, represents addition of 3.5%-5.5% to the minimum 8% capital requirement under Pillar 

1 [11]. 

Simple application of the prudential requirements, as a basis for setting the loss 

absorption amount and for recapitalization amount will, considering the specific conditions of 

Slovak banking sector, lead to severe overestimation of MREL eligible liabilities amount, 

while in reality the high capital requirement already makes the banks’ loss absorption capacity 

being on a very good level. Combined with additional buffers, which to a certain extent 

represent protection of the existing capital levels, rather than reflection of riskiness of the 

Slovak banks’ business model, might create material shortfalls for banks impacted. 

2.2 Impacts of MREL requirement on Slovak banking sector 

Results of the impact study indicate that European banks in average should not lack 

MREL eligible liabilities - the estimated ratio of senior unsecured debt with a residual 

maturity over 1 year to total own funds was around 158%, while aggregate MREL shortfall 

under the presented scenarios was relatively negligible - 0.04% - 0.11% of the banks’ assets 

[10]. 

While this might be true for bigger banks, relying more on the financing from the 

wholesale market, for Slovak and in general CEE banks the situation is quite opposite. Share 

of the senior unsecured bonds issued by the banks authorized in Slovak republic is almost 

zero and second largest category of the MREL eligible liabilities – long-term deposits of large 

corporate clients – or on a marginal level. The huge gap between European market and the 

Slovak market, as regards the relative volume of MREL eligible senior unsecured debt to total 

own funds – 158% vs almost 0% - caused that the final draft of RTS seriously threatens level 

playing field in the EUR banking sector. 

Shortfall calculated by Slovak Banking Association, on banks with 92% share no total 

assets, amounts to € 1,8 bn16, while with full roll-out of the combined buffer for systemic 

banks raises the shortfall to € 2.9 bln, which represents 5,8% of total assets, which is 

considerably higher than impact calculated in EBA study. As Mr. Resch pointed in the press 

release of SBA, “Slovak banks are stable and hold strong capital reserves. However, proposed 

regulation represents for our banking sector significant burden” [8]. 

Prudent application of new MREL requirement might materialize in following impacts 

and consequences: 

1. Since the senior unsecured debt market is almost non-existent in Slovak republic, building 

up of investors pool, to absorb required amount of debt to be issued, will take 

considerably longer time than proposed transition period of 48 months. Also, the reaction 

of market is unpredictable, since all the institutions will approach it at the same time. 

2. Additional funding, raised by the banks, will increase the balance sheet size and leverage, 

which goes against the prudential requirements. In specific cases, increased balance sheet 

of the low-risk banks might lead to breaking the leverage ratio requirement, which in turn 

would require further increase of already high capital ratios of Slovak banks. Theoretically 

this might lead to further increase of the MREL eligible liabilities, creating a spiral. 

                                                           
16 RWA after recapitalization, as well as minimum capital requirements equaled to pre-resolution ones. 
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3. Increase of already high liquidity surplus, might lead to a change in investment policy of 

the banks, forcing them to place it within riskier assets, or cross-border in the market, 

which does not correspond to their traditional local focus and low risk appetite. Such 

change in risk appetite policy might add to increased riskiness of the banking sector in 

general the building of undesirable interconnections and dependencies among individual 

markets, which likely increases the systemic risk in the EU. 

4. Issuance of the debt to foreign investors will transfer the interest revenues, paid by the 

banks, to non-Slovak subjects, lowering the tax base and taxes paid, having negative 

impact on the revenues of state budget. 

5. Part of the additional liquidity raised due to MREL requirement will be invested into 

Slovak government bonds, leading to further increase of interconnectedness of the 

financial and government sectors. 

6. Raising of the funds will considerably increase the funding costs, having negative impact 

on profitability and in turn lower capital generation capacity. 

 

The above impact analyses on Slovak banking sector demonstrates that the compliance 

with the MREL requirements, applied by the resolution authority in a prudent way, might 

have a completely opposite consequences as originally intended. The banks and whole sector 

might become riskier, more leveraged, more dependent on secondary market, less profitable, 

with negative consequences on the overall economy. 

Key element is the approach the resolution authority will take in applying the MREL 

requirement and especially the capital requirements recognized for each institution. 

Nevertheless, since it is expected that the final draft of the RTS will be adopted by European 

Commission, within the MREL framework banks have few alternatives how to tackle this 

issue, from improved management of their business model, funding and risk profile (e.g. 

SREP) to changes to balance sheet on both assets and liabilities side. 

3 Becoming compliant with MREL requirements 

As written above, it is expected that after approval of the new regulation, especially 

banks, having a classical business model, which is based on funding by primarily customer 

deposits, might have a problem with meeting the MREL requirement. 

Starting from January 2016, banks will have 4 year period to ensure compliance. 

