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Handbook on valuation for resolution: nature and EE
purpose

Published on 22 February 2019
https://eba.europa.eu/documents/10180/2613666/Valuation+Handbook.pdf
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Drafted in accordance
with EU legal and
regulatory framework

Addressed to
resolution authorities

Respects valuers
independence

Bank Recovery and
Resolution Directive

Commission Regulation
2018/345 valuation
before resolution

Commission Regulation
2018/344 on valuation

after resolution

Commission Regulation
2016/1075 on
independence of
valuers

Non-exhaustive
support to RAs in
implementation of

Not binding, not subject
to comply/explain

Strengthens
convergence of practices
on valuation process

Strengthens convergence
of practices on
interaction with valuers

Handbook bridges
resolution
regulation with
valuation
methodologies

Valuers free to
choose most
suitable valuation
methodology



https://eba.europa.eu/documents/10180/2613666/Valuation+Handbook.pdf

Handbook on valuation: content

Valuation before
resolution

Valuation

Prepare § Valuation

Handbook on valuation for resolution

resolution

Valuation 1: conditions for
resolution or PONV

Valuation 2: use of resolution
tools

Valuation 3: after resolution

(assessment of difference in
treatment — NCWO)

Appointment of valuer
Valuation report

Management Information
System (MIS)




Valuation 2: main legal and regulatory features
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Based on fair, prudent and
realistic assumptions. Not defined
in the BRRD, should be balancedto
ensure the full recognition of
losses, and their internalisation
through write down and
conversion, in order to protect
public finances and the business
viability as the case may be, and
at the same time to respect the
right of property of shareholders
and creditors, having regard to
the principle of NCWO.

No assumption of provision of
State aid

Prevalence of DCF
methodology, but other
methodologies (eg. market
approach, adjusted book
value) not excluded
depending on the asset
classes and overall
circumstances, provided
they can deliver an
economic value

Disposal value, hold value
are the measurement
bases set out in the
Regulation on valuation
before resolution to be
applied according to the
resolution strategy




Provisional, definitive and ex-post definitive valuation
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Resolution
decision date

— L} |

Definitive valuation (‘Article 36’)
Compliant with all requirements of Article 36 BRRD,

including ex-ante NCWO valuation
Only facts crystallised before the valuation date

— -

Provisional valuation (‘Article 36 minus’)
Compliant with requirements of Article 36 BRRD,
but with paragraphs (6), (8) and (1) to the extent

practicable
[Handbook: ex-ante NCWO always recommended]
Only facts crystallised before the valuation date
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Ex-post definitive valuation (‘Article 36’)
Purpose: make provisional valuation compliant with
all requirements of Article 36 BRRD (including ex-

ante NCWO valuation)
Only facts crystallised before the valuation date




Single assets and liabilities valuation: process

1B) Starting point: result of 2) Disaggregation into valuation

1A) Input from Resolution Authority
- resolution strategy/strategies
-valuation scenarios
- envisaged restructuring/business reorganisation

\4

3) Economic valuation 4) Re-aggregation

valuation1 clusters
Valuer to choose appropriate Fair, prudent and realistic Reverse disaggregation of step 2 to inform
level of disaggregation econﬂ'gi;l g\l{uaﬁ L?; gi?;:rr‘\ cluster resolution measure
methodologies as
. a
Updated accounting Cash pplicghle T
balance sheet

20 Cash Deposits 150 Loan portfolio 1 P =80 20 Cash Deposits 150
200 Loans Fin. liab’s at FV 100 170 Loans Fin. liab's at FV 100
100 Fin. assets atFV Other liab's 30 Loan portfolio 2 » 90 80 Fin. assets atFV Other liab's 30
50 OtherFin. assets Long-term debt 100 / 40 Other fin. assets Long-term debt 100
10 Participations _— FV assets w/ ob ble price > 70 T 5 Participations Contingent liab's 30
5 Goodwillfintagibles 5 Goodwill/Intagibles
10 Properties etc. Provisions 10\‘ FV assets w/out ¢ price » 50 "/I/' 10 Properties etc.
5 DTAs Equity 10 0 DTAs

