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2. Prudential regulation

2.1 supervision architecture

2.1.1 european institutional framework

As a result of the financial crisis which began in 2007, it 
was felt necessary to progress towards more integrated 
prudential supervision at european level, to match the 
increasing integration of the financial markets and ensure 
more uniform application of the prudential legislation 
across the european Union (eU). In september 2009, fol-
lowing the recommendations issued in February 2009 by 
the Committee of experts chaired by J. de Larosière, the 
european Commission (eC) presented a set of legislative 
proposals aimed at reinforcing the prudential supervision 
framework and reducing the likelihood and seriousness of 
financial crises in the future, by setting up the european 
system of Financial supervisors (esFs). these legislative 
proposals were adopted by the european Parliament and 
the Council of the eU in November 2010, and the esFs 
was established on 1 January 2011. 

the esFs comprises the european systemic Risk Board 
(esRB), a european macro-prudential supervision body, 
and the european supervisory Authorities (esAs), respon-
sible for strengthening micro-prudential supervision in 
europe, particularly in regard to cross-border aspects, 
in the three sectors comprising banking, insurance and 
the securities markets. the esFs aims to ensure not only 
better systemic risk prevention but also the necessary 
harmonisation of the prudential rules and practices at 
european level, while reinforcing cooperation between 
national authorities. 

the esRB (1) is responsible for the macro-prudential over-
sight of the financial system in the eU. Its task is to 
contribute to the prevention of systemic risks to the eU’s 
financial stability which may arise from developments 

within the financial system and macroeconomic develop-
ments, so as to avoid periods of widespread financial 
distress.

In the performance of that task, the esRB is to collect 
and analyse all the relevant and necessary information for 
detecting the emergence of systemic risks. once systemic 
risks have been identified, and if they are considered 
significant, the esRB may warn the european institu-
tions, the Member states and the european and national 
supervisory authorities, and issue recommendations for 
remedial action in response to the risks identified. Where 
appropriate, and in order to give them more weight, the 
esRB may make those warnings and recommendations 
public. In addition, if the esRB determines that an emer-
gency situation may arise, it can issue a confidential warn-
ing addressed to the eU Council and provide the Council 
with an assessment of the situation in order to enable the 
Council to assess the need to adopt a decision addressed 
to the esAs, determining the existence of an emergency 
situation. the esRB is also responsible for monitoring the 
follow-up to its warnings and recommendations. Finally, 
the esRB cooperates closely with the esAs and provides 
them with the systemic risk information required for the 
performance of their tasks. thus, the esRB and the esAs 
are to produce a common set of quantitative and qualita-
tive indicators (risk dashboard) to measure systemic risk.

the esRB comprises a number of bodies: the General 
Board, the steering Committee, the secretariat, the 
Advisory scientific Committee and the Advisory technical 
Committee.

(1) Regulation (eU) No 1092/2010 of the european Parliament and of the Council 
of 24 November 2010 on european Union macro-prudential oversight of the 
financial system and establishing a european systemic Risk Board, oJeU L 331, 
15/12/2010, p.1.
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the General Board takes the decisions necessary to ensure 
the performance of the tasks entrusted to the esRB. the 
steering Committee assists in the decision-making pro-
cess of the esRB by preparing the meetings of the General 
Board and monitoring the progress of the esRB’s ongoing 
work. the secretariat is responsible for the day-to-day 
business of the esRB. the Advisory scientific Committee 
and the Advisory technical Committee provide advice and 
assistance for the General Board on issues relevant to the 
work of the esRB. they thus play a key role in the prepara-
tion of the esRB’s decisions.

In october 2011 the esRB adopted its first recommenda-
tions on loans in foreign currencies, and addressed them 
to the Member states, the national supervisory authorities 
and the european Banking Authority (eBA). these recom-
mendations aim to prevent the risks to financial stability 

in a number of eU Member states resulting from loans 
in foreign currency granted to non-financial businesses 
and households. the recommendations thus adopted 
specifically aim to strengthen the resilience of the financial 
system by implementing measures not only to increase 
the solvency of borrowers and give them better informa-
tion on the risks which they incur in contracting loans in 
foreign currencies, but also to improve the risk manage-
ment and ensure sustainable funding for the financial 
institutions themselves. Finally, in order to rectify excessive 
growth of foreign currency lending, the authorities are 
asked to take stricter measures, where necessary, to limit 
this type of lending.

the Bank is a member of the esRB, as a national central 
bank and as a national authority responsible for the pru-
dential supervision of credit institutions and insurance 
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companies. the Bank is also represented in the Advisory 
technical Committee and plays an active part in the 
business of a number of working groups set up by that 
committee. In addition, the Belgian Financial services and 
Markets Authority (FsMA) is likewise a member of the 
esRB as the authority responsible for financial market 
surveillance.

there are three esAs (1) : the eBA, the european Insurance 
and occupational Pensions Authority (eIoPA) and the 
european securities and Markets Authority (esMA).

the european legislature has given them extensive 
responsibilities.

the esAs are to contribute to improving the effectiveness 
of the regulation and surveillance of financial institutions. 
to that end, their tasks include providing opinions to eU 
institutions and developing guidelines, recommendations 
and draft technical standards based on the european 
legislation applicable in their respective sphere of compe-
tence ; that is probably the main innovation, in view of the 
binding character of these technical standards, once they 
are adopted by the eC. the esAs may also conduct peer 
reviews of the competent authorities in order to draw 
up guidelines and recommendations and to identify best 
practices, to strengthen the consistency of supervisory 
practices.

they are also responsible for ensuring that the competent 
national authorities apply the european legislation cor-
rectly, by ensuring that the taking of risks is appropriately 
regulated and supervised, preventing regulatory arbitrage 
and promoting equal conditions of competition. they also 
arrange mediation and the settlement of disagreements 
between competent authorities, with a view to the effec-
tive supervision of financial institutions. In addition, they 
have power to take action in emergency situations.

It is also the role of the esAs to strengthen coordina-
tion and cooperation between the national supervisory 
authorities, be it by stimulating and facilitating the del-
egation of tasks and responsibilities among competent 
authorities or by ensuring the coherent functioning of the 

colleges of supervisors, and taking part in the develop-
ment and coordination of recovery and resolution plans, 
and methods of dealing with failed financial institutions.

their tasks also include monitoring and assessment of 
market developments in their respective area of compe-
tence, and contributing to the monitoring, assessment 
and measurement of systemic risk. to that end they may 
collect information from the national supervisory authori-
ties and, under certain conditions, from financial institu-
tions. the esAs cooperate closely with the esRB, notably 
by communicating the information necessary for the per-
formance of its tasks and ensuring that its warnings and 
recommendations are properly followed up.

Finally, the esAs keep watch over the integrity, transpar-
ency and orderly functioning of the financial markets and 
consumer protection.

the esAs comprise a Board of supervisors, a Management 
Board, a Chairperson, an executive Director and a Board 
of Appeal.

the Board of supervisors takes the decisions and defines 
the guidance necessary for the performance of the 
tasks and business of the Authority. the Management 
Board ensures that the Authority carries out its mission 
in accordance with the rules defining its operation. the 
Chairperson represents the Authority and is responsible 
for preparing the work of the Board of supervisors, while 
the executive Director is in charge of the day-to-day man-
agement of the Authority and the preparation of the work 
of the Management Board. the Board of Appeal is a joint 
body of the esAs with the role of deciding on appeals 
against esA decisions. 

A Joint Committee was also established. It serves as a 
forum in which the esAs cooperate regularly and closely 
on subjects of mutual interest and thus ensure the cross-
sectoral consistency of their activities.

In the past year, the eBA and the eIoPA have conducted 
and coordinated european stress tests in the banking and 
insurance sectors. Details of the stress tests conducted by 
these two esAs were presented earlier in chapter 1.1 and 
section 1.2.2 of this Report.

As an authority responsible for supervising credit institu-
tions, financial conglomerates, investment firms, payment 
institutions and electronic money institutions and insur-
ance and reinsurance companies, the Bank is a member of 
the eBA and the eIoPA. In addition, the FsMA is a member 
of the esMA as an authority responsible for supervising 
institutions for occupational retirement provision.

(1) Regulation (eU) No 1093/2010 of the european Parliament and of the Council 
of 24 November 2010 establishing a european supervisory Authority (european 
Banking Authority), amending Decision No 716/2009/eC and repealing 
Commission Decision 2009/78/eC, oJeU L 331, 15/12/2010, p. 12.

 Regulation (eU) No 1094/2010 of the european Parliament and of the Council 
of 24 November 2010 establishing a european supervisory Authority (european 
Insurance and occupational Pensions Authority), amending Decision No 
716/2009/eC and repealing Commission Decision 2009/78/eC, oJeU L 331, 
15/12/2010, p. 48.

 Regulation (eU) No 1095/2010 of the european Parliament and of the Council 
of 24 November 2010 establishing a european supervisory Authority (european 
securities and Markets Authority), amending Decision No 716/2009/eC and 
repealing Commission Decision 2009/77/eC, oJeU L 331, 15/12/2010, p. 48.
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(1) the FsMA is also in charge of prudential supervision of : (i) UCI management companies, (ii) portfolio management and investment advice companies, and (iii) institutions for 
occupational retirement provision.

(2) the Bank and the FsMA must produce a report by no later than 31 December 2013 which will form the basis for the decision on transferring the prudential supervision of 
these institutions to the Bank.

2.1.2 the new supervision architecture for the 
Belgian financial sector – Introduction of the 
“twin peaks” model

Following the review of financial sector supervision 
in europe, a similar process took place in Belgium on 
changes to the prudential supervision architecture.

on the basis of the recommendations of the special 
Commission (1) and the Lamfalussy Committee (2), and 
drawing inspiration from developments in other eU coun-
tries, the Belgian authorities decided to make changes 
to the supervision of the financial sector, and more spe-
cifically the interaction between the Bank and the former 
Banking Finance and Insurance Commission (CBFA), 
switching to a “twin peaks” model. the foundations 
of the new architecture were laid by the Law of 2 July 
2010 (3), known as the “twin Peaks” Law.