Decisions made by the banks will have a significant impact on the strategic management. 

Considerations to be done by the top management can be divided into three areas. 

 

Strategic Decisions 

Given the overall increased pressure on the funding, quality of the assets, but also risk 

management, each bank will have to reconsider the strategic planning and positioning of the 

institution on the market, and planned business growth.  New business and initiatives on 

entering new markets will have to be re-considered, reflecting the impact of such action on 

the MREL ratio and availability of eligible liabilities to cover the increased requirement. 
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Decisions will be done also with respect to closing the existing less profitable and high-risky 

business. 

 

Balance Sheet Management Decisions 

Proper balance sheet management will play a key role in managing the new 

requirement, both on the assets and liabilities side.  

On liabilities side, the considerations will be done especially on two items. 

 Capital - banks will be revising their dividend payout policies, representing classical tool 

for banks in Slovakia for raising own funds to keep up with new capital requirements, but 

also growth of the business or portfolio deterioration. 

 Long-term debt - creation of additional eligible long-term debt will include either new 

issuance or conversion of existing debt into eligible one. New long-term debt will 

however have a significant impact on the profitability (cost of funding) of the institution, 

as investors buying such a debt will know that they will be among the first ones to be 

bailed-in and will require additional risk margin to be put on the spread of the instrument. 

For banks funded primarily by customer deposits, will have to replace a share of it with 

long-term debt. However decisions on issuance of such debt might not only be restricted 

by the pricing, but also the availability of investors eligible for holding the debt, or 

appetite for such instruments on market.  

 In any case, re-engineering of the liability amount, to meet the MREL requirement, will be 

very challenging and time-consuming. 

 

On assets side, the banks will have to focus more on the quality and riskiness of the 

portfolio and deleveraging, with the aim to decrease the risk weighted assets. 

 

SREP and Risk Management 

As already mentioned, to reach a decision on the MREL level the resolution 

authorities will be required to take account of a bank’s business model, funding model, risk 

profile and size (the latter to determine systemic risk). These parameters are followed by 

supervisory authorities when supervising banks and create analytical blocks of the 

Supervisory Review and Evaluation Process, where ICAAP framework represents one of the 

key elements evaluated. 

The importance of the SREP has been increased even more after conclusion of the 

consultation phase of the RTS, as the application of additional own funds requirement and 

combined buffer to both loss absorption and recapitalization amount was explicitly linked to 

the result of SREP evaluation. 



26 

The new EBA Guidelines17, define following areas to be evaluated by supervisors: 

1. Business model analyses (BMA); 

2. Assessment of internal governance and institution-wide control (verification that they are 

adequate for the institution’s risk profile, business model, size and complexity, including 

the evaluation of ICAAP and ILAAP frameworks); 

3. Assessment of risks to capital (assessment and scoring of the risks to capital that have 

been identified as material for the institution (credit and counterparty risk, market risk, 

operational risk and IRRBB)); 

4. Assessment of risks to liquidity and funding (assessment of the risks to liquidity and 

funding that have been identified as material for the institution). 

 

By this, the importance of Risk Management and ICAAP framework, and its 

integration within the strategic management of the bank, has been even more increased, as its 

proper set-up and execution will lead to material impacts on the operation and profitability of 

each institution impacted by the new regulation.  

Conclusion 

The new BRRD regulation and more specifically MREL, brought along several 

articles and impact studies, aimed at analysing the impact of the new requirements proposal 

on financial institutions and its proper calibration. The main drawback of majority of the 

papers published is the improper representation and application of proportionality principle. 

This creates a false impression that the overall impact is rather insignificant and does not 

represent major issue for the banks. 

Considering the operating model of Slovak banks, their funding and structure of 

liabilities, final proposal of the EBA technical standard indeed might create severe 

consequences and will require the banks to choose from variety of options how to tackle the 

problem and get compliant. The options to be considered by the banks are following: 

1. Strategic decisions on existing and new business; 

2. Adjustments in balance sheet - both on liabilities and assets side; and 

3. Improvements in SREP and Risk Management 

None of the choices represents easy and quick way and each can materialize into 

negative effect in Profit & Loss of the banks or riskiness of investments done by the 

institutions. Moreover, some of the decisions can have much broader impact, bringing 

consequences for both the financial system and fiscal system as such. 

The final draft introduces greater flexibility on treatment of the capital buffers in the 

requirement, and puts even greater power in hands of the resolution and supervisory 

authorities. Their role in the determining the MREL amount will be key and it will be most 

likely up to the banks to defend their positions (e.g. get reasonable MREL requirement) 

through well-defined and operated Risk Management, business and funding model. 

                                                           
17 Guidelines for common procedures and methodologies for the supervisory review and evaluation process 

(SREP)  
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