In view of the radical impact of this reorganisation (par-
ticularly the need to amend more than 25 current laws), 
it was decided to conduct this restructuring in two stages. 

the first – transitional – stage saw the establishment of 
the Committee for systemic Risks and system-relevant 

Financial Institutions (CsRsFI). Chaired by the Governor of 
the Bank, it comprised members of the boards of direc-
tors of the Bank and the CBFA. the CsRsFI was opera-
tional from 21 october 2010 to 31 March 2011. It was 
responsible for the surveillance of systemic risks and the 
prudential supervision of systemically important financial 
institutions (sIFIs).

the new supervision model proper was established by the 
promulgation of the Royal Decree of 31 March 2011 (4). 
this massive decree conferring special powers entered 
into force on 1 April 2011.

since that date, financial supervision has been based on 
two pillars. one pillar is the Bank, which will from now 
on perform the various macro-prudential and micro-
prudential supervision functions, and the other is the 

(1) Final report of the High Level Group on a New Financial Architecture, 16 June 
2009.

(2) Report by the special Commission set up to examine the financial and banking 
crisis, Parl. Doc. Chamber 2008-09, doc.52, no.1643/002.

(3) Law of 2 July 2010 amending the Law of 2 August 2002 on the supervision 
of the financial sector and financial services, and the Law of 22 February 1998 
establishing the organic statute of the National Bank of Belgium, and containing 
miscellaneous provisions (M.B. 28 september 2010). see in particular Article 26, 
§ 1, of that law.

(4) Royal Decree of 3 March 2011 implementing changes to the financial sector 
supervision structures (M.B., 9 March 2011).
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“new CBFA”, renamed the FsMA, responsible for super-
vising financial markets investment instruments, financial 
product marketing, and the rules of conduct applicable to 
financial sector players, and protection for consumers of 
financial services.

the allocation of powers between the Bank and the 
FsMA features strict separation between the supervision 
of prudential provisions and that of the rules of conduct. 
the aim of prudential supervision is to examine whether 
financial institutions are capable of meeting their com-
mitments, and thus to guarantee that they are properly 
organised and sound. that supervision concerns the 
rules on organisation, solvency, profitability and liquid-
ity. Whereas micro-prudential supervision looks at indi-
vidual financial institutions, macro-prudential oversight 
considers the financial system as a whole, including the 
interconnections between financial institutions. It aims 
to prevent the emergence of tension in the system as a 
whole, notably by keeping watch over financial stability 
and supervising sIFIs. the rules of conduct are intended to 
ensure honest, fair and professional treatment for inves-
tors, customers and other parties concerned. supervision 
of the rules of conduct aims to protect these persons by 
ensuring compliance with the requirements concerning 
due care in their treatment and the integrity and expertise 
of the financial institution.

As a result of the new allocation of powers regarding 
financial supervision, since 1 April 2011 the Bank’s exist-
ing functions have been extended to include the indi-
vidual prudential supervision of the following financial 
system players :
– credit institutions ;
– investment firms with the status of brokerage firms ;
– insurance companies ;
– reinsurance companies ;
– clearing institutions ;
– settlement institutions and the equivalent ;
– payment institutions ;
– electronic money institutions ;
– surety companies.

In the case of the institutions listed above, the Bank 
has taken over the prudential supervision powers of the 
former CBFA and the CsRsFI, which ceased to exist on 1 
April 2011.

the Bank is responsible for licensing these institutions, and 
for ensuring subsequent compliance with the licence con-
ditions. If appropriate, it may impose remedial measures, 
revoke licences or implement winding up and restruc-
turing procedures. the Bank also acts as a supervisory 
authority under the anti-money laundering regulations (1).

It should be noted that the category introduced by the 
“twin Peaks” Law comprising sIFIs (institutions which 
used to come under the CsRsFI) still applies in the final 
architecture, as the specific powers of the CsRsFI in 
regard to these institutions have been transferred to the 
Bank (2). systemic financial institutions thus have to inform 
the Bank of their proposed strategic decisions. the Bank 
may oppose any plan which it considers contrary to a 
sound and prudent policy on the part of the institution, 
or if it risks upsetting the stability of the financial system. 
In addition, the Bank may impose specific measures if it 
considers that an institution presents an inappropriate 
risk profile or if the policy which it adopts could have a 
negative impact on the stability of the financial system. 
those measures may, in particular, take the form of special 
requirements concerning solvency, liquidity, risk concen-
tration and risk exposures. 

to enable the Bank to exercise these powers, the sIFIs 
have to report to the Bank on developments concerning 
their activities, their risk profile and their financial situa-
tion under specific reporting requirements imposed on 
these institutions.

In the supervisory spheres for which it is responsible, the 
Bank may issue regulations to supplement the laws or reg-
ulations on technical points (3). these regulations only take 
effect following their approval by Royal Decree and their 
publication in the Moniteur belge / Belgisch staatsblad. 
Apart from this regulatory power, the Bank may also issue 
circulars addressed to institutions subject to its supervi-
sion, clarifying a particular rule or practice applicable.

As already stated, on 1 April 2011 the CBFA was renamed 
the FsMA. that name corresponds better to its new tasks, 
namely : financial market supervision, financial product 
supervision and supervision of certain financial players, 
some of whom are also subject to prudential supervision 
(institutions for occupational retirement provision, UCI 
management companies, and portfolio management and 
investment advice companies), supervision of the rules of 
conduct, and contribution to the financial education of 
savers and investors.

obviously, the Bank and the FsMA will continue to work 
closely together and exchange information in order to 
ensure the surveillance and prudential supervision of the 
financial system.

(1) Law of 11 January 1993 on prevention of the use of the financial system for the 
purpose of money laundering and terrorist financing.

(2) Article 36/3 of the Law of 22 February 1998 establishing the organic statute of 
the National Bank of Belgium.

(3) see Article 12bis, § 2, of the Law of 22 February 1998 establishing the organic 
statute of the National Bank of Belgium.
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2.2 International and national 
developments

2.2.1 International developments

the unprecedented financial crisis which erupted in 2007 
did not only lead to a reform of the financial sector super-
vision architecture in europe and in Belgium, but also 
uncovered weaknesses in the regulation and supervision 
of the financial sector and, in general, shortcomings in 
the international financial and monetary system. In view 
of the interdependence of the financial markets and the 
global economy, it was essential to initiate financial sector 
reforms at international level. Moreover, that international 
coordination is crucial for reducing the scope for regula-
tory arbitrage and ensuring a level playing field. 

In that context, since the first summit in Washington in 
November 2008, the G20 heads of state and government 
have met on multiple occasions to redesign the strategic 
profile of the new global financial architecture and to 
ensure sustainable, more balanced global growth which 
creates jobs. the Financial stability Board (FsB) was made 
responsible for developing and promoting the implemen-
tation of efficient financial regulation and supervision. It 
was also given the task of coordinating, at international 
level, the work of the national authorities and the various 
international bodies concerning financial regulation and 
supervision, such as the Basel Committee on Banking 
supervision. the responsibilities of the International 
Monetary Fund (IMF) were extended to include the multi-
lateral surveillance of external imbalances. 

In 2010, substantial progress was made in the sphere of 
financial regulation, with the key agreement concluded on 
20 November 2010 between the G20 heads of state and 
government, concerning reinforcement of the prudential 
rules on solvency and liquidity, on the basis of the work of 
the Basel Committee. the aim of these new rules, known 
as Basel III, is to improve the ability of the banking sector 
to absorb shocks in a crisis situation and thus enable the 
sector to continue performing its financial intermediation 
role, while reducing government intervention. the new 
measures concerning solvency aim to improve the quality 
and quantity of the capital required, to increase interna-
tional harmonisation and to ensure better risk coverage. 
Regarding liquidity, the Basel Committee introduced two 
minimum standards. the first aims to assess whether a 
credit institution can survive a one-month period of stress 
without having to resort to exceptional assistance. the 
second aims to ensure that the assets of credit institu-
tions are funded by stable resources. the Basel III rules 
are set out in more detail in sections 2.2.2 and 3.2.2 of 

this Report. the G20 heads of state and government have 
undertaken to implement these measures in accordance 
with the timetable set by the Basel Committee.

In 2011, the practical progress on reforms was overshad-
owed somewhat by the sovereign debt crisis in europe, 
and it was not possible to arrive at specific, precise deci-
sions in all the priority spheres initially fixed by the G20. 
Nevertheless, during the year under review decisions were 
taken on four points, including at the summit of heads of 
state and government in Cannes on 3 and 4 November. 

First, recent experience has shown that many financial 
institutions, and particularly sIFIs, did not hold sufficient 
own funds to cope with periods of crisis. Nevertheless, 
these large institutions are ‘too big to fail’ and, in the 
event of financial difficulties, the public authorities have 
to intervene to avoid jeopardising financial stability. In 
order to reduce the risk of a financial crisis and the risk 
of moral hazard for these entities, the G20 agreed on a 
set of measures aimed at reinforcing the supervision and 
regulation of global systemically important financial insti-
tutions (G-sIFIs), in accordance with the FsB’s recommen-
dations (1). this new overall scheme provides in particular 
for increased capital requirements from 2016, the amount 
ranging between 1 % and 2.5 % (in percentage of the 
risk-weighted assets) depending on the systemic charac-
ter of the institution in question. this requirement will be 
phased in from 1 January 2016 and become fully opera-
tional from 1 January 2019. An additional amount of 1 % 
may also be imposed on institutions which increase their 
systemic importance. these supplementary standards are 
to permit the absorption of losses and thus reduce the 
cost of public intervention. In addition, this new frame-
work provides for tighter, more effective supervision as 
well as requirements relating to cross-border cooperation 
and the development of recovery and resolution plans. In 
November 2011 the FsB published the list of 29 G-sIFI’s 
which will have to comply with the new rules. this list 
will be updated annually in November. In the case of 
Belgium, Dexia is the only institution listed. However, the 
list was compiled on the basis of 2009 data, before the 
Franco-Belgian group was dismantled, so that Dexia will 
be deleted from the list. An initial, general assessment of 
the implementation of these measures at national level is 
planned for the end of 2012. In accordance with Article 
36/3, §2, of the Bank’s organic Law, the Bank has also 
established a methodology consistent with the one devel-
oped at international level in order to identify national 
systemic institutions (see section 3.1.3).

(1) see in particular the FsB document “Policy Measures to Address systemically 
Important Financial Institutions”, 4 November 2011
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Next, over-the-counter (otC) derivatives markets may 
entail significant risks to the stability of the global 
financial system in view of their size and the lack of 
transparency in this type of market. these shortcomings 
were highlighted, in particular, by the failure of Lehman 
Brothers. In that context, in 2009 the G20 undertook to 
regulate these markets. At the summit in Cannes, the 
G20 heads of state and government reiterated their firm 
resolve to ensure that otC derivatives contracts are traded 
on exchanges or electronic trading platforms, and cleared 
through central counterparties by the end of 2012. these 
contracts must also be recorded in central databases, 
thus facilitating transparency and supervision (see section 
2.2.5). In order to encourage banking institutions to use 
central counterparties, non-centrally cleared contracts will 
be subject to higher capital requirements. In view of the 
FsB‘s findings on progress so far (1), it will be necessary 
to act quickly to take important measures, particularly in 
terms of legislation, in order to achieve the aims set by 
the G20. the FsB’s otC Derivatives working group will 
have the task of actively monitoring the consistency of the 
implementation of these reforms. 

third, the reforms of the credit institution regulations 
would be pointless if the shadow banking system were 
left unregulated. Failure to regulate these entities could 
in fact result in significant regulatory arbitrage and might 
encourage the regulated financial institutions to circum-
vent the rules applicable to them by developing their 
activities via the shadow banking system. According to 
the data collected by the FsB, these entities represent 
around $ 60 000 billion, or roughly 50 % of bank assets. 
In view of their importance and their close links with the 
regulated banking system, these institutions may be a 
major source of systemic risks. In order to avoid these 
perverse effects, the G20 heads of state and government 
decided to strengthen the regulation and oversight of the 
shadow banking system, in accordance with the FsB’s 
recommendations (2). the FsB has identified five spheres : 
(i) banks which interact with institutions in the shadow 
banking system, (ii) money market funds, (iii) other 
shadow banking system entities, (iv) securitisation, and (v) 
securities lending activities. However, the technical details 
have yet to be established and the FsB will continue work-
ing on the subject, though there could be changes in the 
future, depending on financial innovation.

Fourth, remuneration practices have contributed to the 
sometimes excessive risk-taking by financial institutions, 
thus exacerbating the crisis. In this context, back in 2009 
the FsB (3) issued standards to strengthen governance and 
the transparency of remuneration, to bring remuneration 
more into line with risk management. At the end of 2009, 
the former CBFA set out these principles in a circular (4). 
In europe, remuneration policy has been subject to more 
stringent rules since 1 January 2011 (5).

Although the FsB, in monitoring peer reviews (6), has 
reported progress in the implementation of the principles 
and standards concerning remuneration practices, over 
40 % of the jurisdictions which are members of the FsB 
still do not respect these new rules. the G20 therefore 
repeated its desire to see the FsB standards implemented 
as quickly as possible. the G20 also agreed on the need 
to consider supplementary guidelines on the defini-
tion of “significant risk takers” and on their scope (see 
section 2.2.7). 

Important progress was likewise achieved in regard to 
the control of money laundering and terrorist financing, 
with increasing numbers of Member states adopting the 
principles spelt out by the FsB (see section 2.2.6). the 
G20 heads of state and government also drew atten-
tion to the importance of the work relating to (i) reduc-
ing the reliance of authorities and financial institutions 
on external credit ratings, (ii) international accounting 
standards (see section 2.2.9), and (iii) the coordinated 
implementation of macro-prudential policy tools and 
frameworks in order to limit the accumulation of risks in 
the financial sector. 

Following the decisions of the G20 heads of state and 
government, the surveillance and monitoring of the 
implementation of the financial regulation reforms will 
be stepped up. the FsB, in collaboration with other 
international bodies, is responsible for coordinating and 
monitoring the implementation of the various reforms. 
Monitoring will take the form of a scoreboard, which 
will be presented annually to the G20 heads of state and 
government and report on progress made and shortcom-
ings identified. 

the governance of the FsB will also be reviewed. the FsB 
will be given an appropriate institutional basis with legal 
personality. the composition of the steering Committee 
will be revised to include representatives of the chairman-
ship of the G20 and members of the leading financial 
systems, as well as regions and financial centres not cur-
rently represented. Regional groups will thus be created, 
permitting greater representativeness. Belgium is now 
part of the european Regional Group.

(1) second progress report on otC derivatives market reforms implementation, 11 
october 2011.

(2) shadow Banking : strengthening oversight and Regulation, Recommendations of 
the Financial stability Board, 27 october 2011. 

(3) Principles of sound Compensation Practices, 2 April 2009. 
(4) Circular 2009_34 of 26 November 2009.
(5) Directive 2010/76/eU of the european Parliament and of the Council of 24 

November 2010 amending Directives 2006/48/eC and 2006/49/eC as regards 
capital requirements for the trading book and for re-securitisations, and the 
supervisory review of remuneration policies, oJ L 329 of 14 December 2010.

(6) Follow-up peer review on compensation practices, 11 october 2011. 
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2.2.2 Capital requirements and Basel III framework

In July 2009, as an initial response to the financial crisis, 
the Basel Committee formulated some proposals, known 
as Basel 2.5, intended to strengthen the capital require-
ments relating to securitisations and the market risks of 
the trading book. those proposals were incorporated in 
european Directive 2010/76/eU (Capital Requirements 
Directive or CRD III) which had to be transposed by the 
eU Member states by the end of 2011. In regard to the 
rules on securitisation, the CRD III introduced specific risk 
weightings for re-securitisations. these are higher than 
those applicable to traditional securitisations, in order 
to take account of the increased risk of such exposures. 
Also, in regard to Asset-backed Commercial Paper (ABCP) 
programmes, the directive no longer permits institutions 
to use the external ratings accorded to commercial paper 
if they also provide support for the ABCP programme, e.g. 
via a liquidity line. 

In the case of the trading book, the changes introduced 
by CRD III mainly affect the treatment of the specific expo-
sure risk and the qualitative and quantitative requirements 
applicable to internal models. In that context, the directive 
introduces a higher weighting for default risk and migra-
tion risk. the specific risk relating to equity exposures is 
increased from 4 % to 8 %. Regarding the use of internal 
models for both specific and general risks, the directive 
requires institutions to calculate an additional capital 
requirement based on the value-at-Risk (vaR) in periods 
of financial market tension (stressed vaR). 

the directive also stipulates that the treatment of trad-
ing book securitisations and re-securitisations must be 
aligned with that of the banking book. However, in this 
connection the directive grants a transitional period up 
to 31 December 2013, in which institutions will calcu-
late their capital requirements on the basis of the maxi-
mum requirements obtained on net long positions or 
net short positions. In addition, the directive introduces 
specific treatment for activities based on correlation 
trading.

Finally, the CRD III extended until the end of 2011 the 
provision of Directive 2006/48/eC whereby the capital 
requirements calculated by means of an internal model 
approved by the supervisory authority must not be less 
than 80 % of the requirements calculated by the stand-
ardised methods specified in the directive. this directive 
also extended to assets recorded at fair value outside the 
trading book the obligation to make supplementary value 
adjustments to take account of the uncertainty associ-
ated with the valuation already specified for trading book 
positions.

these provisions were implemented in the Bank’s regu-
lation of 15 November 2011 on the capital of credit 
institutions and investment firms, but at the end of the 
period under review it had not yet been endorsed by royal 
decree.

At the end of 2010 the Basel Committee on Banking 
supervision formulated additional proposals for strength-
ening the international prudential standards on solvency 
and introducing uniform liquidity requirements.

these proposals, approved by the Group of Governors 
and Heads of supervision and agreed by the G20 in 
November 2010, formed the subject of two documents 
published by the Basel Committee, entitled “Basel III : a 
global regulatory framework for more resilient banks and 
banking systems’, which essentially deals with solvency 
standards, and “Basel III : International framework for 
liquidity risk measurement, standards and monitoring’”, 
which deals with liquidity standards.

these new solvency and liquidity standards are a key 
step towards strengthening the soundness of the bank-
ing sector after the financial crisis. the aim is to improve 
the sector’s ability to absorb losses in an economic or 
financial crisis, and to be able to continue lending to 
economic agents. these proposals supplement the Basel 
Committee’s proposals on governance, risk management, 
market transparency and resolution mechanisms of inter-
national banking groups.

on 20 July 2011, following publication of the Basel 
Committee proposals, the eC also published its proposal 
for a european directive and a european regulation to 
implement the Basel III rules in the eU. the negotiations 
on that text between the eC and the Council began in the 
fourth quarter of 2011.

the eC proposal has two main aims.

the first concerns maximum harmonisation of the rules 
applicable by credit institutions in regard to solvency and 
liquidity with a view to creating a single internal market 
in financial services. to that end, the eC proposes abolish-
ing, as far as possible, the current national discretionary 
powers in the banking directive, but also replacing part 
of the directive by a european regulation directly appli-
cable to credit institutions in order to achieve maximum 
harmonisation. the provisions which the Member states 
must apply, particularly those defining the powers of the 
competent authorities such as the powers to impose pen-
alties or, in certain circumstances, to stipulate additional 
requirements concerning capital or liquidity, will be set 
out in a minimum harmonisation directive. the european 
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regulation will contain the provisions directly applicable 
to credit institutions, notably the minimum capital and 
liquidity standards and the methods of calculating those 
standards. In practice this means that Member states will 
have less freedom to impose more stringent standards 
for the sector as a whole regarding the minimum capital 
and liquidity requirements. However, they will be able 
to impose additional requirements for both capital and 
liquidity, either via the ‘pillar 2’ approach, i.e. for individual 
institutions, to take account of their specific risk profile, or 
by stipulating an additional capital buffer. this proposal 
aimed at maximum harmonisation is still being debated by 
the eC and the eU Member states. Although the approach 
aimed at setting out in a regulation the provisions appli-
cable to credit institutions has the advantage of creating 
a harmonised framework at european level, it restricts 
the Member states’ ability to intervene by preventing 
them from increasing the capital or liquidity requirements 
in general for the sector as a whole, where that proves 
necessary to prevent the emergence of systemic risks, 
and in particular if that were recommended by european 
authorities such as the eBA or the esRB. some Member 
states consider that the primary responsibility for prevent-
ing systemic risks rests with the national authorities, as the 
cost of a financial crisis is essentially borne by the Member 
state concerned, so that the Member states must have 
all the necessary macro-prudential tools at their disposal.

the second aim of the eC proposal is to transpose the 
Basel III standards into european law, taking account of 
europe’s specific characteristics. the content of the text 
which is spelt out below essentially covers the new defini-
tion of the regulatory capital, the new calibration of the 
minimum requirements, the introduction of the additional 
capital buffer, the introduction of a liquidity coverage 
ratio (LCR) which is advisory until 1 January 2015 and 
compulsory thereafter, the introduction of a leverage ratio 
under pillar 2, with the intention of making it compulsory 
after 2018, and the transitional measures proposed by 
the Basel Committee. the Basel Committee proposals on 
institutions presenting a systemic risk to global financial 
stability are not included in the eC proposal, but should 
be introduced later. Moreover, the eC is still working on its 
proposal for a directive concerning a crisis management 
and resolution framework in europe (see section 2.2.3). 
this proposal for a directive should take account of cer-
tain Basel Committee proposals, particularly those on the 
possibility of converting subordinated debt instruments 
(or tier 2) and, if appropriate, senior debts (bail in) into 
common equity tier 1 capital – (Cet1) comprising ordi-
nary shares and reserves.

the new eC proposals on solvency essentially aim to 
reinforce the quality and quantity of the required capital, 

to ensure better risk coverage by means of appropriate 
requirements, and to introduce macro-prudential ele-
ments into the solvency standards in order to limit the 
systemic risks resulting from procyclicality and intercon-
nections between financial institutions.

the crisis was a reminder that the risks needed to be 
covered by good quality capital, with the losses being 
absorbed first by the capital and reserves. It was also 
found that the definitions of own funds were inconsistent 
between countries, and that there was a lack of transpar-
ency regarding the true quality of the capital of financial 
institutions.

the eC proposes a revision of the definition of own funds, 
placing the emphasis on the concept of Cet1 which 
comprises exclusively the capital represented by shares 
fulfilling certain eligibility criteria and the reserves. the 
eC proposal is slightly different from that of the Basel 
Committee as the latter explicitly proposes accepting 
only ordinary shares in Cet1. that results from the lack 
of a uniform definition of “ordinary share” at european 
level, taking account of the differences in company law 
between Member states. the eC also proposes harmonis-
ing the deductions and adjustments to be applied to the 
own funds, e.g. the deduction of goodwill or investments 
in other financial institutions, by generally applying them 
at the level of Cet1. In contrast, the european draft pro-
vides for the possibility of consolidating insurance compa-
nies instead of deducting investments in them, in accord-
ance with the Basel Committee proposal, in order to take 
account of the structure of european financial groups 
which develop banking and insurance activities jointly.

In addition to the components of Cet1, institutions will still 
be able to take account of hybrid debt instruments in con-
stituting their capital in the strict sense, or tier 1, provided 
those instruments are perpetual, offer total flexibility regard-
ing the payment of remuneration, and permit the coverage 
of losses if necessary ; these then constitute the additional 
tier 1 capital. this new definition of tier 1 capital and Cet1 
is much stricter than the current definition in that the ele-
ments to be deducted from the capital have been extended 
(to include deferred taxes, in particular), prudential adjust-
ments which tended to increase the capital have been abol-
ished, and the eligibility criteria for capital instruments have 
been revised to ensure that they bear losses if the business 
continues as a going concern and in the case of liquidation. 
subordinated instruments with a minimum maturity of 
5 years may still be taken into account to calculate the total 
own funds forming the tier 2 capital.

In its proposal, the eC takes account of the Basel 
Committee proposals aimed at reinforcing the capital 
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requirements for credit risks on activities in derivatives by 
imposing a capital charge for potential losses of market 
value resulting from deterioration in the creditworthiness 
of the counterparty.

In order to take account of the systemic risk resulting from 
the interconnection between large credit institutions, 
particularly due to the derivatives market, the capital 
requirements relating to interbank exposures were also 
increased. At the same time, incentives are provided for 
the use of centralised clearing institutions for derivatives 
business, in order to reduce the credit risk. 

to limit the procyclical effect of the solvency stand-
ards, the eC proposes requiring institutions to form a 
capital buffer in excess of the minimum requirement. 
Institutions would have to have a minimum fixed Cet1 
buffer called the capital conservation buffer, in addi-
tion to the minimum required. supervisors could decide 
to increase this buffer in the event of excessive credit 
growth in the economy by means of a second buffer, 
the countercyclical capital buffer. If the institution does 
not have sufficient capital to cover the minimum require-
ment and the stipulated buffer, the supervisor will 
impose restrictions on the distribution of dividends to 
shareholders. In the event of a crisis, the supervisor will 
also be able to decide to reduce the level of the required 
buffer in order to enable the banking sector to continue 
lending to economic agents. 

one point to emerge from the financial crisis was that a 
number of institutions increased their debt ratio exces-
sively during the growth period which preceded the crisis. 
However, they had to reduce that debt rapidly when 
the crisis erupted. In order to limit this risk of rapid debt 
reduction (deleveraging), in accordance with the Basel 
Committee proposals the eC proposes the eventual impo-
sition of an additional debt ratio limiting the total volume 
of credit during growth periods. Initially, this ratio will 
not be binding, so that its calibration can be refined. the 
ratio will supplement the institution’s solvency ratio and 
will compare the total volume of the business – calcu-
lated in simplified form on the basis of gross accounting 
data – with the capital. the debt ratio will limit the risk of 
error associated with the modelling of the risk volume by 
means of risk weightings or parameters (in particular the 
risk of default and the loss in the event of default) in the 
calculation of the solvency ratio. the minimum level of the 
debt ratio is not defined in the eC proposal, whereas the 
Basel Committee had proposed a level of 3 %. that is jus-
tified since this ratio would have to be applied as a guide, 
pending finalisation of its calibration, until 1 January 
2018, the date on which it would become a compulsory 
minimum ratio. 

Under the current requirements, the total capital must 
cover 8 % of the risk-weighted assets. Also, half of the 
total capital must consist of tier 1 capital, half of which 
may comprise additional tier 1 capital,. In practice, this 
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means that, on the basis of the european directives, the 
minimum core tier 1 ratio is 2 % and the tier 1 ratio is 4 %. 

From its analysis of the banking crises, the Basel Committee 
concluded that this level of requirement was insufficient 
to ensure that institutions were sufficiently resilient to 
these crises. the Basel Committee therefore proposed 
a new calibration of the minimum requirements, fixing 
the minimum level of the required Cet1 at 4.5 % of the 
risk-weighted assets, while the minimum level of the 
tier 1 capital will be 6 % and the minimum level of the 
total own funds will be 8 %. In addition to this minimum 

required level there is a conservation buffer of 2.5 % to 
be covered by the Cet1, which in practice increases the 
amount of Cet1 to be constituted at any time to 7 %. 
In the event of excessive credit growth, a countercyclical 
buffer must be formed of up to 2.5 % of Cet 1. In prac-
tice, these new minimum levels are at least three times the 
current requirements. As stated in section 2.2.1, systemic 
financial institutions (sIFIs) will have to meet an additional 
requirement ranging from 1 % to 2.5 % of Cet1. the eC 
is also to add to its proposal in this respect. In 2010 the 
Basel Committee conducted a study on the impact of 
these new standards (see box 4).

Box 4 –   Results of the quantitative impact studies (QIs), conducted in 
connection with Basel III

In December 2010, in connection with the implementation of Basel III, the Basel Committee on Banking supervision 
published a quantitative impact study (QIs) examining the impact on the global banking system of these new rules 
on the quality and level of capital, improvements to risk assessment, restriction of excessive leverage, and liquidity. 
this exercise, conducted by 263 banks in 23 countries, 94 of them having tier 1 capital in excess of € 3 billion, 
being internationally active and well diversified (Group 1 banks), was based on figures as at the end of December 
2009. A similar exercise was conducted at european level.

the exercise took no account of transitional measures, such as the gradual introduction of deductions and new 
capital ratios. It assumed full and immediate application of the new Basel III rules at the end of 2009, excluding 
any possible action by the banks, notably in terms of raising capital, adjusting the portfolio or reserving the profits 
generated. 

on the basis of these very strict assumptions, the average Cet1 ratio was 5.7 % for Group 1 banks and 7.8 % for 
Group 2 banks (comprising banks not belonging to Group 1). 

In relation to the minimum of 7 % Cet1 per institution, which includes the minimum requirement of 4.5 % and 
the capital conservation buffer of 2.5 %, the overall capital shortfall at the end of 2009 was € 577 billion for the 
Group 1 banks and € 25 billion for those in Group 2.

In comparison with the current tier 1 ratio, the Cet1 ratio under the Basel III rules is greatly influenced by the 
changes to the definition of eligible capital and, to a lesser extent, those concerning the calculation of the risk-
weighted assets. the increase in the risk-weighted assets has a greater impact on Group 1 institutions (23 % on 
average) than on banks in Group 2 (4 % on average).

the debt ratio averaged 2.8 % for Group 1 banks and 3.8 % for Group 2 banks. these ratios should be compared 
with the current advisory minimum of 3 %.

since that exercise, the banks have continued to increase the level of their capital by issuing shares or reserving 
profits. they have also modified the structure of their portfolio. Nonetheless, the current economic climate 
means that it is not easy to comply promptly with the new Basel III requirements. It is therefore important for 
the banks to take the necessary measures to meet the new solvency and debt level requirements as soon as 
possible.

4
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the quantitative impact studies organised by the Basel Committee also examined the positions of the participating 
banks in regard to the two harmonised liquidity standards which it had developed. these are the liquidity coverage 
ratio (LCR) and the net stable funding ratio (NsFR), intended to ensure that both the short-term liquidity and the 
more structural liquidity position of credit institutions are sufficiently sound (see also section 3.2.2).

the results concerning the LCR show that the sample of participating banks had a liquid asset buffer which 
enabled them, on average, to meet 83 % (Group 1 banks) and 98 % (Group 2 banks) of their funding needs in 
the event of the simulated scenario. Almost half (46 %) of the participating banks already had an adequate liquid 
asset buffer to respect the LCR. those buffers consist largely of cash (5 %), reserves at the central bank (19 %) and 
government bonds with a zero weighting according to the standardised Basel II approach to credit risk. For the 
Belgian banks taking part, this ratio generally seems to be stricter than the Belgian regulatory ratio in regard to 
stress tests. Although these two standards are based on the same methodology and aim to ensure that the bank 
has an adequate liquidity buffer to withstand a one-month crisis scenario, there are differences between the two 
ratios in a number of parameters defining the volume of the liquidity buffer and the crisis scenario. the Basel III 
ratio does not allow the liquidity buffer to include all assets used by credit institutions as collateral in transactions 
with the central banks, and that is the main reason why some credit institutions will still need to make an effort 
to respect the LCR on its scheduled entry into force at the beginning of 2015. to achieve that, the banks may, 
in particular, adjust the composition of their liquidity buffer, reduce the short-term funding which they obtain 
from the market, or reduce the potential liquidity need associated with off balance sheet activities. overall, the 
introduction of the Belgian stress test ratio already seems to have triggered efforts to improve the liquidity position 
of Belgian credit institutions, and that will also ease the transition to the LCR. However, the sovereign debt crisis 
is hampering additional measures to improve the short-term liquidity position.

the results of the impact study also indicate that the participating Belgian and foreign banks which make extensive 
use of retail customers’ deposits already satisfy the second Basel III ratio, the NsFR. At the end of 2009, this ratio 
averaged 93 % and 103 % respectively for the international sample of participating banks in Groups 1 and 2. that 
ratio is not expected to come into force until the beginning of 2018, so that institutions which do not satisfy it will 
have time to take steps to strengthen their structural liquidity position.

2.2.3 Changes in the crisis management framework

In 2010, Belgium improved its banking crisis management 
framework, via the Law of 2 June supplementing the 
recovery measures for credit institutions, insurance com-
panies and clearing institutions. the degree to which that 
framework will require revision in the coming months will 
depend partly on european developments on the subject.

A key element of this debate should be the eC proposal 
for a directive on crisis management, not yet published, 
which largely concerns the banking sector. this proposal 
for a directive should harmonise the approaches of 
national authorities in various respects, tackling the whole 
crisis management sequence, from crisis preparation and 
prompt intervention to resolution and the correspond-
ing funding. It will address an essential element of crisis 
preparation, namely recovery and resolution plans. these 
plans should ensure that both credit institutions and their 
authorities are better prepared for a crisis, by exploring 

in advance the various options potentially available for 
managing a crisis. In normal times, these plans contribute 
to identify and address the obstacles to orderly resolution. 
In addition, the proposal for a directive aims to harmonise 
the powers of the authorities responsible for supervi-
sion and resolution, both in a pre-crisis context when 
preventive measures may prove necessary, and in a crisis 
requiring the implementation of curative and resolution 
measures. the eC proposal could considerably increase 
the powers of most national resolution authorities, as 
it could provide, in the last resort, for the possibility of 
involving creditors in the event of a crisis (bail in), rather 
than national authorities (bail out). Moreover, it should 
provide mechanisms for coordination between national 
authorities in the event of cross-border measures being 
implemented, and a mediation role for the eBA in the 
case of disagreements between national authorities. 
similarly, these proposals should include a section on crisis 
financing, via the establishment of resolution funds per-
mitting an orderly resolution which would not destabilise 
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the financial system. these funds would act as a supple-
ment to the deposit guarantee funds.

Finally, attention should also be drawn to the european 
initiatives aimed at greater harmonisation of the opera-
tion of deposit guarantee schemes and an increase in 
their intervention capability. the eC proposal for a direc-
tive likewise aims to offer depositors the same protec-
tion throughout europe. In addition, it provides for the 
establishment of cross-border cooperation mechanisms 
between national protection funds.

2.2.4 Insurance

develoPmenTs in The eu : solvency ii

In recent years the european insurance sector has under-
gone a number of fundamental changes. the difficult 
circumstances facing the sector at the start of the past 
decade, and the shortcomings in the current regulatory 
and supervisory framework (solvency I), prompted the 
regulators to change the way in which the solvency posi-
tion of insurance companies will be regulated. In contrast 
to the rules specifying the capital requirements for banks, 
based on the Basel framework developed by the Basel 
Committee, the solvency framework for insurance and 
reinsurance companies is a purely european matter.

the european Parliament and the european Council 
approved the solvency II Framework Directive on 
25 November 2009, and were thus able to take account 
of the impact of the financial crisis. that text, officially 
presented by the eC on 10 July 2007, embodies the basic 
principles of a new solvency regime geared entirely to 
the risk profile of insurance and reinsurance companies, 
and replacing the requirements of the current solvency I 
framework. At the same time, this directive comprises a 
recasting of the principal existing directives for the insur-
ance sector. solvency II will apply to all insurance and 
reinsurance entities in the eU (around 5 000 companies 
and mutual insurance associations). 

With the solvency II regime, the eC aims to harmonise the 
application of regulations, increase the integration of the 
eU insurance market, further enhance the effectiveness of 
consumer protection, and make the sector more competi-
tive. the current regulations are considered to be out of 
date as they are not forward-looking, they do not cover 
all the risks and do not provide a genuine incentive for 
companies to improve their risk management. Moreover, 
the existing regulations did not introduce a uniform 
method of calculating the technical provisions, the capital 
requirements are insensitive to the underlying risks and, 

furthermore, they are counterintuitive in that greater pru-
dence in the assessment of the technical provisions drives 
up the capital requirements. Finally, the requirements con-
cerning good corporate governance, risk management 
and internal controls are not sufficiently precise.

the solvency II Directive is based on a number of key 
elements :
–  consistency with economic reality, which means con-

sistent valuation of the assets and liabilities at market 
prices ;

–  risk sensitiveness, which implies that the capital require-
ments are tougher the greater the risks facing the 
company ;

–  a 3-pillar architecture with quantitative, qualitative 
and disclosure requirements promoting better risk 
management ; 

–  compatibility with other international provisions such 
as those developed by the International Accounting 
standards Board (IAsB), the banking regulations and 
the international insurance supervision standards.

the solvency II Directive is a framework directive and 
therefore confines itself to setting out the main princi-
ples to be developed in the implementing measures and 
eIoPA guidelines and recommendations. In June 2011 
the eC ended its informal consultation of the Member 
states on the measures for implementing the solvency 
II Directive. In the autumn of 2011, a draft text of these 
implementing measures was submitted to the Member 
states for information. However, the enforcement meas-
ures proposed in the solvency II Directive are still subject 
to change, since they were based on a text of the directive 
which has not been finalised. the omnibus II Directive will 
amend the solvency II Directive and modify its content, in 
particular by introducing a number of transitional provi-
sions. the discussions between the eC, the Council and 
the european Parliament, known as the “trialogue”, with 
a view to adoption of the omnibus II Directive are to start 
in April 2012. In principle, the omnibus II Directive should 
enter into force at the end of 2012. It lays down the fol-
lowing principles :
–  the solvency II Directive is to be transposed either 

before 1 January 2013 or before 31 March 2013 ;
–  the new prudential rules will be phased in during 2013 ;
–  in regard to a number of points requiring the approval 

of the supervisory authority, such as the use of an inter-
nal model and undertaking-specific parameters, the 
approval process will begin in June 2013 ; 

–  the regime will enter into force in full on 1 January 
2014.

During 2011, eIoPA continued to work on techni-
cal standards and recommendations detailing certain 
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implementing measures. the main recommendations 
and technical standards are to be finalised by the end of 
2012. For that purpose, it is planned to forward the tech-
nical standards to the eC in september 2012, following a 
consultation period which will take place in around May 
2012. this means that the technical standards supporting 
the implementing measures for the solvency II Directive 
will not be published before February 2013. 

the structure of solvency II is modelled on Basel II and is 
broadly similar for pillars 2 and 3. obviously, the quantita-
tive requirements of pillar 1 are specific to insurance.

Under the first pillar, the directive states that the technical 
provisions must be determined consistently in relation to 
market prices, and that they must be valued at an amount 
for which they could be transferred to another company. In 
regard to certain insurance liabilities, the financial markets 
offer instruments which replicate their cash flows (replicat-
ing portfolio). the valuation of such insurance liabilities 
equals the market value of such financial instruments. 
However, this type of valuation will be impossible for most 
insurance liabilities, in the absence of replicating financial 
instruments. the market-consistent valuation of these 
liabilities is the sum of the best estimate plus a risk margin.

the best estimate corresponds to the current weighted 
average value of the future cash flows. this means that 
any future cash flows must be weighted according to the 
cash flow probability, and that the cash flows must also 
be discounted using the relevant risk-free interest rate 
term structure. since the best estimate is an average and 
does not take into account the cost of holding capital 
against unexpected losses from the portfolio, it is rather 
unlikely that another insurer would take over the liabilities 
if only the best estimate is transferred. that is why, when 
determining the technical provisions, it is necessary to 
compensate the best estimate by a margin, known as the 
risk margin.

that margin is equal to the capital cost to the company of 
maintaining the insurance liabilities on the balance sheet 
(cost of capital). It is not easy to calculate, as future capital 
requirements have to be calculated according to clearly 
defined assumptions for the whole term of the liabilities.

the future cash flows are discounted by means of a risk-
free yield curve. For the purpose of calculating the provi-
sions, and particularly for modelling the cash flows, it is 
necessary to take account of all foreseeable factors which 
may influence the cash flows. to do that, the liabilities 
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have to be divided into homogenous risk groups. Next, it 
is necessary to examine the factors which may influence 
the cash flows of the risk group. For example, the cash 
flow modelling has to take account of expected mortality 
and disability rates, contract options and management 
interventions.

the directive contains two capital requirements : the 
solvency Capital Requirement (sCR) and the Minimum 
Capital Requirement (MCR). the sCR is defined as the 
capital needed to cover potential losses in the coming 
year with a confidence level of 99.5 %. the requirement 
can be set according to a standard formula, an internal 
model or a partial internal model.

the standard formula for calculating that requirement is 
modular in its structure. For each risk to which the com-
pany is exposed, the capital needed to achieve the required 
confidence level of 99.5 % is quantified. A capital require-
ment is thus set for each of the sub-modules, and these 
requirements are then aggregated by means of correlation 
matrices in order to obtain the overall capital requirement.

the probability of negative developments occurring simul-
taneously for all types of risks is very low. the overall 
requirement is therefore considerably less than the sum of 

the requirements for the various modules. the addition of 
the capital requirements by means of correlation matrices 
ensures that the overall capital requirement also meets the 
stipulated 99.5 % confidence level.

In regard to internal models, the directive lays down the 
criteria which the models must satisfy.

the MCR is the amount of capital below which the com-
pany’s risk is unacceptable. It is calculated via a formula 
and depends on the premiums and technical provisions, 
with a floor and a ceiling expressed as a percentage of the 
sCR. the MCR can be compared with a minimum capital 
requirement which, if not respected, triggers the immedi-
ate intervention of the supervisory authority in order to 
remedy the situation without delay.

Under the solvency II regime, the sCR must be respected, 
otherwise the supervisory authority intervenes and insists 
that the company must have a financial recovery plan in 
order to rectify the situation. If the company breaches 
the MCR, the supervisory authority takes more vigorous 
action and demands refinancing of the company in the 
short term. If that plan does not rectify the situation, the 
supervisory authority will withdraw the licence to pursue 
insurance activities. 

Chart 31 solvency ii PillAR 1 – summARy oF RequiRemenTs
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the directive specifies that the capital is to comprise two 
elements. one element consists of the basic own funds 
defined as the difference between the market value of 
the assets and the liabilities, and the other is the ancillary 
own funds, comprising off balance sheet elements which, 
subject to the approval of the supervisory authority, form 
part of the own funds, such as the uncalled subscribed 
capital. the elements of own funds are tiered according 
to the degree to which they are available or can be called 
up to absorb losses at all times.

the second pillar contains requirements regarding the 
method of organisation of the company and specifies vari-
ous aspects of the governance system : internal control, 
audit, actuarial function, risk management, fit & proper 
rules, and outsourcing. these rules are already largely 
familiar. Companies are also expected to conduct their 
own Risk and solvency Assessment to assess all the risks 
that they face and judge whether they have sufficient 
capital in relation to those risks.

the directive contains a number of other provisions on 
the way in which the supervisory authority exercises its 
powers (supervisory review process).

Finally, the third pillar states what must be disclosed to the 
public and reported to the supervisory authority, and the 
disclosure procedure. In its reporting to the supervisory 
authority, the company will have to produce a solvency 
and Financial Condition Report, the content of which is 
specified in the regulations.

IAIs developments

Apart from the work on solvency II, the Bank moni-
tors what is being done at international level by the 
International Association of Insurance supervisors (IAIs). 
special attention is devoted to the development of a 
common framework in order to improve the supervi-
sion of international insurance groups (the Common 
Framework for the supervision of Internationally Active 
Insurance Groups, or ComFrame). 

on 1 July 2010 the IAIs began developing ComFrame 
which should enable supervisory authorities to improve 
the effectiveness of cross-border group supervision and 
bring it into line with current developments in inter-
national insurance and reinsurance groups. ComFrame 
is to form the basis of better collaboration between 
supervisory authorities in different jurisdictions, the aim 
being to move towards an integrated, international, and 
convergent approach to the supervision of these groups. 
In three phases lasting one year each, the ComFrame 
working group is preparing technical documents on the 

framework’s elements in collaboration with the relevant 
stakeholders. the first phase ended on 1 July 2010, 
and a concept paper on the aims and components of 
ComFrame was presented for consultation. on the basis 
of reactions by members and observers, a strategic discus-
sion was launched in November 2011 on the continuing 
development of this framework.

on 12 December 2011 the Bank acceded to the multi-
lateral memorandum of understanding (MoU) under the 
IAIs umbrella, which aims to establish a formal basis for 
collaboration and the exchange of information between 
supervisory authorities facing cross-border aspects in the 
supervision of insurance companies. At the end of 2011, 
21 supervisory authorities in the insurance sector had 
signed this multilateral cooperation agreement.

2.2.5 International and eU developments in clearing 
and settlement

At the beginning of 2010, the Committee on Payment 
and settlement systems (CPss) and the International 
organization of securities Commissions (IosCo) embarked 
on the task of revising the standards which they had 
issued for post-trade market infrastructures. It is of the 
utmost importance that these market infrastructures 
should be robust and capable of withstanding financial 
shocks, since they are the point at which the claims and 
payments of financial market participants converge. the 
infrastructures stood up well to the recent tumult, but the 
crisis led to proposals for making them even more robust 
and shock-resistant.

In March 2011, the CPss and IosCo published a con-
sultation document with a proposal for revised stand-
ards. this new version of the standards integrates the 
previously separate sets of standards applicable to the 
various types of infrastructures, namely payment systems, 
central counterparties and securities settlement systems. 
An annex to the consultation document contained the 
expectations of the overseers (High Level expectations) 
regarding critical service providers, such as the society 
for Worldwide Interbank Financial telecommunication 
(sWIFt) (see section 3.4.1). In comparison with the cur-
rent standards, some new spheres are addressed, such as 
general business risk, and the requirements are tightened 
up regarding the techniques for avoiding and manag-
ing instances of default by a participant in the market 
infrastructure, and as regards the monitoring of opera-
tional, credit and liquidity risks, and management of the 
risks resulting from the prevention of interdependences 
between the various financial market infrastructures. the 
consultation period closed at the end of July 2011. A final 
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version of the standards is expected at the beginning of 
2012.

In 2009, the G20 decided to make otC derivatives mar-
kets worldwide more secure and transparent. this is to 
be achieved mainly by compulsory central clearing of 
otC derivatives contracts through central counterpar-
ties (CCPs), and by the reporting of trades and positions 
via trade repositories (tRs). the agreed deadline for full 
implementation is the end of 2012. In July 2010 the 
United states passed the Dodd Frank Act which also con-
tains a section on central clearing and the reporting of 
transactions in derivatives. It is still in the process of being 
implemented. the eMIR (european Market Infrastructure 
Regulation) is the european initiative in the form of a draft 
Commission Regulation (1). the european Council and the 
european Parliament have to take a joint decision on the 
subject and are still negotiating the final text. Among 
other things, the draft eMIR contains rules on the com-
pulsory use of CCPs for transactions in otC derivatives. 
Compulsory central clearing will apply to categories of 
standardised derivative contracts yet to be defined, such 
as interest rate swaps or credit default swaps.

A CCP acts as a counterparty interposed between the 
parties to a contract : it is the buyer for the seller and the 
seller for the buyer. that makes it possible to standardise 
the counterparty risk of the original parties and manage it 
centrally. the draft eMIR also lays down a code of conduct 
and prudential rules to be respected by the CCP and the 
tR, and regulates the establishment of standards and the 
supervision of the CCP and the tR. the secondary legisla-
tion will be based on the standards now being drawn up 
by the CPss and IosCo. 

the draft eMIR will have a substantial influence on the 
functioning of the post-trade processing of derivative 
transactions. one of the points which the draft eMIR is 
concerned about is the creation of a global level playing 
field. the regulations and their implementation will also 
have an impact at macro-financial level, e.g. in that they 
may influence the overall level of collateral requirements.

the eC has announced its intention to intervene in regard 
to the rules on securities settlement. At the beginning of 
2011 it organised a market consultation on the subject, 
and held working group meetings with the Member 
states. the aim is to bring about further integration of 
post-trade processing in the eU. In that connection, the 
eC could issue a proposal for european legislation on 
central securities depositaries (CsDs). that proposal would 

aim to address the diversity of settlement arrangements 
in the eU in order to create a more integrated european 
market. to that end, the eC envisages setting up a harmo-
nised regulatory framework for CsDs, defining their ser-
vices, laying down rules on the recognition and supervi-
sion of CsDs, and rules on access to CsDs for participants, 
securities issuers and other CsDs. the consultation also 
aimed to ascertain opinions on the possibility of imposing 
penalties to strengthen settlement discipline, to ensure 
that settlement actually takes place at the time foreseen. 
that could benefit the working of the settlement system 
and curb short selling via abuse of the settlement process. 
the eC also examined the advisability of harmonising the 
settlement period, i.e. the time lapse between conclusion 
of a transaction and its settlement.

2.2.6 Legislation on money laundering

since october 2008 the Financial Action task Force (FAtF), 
an intergovernmental body which aims to design and pro-
mote policies for the control of money laundering and the 
financing of terrorism at both national and international 
level, has been reviewing the 49 recommendations issued 
previously in order to correct any shortcomings revealed 
by recent developments. that should lead to a new set 
of recommendations and interpretative notes which will 
have to be approved at the plenary meeting in February 
2012 and then transposed into the european and national 
laws on the subject.

since numerous FAtF recommendations have significant 
implications for financial institutions and their regulatory 
and supervisory authorities, the Belgian prudential author-
ity is actively involved in this work.

the principal innovations for financial institutions and 
their regulatory and supervisory authorities concern risk 
assessment. A new interpretative note requires both 
public authorities and financial institutions to base their 
approach on an objective, up-to-date risk assessment. 
the authorities must assess the risks present at national 
level and inform the financial institutions so that the latter 
can incorporate that information in their own assessment 
of the risks inherent in their activities, in order to define 
and apply appropriate risk management and mitigation 
procedures. on that basis, these financial institutions will 
be able to relax their vigilance if the risks are low, but 
will be obliged to increase their vigilance when the risks 
are higher. the application of a risk-based approach is 
likewise spelt out in other guidance notes such as the one 
on the recommendation concerning due diligence, which 
stipulates that financial institutions must base their risk 
analysis on relevant criteria concerning the characteristics 

(1) Proposal for a regulation of the european Parliament and of the Council on [otC] 
derivatives, central counterparties and trade repositories of 15 september 2010.
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of the customer, the product or service offered, the dis-
tribution channel used and the country or geographical 
region where the customer is based.

A new interpretative note is devoted to the recommenda-
tion on the exercise of supervision by the authorities, in 
order to set out the FAtF’s expectations regarding both 
the use of the risk-based approach in organising and exer-
cising supervision, and the monitoring of the risk-based 
approach applied by financial institutions. In regard to the 
exercise of risk-based supervision, the FAtF requires the 
competent authorities to work on the basis of a clear and 
up-to-date understanding of both the risks present within 
the country and the specific risks facing each financial 
institution. As regards the supervision of financial institu-
tions adopting the risk-based approach, the interpretative 
note will stipulate that it must include a revised risk assess-
ment for the financial institution in question and tailoring 
of the policies, procedures and internal control in accord-
ance with that risk analysis.

the FAtF will also recommend that all electronic trans-
fers should likewise contain information on the transfer 
recipients. the responsibilities of the various financial 
institutions which may be involved in such transfers will 
also be spelt out. 

In view of the development of international treaties on 
the fight against corruption, new increased vigilance obli-
gations will be set out in regard to business relationships 
with customers who are “politically exposed persons” at 
national level. there will also be further details and clarifi-
cation on the obligations concerning identification of the 
customers and actual recipients, the possibility of reliance 
on a third party, the obligation on financial groups to 
apply a group policy, the obligation to analyse the risks 
associated with innovations, the scope of the counter-
measures which may be required against countries which 
do not correctly apply the FAtF recommendations, and 
the obligations concerning international cooperation 
between competent authorities.

2.2.7 Recent developments in governance and 
remuneration policy

goveRnAnce

Following the financial crisis of 2007-2008, a number of 
weaknesses were identified in the internal governance 
of financial institutions. various international bodies, 
such as the organisation for economic Cooperation 
and Development (oeCD) and the Basel Committee (1) 
felt it necessary to reinforce the established principles 

on good governance (internal governance or corporate 
governance). During the year under review, these interna-
tional initiatives were incorporated in two instruments of 
european law : the eBA Guidelines on Internal Governance 
and the governance section of the CRD Iv proposal. 

the eBA Guidelines on Internal Governance were pub-
lished on 27 september 2011. the primary aim of this 
document was to consolidate and update all the exist-
ing guidelines of the eBA’s predecessor, the Committee 
of european Banking supervisors (CeBs), particularly in 
accordance with the Basel Committee document men-
tioned above, but also to add a number of new sections 
and, finally, to reflect a number of lessons from the crisis 
in the form of new specific requirements concerning 
governance. 

the main new points in the guidelines on internal govern-
ance are as follows :
–  the role and functioning of the management board 

is developed in great detail. the board must again be 
able to assume its responsibility in determining and 
monitoring the general business strategy and particu-
larly the institution’s risk appetite. Guidelines have also 
been added on nominations, succession issues and the 
required qualifications for board members. In addition, 
the guidelines examine in more detail the use of com-
mittees and the management of conflicts of interests ;

–  Risk management is central to the internal control 
system, and the Chief Risk officer has a key function in 
that. the February 2010 High Level Principles for Risk 
Management were also incorporated ;

–  the document continues the development of key prin-
ciples such as ‘know your structure’ and ‘understand 
your structure’ so that highly complex business struc-
tures will remain manageable in the future ;

–  the group dimension of governance is dealt with in 
more detail, seeking a balance between the interests of 
the group and those of local stakeholders of subsidiar-
ies such as depositors or investors ;

–  on the subject of remuneration, the document refers 
to the CeBs Guidelines on Remuneration Policies and 
Practices dated 10 December 2010 ;

–  the transparency requirements concerning implemen-
tation of the governance principles are tightened up ;

–  A section on “business continuity” was added.

the eBA is currently also working on specific guidelines 
concerning ‘fit & proper’ requirements for people respon-
sible for the actual management of an institution. the 
mandate for this was explicitly added by CRD III in Article 
11 of the CRD.

(1) enhancing Corporate Governance for Banking organisations, october 2010.
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At the Bank, the eBA Guidelines on Internal Governance 
will lead to a revision of the circular dated 30 March 2007 
on the Prudential expectations of the CBFA regarding 
the governance of financial institutions. that revision will 
begin in the first quarter of 2012. one of the basic points 
of that circular, namely the maintenance of cross-sectoral 
consistency between the banking and insurance sectors, 
will be retained, in the conviction that governance must 
satisfy the same strict standards in both sectors. the main-
tenance of this basic point is particularly important for an 
integrated supervisory authority like the Bank which, from 
that angle, has to ensure a level playing field between the 
various institutions subject to its supervision.  

the governance section of the CRD Iv proposal, dated 
20 July 2011, is the outcome of the Green Paper on 
Corporate Governance in Financial Institutions published 
by the eC in June 2010. the eBA Guidelines on Internal 
Governance already take account of expectations concern-
ing the CRD Iv proposals regarding governance. ensuring 
that the board takes responsibility and establishing a risk 
management function are likewise key elements of the 
CRD Iv proposal. Nevertheless, the proposal differs from 
the eBA Guidelines on certain points. First, the proposal 
for a directive pays particular attention to the establish-
ment of a risk committee and a nomination committee, 
as regards both their composition and the qualifications 
required of members, and the time which they spend on 
the committee’s activities. second, it specifies the produc-
tion of transparency requirements relating to governance 
in general and risk management in particular. thus, insti-
tutions would have to publish a risk management declara-
tion approved by the board, describing the relationships 
between the real risk profile, the risk appetite defined by 
the board and the business strategy of the institution. the 
latter would also have to publish a description of the flow 
of information on risk management between the execu-
tive committee and the board. Finally, the proposal for a 
directive lays down detailed requirements concerning the 
diversity of the board’s composition.

At Belgian level, governance will therefore be subject to 
much more detailed, binding rules in the future, although 
the typical Belgian legal requirement concerning the 
report by the senior management (1) is already an impor-
tant step in that direction, as this report already deals 
with the institution’s internal organisation. While the risk 
management declaration mentioned earlier is included 

as such in CRD Iv, there will need to be a discussion at 
Belgian level to establish how to coordinate the senior 
management report with the directive. Be that as it may, 
the aim should be to place responsibility explicitly with 
both the senior management (the executive committee, 
if any) and the management board, each in respect of its 
own role regarding governance in general and risk man-
agement in particular.

RemuneRATion Policy

During 2011 the eBA produced guidelines on the col-
lection of remuneration data by the national supervisory 
authorities and by the eBA itself. CRD III did not only 
introduce substantive requirements concerning the appro-
priateness of the actual remuneration policy, but also pro-
vided for two types of remuneration data to be collected. 
one concerns quantitative data on the remuneration of 
staff who have a significant impact on the institution’s risk 
profile, and the other concerns quantitative data on large 
salaries (i.e. staff earning over € 1 million). 

the data must be collected for the first time by the end of 
June 2012 and will on that occasion relate to figures for 
both 2010 and 2011. the eBA Guidelines take the form 
of templates to be used in a harmonised manner by all 
european supervisory authorities, including Belgium.

At the end of 2011 the eBA also drafted an implementa-
tion study on compliance with the remuneration provi-
sions laid down by CRD III and with the CeBs Guidelines 
on Remuneration Policies and Practices (published on 10 
December 2010). When CRD III came into force, there 
was great concern about the level playing field, not only 
between the eU and third countries (2), but also between 
the Member states themselves. the implementation study 
due for publication in the spring of 2012 will present a 
detailed status report on that question in particular. It will 
address not only the actual transposition of the relevant 
provisions of CRD III, but also the supervisory arrange-
ments and their intensity in the various Member states, 
as well as any shortcomings in the current regulatory 
framework. 

the Bank uses horizontal screenings to check on institu-
tions’ compliance with CRD III. During the period under 
review, the regulatory framework was also supplemented 
by the transposition of the relevant provisions of CRD III 
by laws, regulations and circulars. 

At a time when citizens are being asked to make major 
efforts, especially in europe where the soundness of 
financial institutions is still fragile and could require 
further government intervention, it is essential to see a 

(1) see in particular Article 20 § 5 of the Banking Law, as specified in more 
detail in circular CBFA 2008 12 of 9 May 2008 entitled “Report by the senior 
management on the assessment of the internal control system and declaration by 
the senior management concerning periodic prudential reporting”. 

(2) the question of the level playing field between the eU and third countries is 
examined in detail in the second FsB thematic Review on Compensation, Peer 
Review Report, october 2011.
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change of attitude and culture in remuneration practices. 
Appropriate policies on the subject are particularly impor-
tant in that many institutions do not meet the new capital 
requirements defined by the Basel III Accord. Moreover, 
in its coalition agreement, the new federal government 
stated that the stipulation that remuneration policies in 
the financial sector must be linked to long-term results 
will be supplemented by restrictions on the payment of 
bonuses for financial institutions which, in one way or 
another, receive government support.

At the beginning of 2011, a first extensive horizontal 
screening was undertaken to check compliance by the 
big banks with the CRD III rules on remuneration poli-
cies. By using the same method to compare institutions 
with one another, the Bank intends to promote a level 
playing field in the Belgian financial sector. During 
this screening, interviews were conducted with remu-
neration committee chairmen, and on-site inspections 
were carried out. Following this supervisory exercise, it 
became evident that the big banks have already made 
considerable progress in regard to remuneration poli-
cies, but that further work is needed on a number of 
remaining problems, such as which employees should 
be subject to the remuneration policy, the application 
of the remuneration policy at group level, and the link 
between remuneration and risk-taking, particularly as 
regards the proportions between the fixed and variable 
pay components. the supervisory policy devised on the 
basis of this exercise is now being implemented propor-
tionately in respect of the other institutions. At the end 
of 2011 a second exercise was launched with the aim 
of more actively persuading institutions to modify their 
policies to bring performance-related pay in 2011 into 
line with the CRD III requirements.

the Law of 28 July 2011 (1) was used to transpose the CRD 
III remuneration provisions which required a legal basis. 
there are not many of them, and they were transposed 
very faithfully. the main additions and adjustments to the 
Banking Law (2) are as follows :
–  Credit institutions must have, as part of their inter-

nal organisation, remuneration policies and practices 
which permit and encourage sound and effective risk 
management.

–  Provisions on the establishment, composition and func-
tions of the remuneration committee have been added. 
the legislature opted to establish parallels between 
the audit committee and the remuneration committee. 
thus, as in the case of the audit committee, only large 
institutions which exceed certain numerical thresholds 
are required to set up a remuneration committee.

–  the legal basis has been provided for the remuneration 
policy publication requirements.

–  there is provision for measures and penalties in the case 
of an inappropriate remuneration policy.

the other provisions on remuneration were transposed by 
a regulation combined with a circular. the CBFA regula-
tion of 8 February 2011 (approved by the Royal Decree 
of 22 February 2011) faithfully reproduces the technical 
provisions of CRD III. In order to be interpreted correctly 
this regulation has to be read in conjunction with the 
CBFA circular on remuneration dated 14 February 2011 
(CBFA_2011_5). the latter refers to the relevant CeBs 
Guidelines on Remuneration Policies and Practices, which 
form an integral part of the Belgian prudential frame-
work regarding remuneration policies. Apart from that 
reference, the circular also specifies a small number of 
points for Belgium. the main parts of the regulation are 
the definition of the categories of staff whom the remu-
neration policy concerns, the statement of a number of 
governance principles in connection with the remunera-
tion policy, the definition of a set of principles relating to 
risk alignment for the purpose of the remuneration policy, 
and finally, the listing of the elements of the remuneration 
policy which must be made public.

In principle, the remuneration policy only applies to staff 
whose professional activities have a significant influence 
on the institution’s risk profile, referred to as ‘identified 
staff’ to be designated by the institution itself. this par-
ticularly concerns people involved in senior management, 
risk-taking and control functions, and all employees 
whose total pay puts them on the same level of remu-
neration as persons performing senior management or 
risk-taking functions. However, the CeBs Guidelines state 
that it is advisable to apply certain remuneration principles 
to a broader group of personnel than just the identified 
staff, and that other principles apply, by their nature, to 
the institution as a whole, and hence to all its employees. 
Following the horizontal screening at the beginning of 
2011, the Bank urged the big banks to review the meth-
ods which they use to designate the identified staff, since 
the group of persons thus selected is too small. the Bank 
stressed that this group must be extended to include, in 
particular, the management of the dealing rooms and 
staff performing managerial functions immediately below 
executive committee level.

In the CRD Iv proposal, the governance section concern-
ing remuneration policy specifies, inter alia, the role of the 
board of directors and the independent functions con-
cerning the remuneration policy. these aim to ensure the 

(1) the provisions other than those concerning remuneration were transposed into 
Belgian law by an adjustment to the Bank’s capital regulations. these provisions 
entered into force on 31 December 2011.

(2) exactly parallel adjustments and additions were made to the Law of 6 April 1995.
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necessary independence and expertise when decisions are 
taken on the remuneration policy. the CeBs Guidelines 
specify that the board is responsible not only for defining 
the remuneration policy and monitoring its implementa-
tion, but also for taking individual decisions on the remu-
neration of the most senior staff and the highest earners. 
Following the horizontal screening at the beginning of 
2011, the Bank placed the emphasis on governance in the 
group context, as it is crucial that the remuneration policy 
be applied consistently throughout the group, including 
in entities outside the eU. the big banks had to make a 
number of adjustments in this respect.

As a general principle, an institution must think about the 
type of remuneration policy which conforms to its strat-
egy, values and long-term objectives, and the associated 
tolerance and risk control. the remuneration policy must 
not encourage excessive risk-taking, and the institution 
must be capable of pursuing a perfectly flexible bonus 
policy. If need be, it must be possible for (postponed) vari-
able pay to be reduced to nothing. Guaranteed variable 
pay is not acceptable. this leads to a number of more 
specific rules, such as the deferral of the payment of 
variable remuneration, payment of part of the variable 
remuneration in the form of instruments, and determina-
tion of an appropriate ratio between fixed and variable 
components. the CeBs Guidelines clarify the interaction 
between these specific rules and also indicate how they 
can be applied proportionately according to the institu-
tions’ size and internal organisation, and the nature, 
scope and complexity of their activities. Following the 
horizontal screening at the beginning of 2011, the Bank 
had to state that the techniques which institutions have 
devised for taking account of the risks in variable pay were 
still imperfect and could not yet guarantee an appropriate 
link between variable pay and risk-taking. In this respect, 
the institutions were asked to make a greater effort in 
the future. Meanwhile, the Bank stipulated that the ratios 
of fixed to variable pay must be moderated and that the 
variable component should be spread over a longer period 
than the strict minimum.

the data to be published on the remuneration policy 
comprise a combination of qualitative and quantitative 
information. the quantitative data - centred mainly on the 
practical arrangements for payment of variable remunera-
tion - must only be provided in aggregate form, in order 
to protect personal data. the data can be published in the 
annual report or in a separate remuneration report.

2.2.8 transposition of CRD II (1) - strengthening the 
supervision of cross-border financial groups

Directive 2009/111/eC (CRD II) forms a step along the 
road towards strengthening the Community framework 
of cross-border group supervision and crisis manage-
ment. the existing Directive 2006/48/eC was amended 
to ensure better coordination between the authorities 
responsible for supervising those groups. For that reason, 
it is appropriate to set up a college of supervisors for each 
group. that college will be chaired by the supervisory 
authority responsible for surveillance of the group on a 
consolidated basis, and will also comprise the authorities 
responsible for supervising, on the one hand, the group 
subsidiaries, and on the other hand, significant branches 
located in other eU countries. 

the college’s role, in addition to ensuring the exchange of 
information between supervisory authorities, is to improve 
the coordination of prudential activities and actions. In 
particular, the college aims to conduct a joint assessment 
of the risks and of the adequacy of the solvency of the 
group concerned and of its european subsidiaries, and 
to decide jointly on the margins to be stipulated for own 
funds, if appropriate. the colleges of supervisors have to 
facilitate the conduct of routine surveillance and the man-
agement of emergency situations. the lack of information 
between the competent authorities of the Member states 
of origin and the host Member states may prejudice the 
financial stability of the host Member state. the rights to 
information accorded to the supervisory authorities of the 
host Member state are therefore reinforced, particularly 
in the event of a crisis affecting “significant branches”. 
to that end, the concept of a “significant branch” was 
defined. the competent authorities must pass on the 
information essential for the performance of their tasks 
concerning the management of financial crises and the 
mitigation of systemic risks.

the law transposing the directive introduces the obliga-
tion to set up colleges of supervisors, and contains rules 
on the Bank’s participation in the colleges of supervisors 
established by other supervisory authorities. similar regu-
lations were prepared in respect of investment firms. the 
law includes an obligation on the prudential authority, 
when performing its duties, to take account of european 
convergence in supervision practices in accordance with 
the european Directive. Among other things, that means 
that it takes part in the activities of the eBA and that it 
abides by the guidelines, recommendations, standards 
and measures agreed by the eBA, or states its reasons for 
not doing so. 

(1) Law of 28 July 2011 transposing various directives on the supervision of the 
financial sector and containing miscellaneous provisions, and the Royal Decree 
of 4 october 2011 amending the Royal Decree of 12 August 1994 on the 
supervision on a consolidated basis of credit institutions, investment firms and 
UCI management companies, and the Royal Decree of 20 December 1995 on 
foreign investment firms.
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2.2.9 Developments in accounting standards and 
financial reporting

the main developments concerning accounting standards 
and prudential reporting are currently being initiated at 
international level, and the Bank contributes by playing 
an active part in the various european and international 
working groups. 

In 2010 and 2011 the IAsB, which issues the International 
Financial Reporting standards (IFRs), continued the funda-
mental reforms of the standards for financial instruments 
and insurance contracts. As these standards will have 
significant implications for Belgian financial institutions 
which apply the IFRs standards (1), the Bank is keeping a 
very close eye on their development.

At the level of the international standard on financial 
instruments (IAs 39/IFRs 9), in october 2010 the IAsB 
completed the first phase of the reform, namely that 
concerning the recording and valuation of financial 
instruments on both the asset and the liability sides 
of the balance sheet. the second phase concerning 
hedge accounting resulted in the publication of a draft 
proposal at the end of 2010, which will be followed 
by two rounds of consultations in 2012 (general rules 
and macro-hedging). After that comes the third phase 
concerning the formation of provisions (impairment) for 
loans and debt securities held as assets. this third phase 
will have significant implications for financial institutions 
and prudential supervisors, as is evident from the debate 
over the formation of provisions for sovereign credit risk in 
2011. the IAsB is continuing its work on this last subject 
via a new consultation launched in 2012. In all, the IAsB 
expected to complete the finalisation of the new standard 
on financial instruments by the end of 2012, with a com-
pulsory implementation date which might be postponed 
until 2014, subject to the endorsement of the european 
institutions regarding its application in europe.

the IAsB has made substantial progress in producing the 
new IFRs4 standard (Phase II) on insurance contracts. 
Initially planned for June 2011, the IFRs4 (Phase II) is not 
now expected to be finalised until later in 2012. A number 
of important questions need to be resolved before then, 
notably on the accounting treatment and presentation of 
results relating to insurance activities.

In 2011 the IAsB also published a number of new 
IFRs standards, some concerning the consolidation rules 
(IFRs10, 11 and 12 – to replace the existing stand-
ards) and one on fair value measurement (IFRs13, Fair 
value Measurement). these standards have not yet been 
endorsed for application in europe .

In 2010 and 2011 there was intense activity concerning 
the european work – in which the Bank is also involved – 
on the prudential reporting of credit institutions (in the 
eBA) and insurance and reinsurance companies (in eIoPA). 

In the case of the insurance sector, there was progress on 
the new reporting standards under the future solvency II 
regime. In october 2011, eIoPA organised an initial public 
consultation on all the harmonised european require-
ments which are to apply from 2014 under solvency II. 

In regard to the banking sector, in 2010 the eBA first 
adapted the Common Reporting Framework (CoReP) for 
prudential reporting in line with CRD III, and that adapta-
tion was then implemented in Belgium via the Circular 
of 23 August 2011. Next, the eBA initiated the changes 
to the CoReP and the Financial Reporting Framework 
(FINReP) which will be necessary in connection with the 
implementation of the future CRD Iv. Here it should be 
noted that the aim will be to have a prudential reporting 
framework which is harmonised and compulsory for all eU 
Member states by 2013. though this new framework will 
entail some major changes for Belgian institutions, they 
will be less than those in other european countries where 
the FINReP framework has not yet been implemented.

Regarding the national accounting standards applicable 
to enterprises in the financial sector, attention should 
be drawn to the publication of the Royal Decree of 
13 March 2011 amending various Royal Decrees on the 
annual accounts and the consolidated accounts of certain 
enterprises. this decree transposed european Directive 
2006/46/eC for credit institutions and insurance and 
reinsurance companies, and by that token it requires the 
publication of additional information on off-balance-sheet 
arrangements and transactions with related parties.

(1) Up to 2011, use of the IFRs standards was compulsory for the compilation of the 
consolidated accounts of credit institutions, and will become compulsory from 
2012 for the consolidated accounts of insurance and reinsurance companies.
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