Debt instruments » 200 Future operat. loss 5
10 OBS assets Contingent liab's 20 0 OBS assets Resolution cost 5

Properties etc. p 15 )

Negative econ. value of
) R theinstitution

Contigent liabil » 50

Total assets: 400 Total Liabs: 390 Total assets: 330 Total Liabs: 420

MIS

»

.!
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Example

5) Pro forma accounting translation

Pro forma accounting

balan

ce sheet
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Valuation 2

Loans

95 Fin. assets atFV

45 Other fin. assets

5 Participations

5 Goodwill/Intagibles

10 Properties etc

= e e mm o Em Em Em Em E= =p

Accounting




Valuation 2: valuation report

Purpose of the
valuation is to

inform the
resolution
decision

Valuation to
provide
necessary
Valuation has to elements to

be reasoned

support the RAs
in taking that
informed
decision

Handbook on valuation for resolution

Ex-ante
indication of the
RAs’
expectations of
the valuation
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Handbook
includes non-
exhaustive list of

potential
contents of the
Valuation Report




After resolution: valuation 3 :
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Object

Comparison of the of shareholders
and creditors in resolution and in normal insolvency

proceedings

Aim

difference is the measure
of the NCWO to be paid to shareholders and creditors by the

resolution fund

Type

' ( . to be conducted in
accordance with applicable insolvency law and practice
(entity level, no future business prospects, administrative costs, entity’s
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EB
Valuation MIS: overview i

Valuation MIS: RAs’

_ o MIS approach: attention to
assessment — in resolvability

CeeEeaTET — 6 ST proportionality, institutions’
capabilities to  support internal capabilities, no

valuation for resolution duplication of data

Preparedness enhancement in BAU
contributes to achievement of resolution
objectives and effectiveness of
resolution action
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https://eba.europa.eu/eba-highlights-importance-data-and-information-preparedness-perform-valuation-resolution

Valuation MIS: building blocks

Valuation informs

. . availability of data
resolution decision

MH Robust valuation: swift
information

Valuation MIS approach:

resolution valuation

Internal valuation capabilities

data and information

requirements
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Institutions’
preparedness and RAs’
assessment in RP

Internal valuation models suitable for

Internal aggregation capabilities

Proportionality: reliance on institutions’ internal valuation models
d data aggregation capabilities. No reporting obligatio

Data Dictionary: EU-wide single reference for

» Institutions self-assessment based on the
Data Dictionary: mapping of data and
information already available — dialogue
with RA to calibrate the valuation MIS
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Data Dictionary: principal data sources
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AnaCredit:

Index

Data Field

Description

1

Reporting agent identiier

Observed agent dentiier

Contract identifier

Instrument identifier

Type of instrument

Counterparty identifer for the reporting agent. The reporting agent identifer is the
counterparty idenifier of the reporting agent w hich reports the data.

Counterparty identifier for the observed agent. The observed agent identifier is the
counterparty idenfier of the observed agent (i.e. an institutional unit of the reporting
agent) w hose data are reported by the reporting agent

An identifier applied by the reporting agent to uniquely identify each contract. Each
contract must have one contract identifier. This value will not change over time and
cannot be used as the contract identifier for any other contract.

An identiier applied by the reporting agent to uniquely identify each instrument under a
single contract. Each instrument must have one instrument identiier. This value wil not
change over time and cannot be used as the instrument identifier for any other
instrument under the same contract.

Classification of the instrument according to the type of contractual terms agreed
betw een the parties.

ESMA’s ABS templates:

Loan/lease-level information section -

Loan/lease-level information section
Loan/lease-level information section

Loan/lease-level information section

Loan/lea:

Loan/lease-level information section
Loan/lease-level information section

Loan/lease-level information section

-level information section

Data Cut-Off Date
Securitisation Identifier
Loan/Lease Identifier
Borrower Identifier

Property Identifier

Borrower's Employment Status

EBA NPL templates:

Index__Data Categories

1.000
1.001

2.000
2.001
2.002
2.003
2.004
2.005
2.006
2.007
2.008
2.009

Portfolio
Portfolio

Counterparty Group
Counterparty Group
Counterparty Group
Counterparty Group
Counterparty Group
Counterparty Group
Counterparty Group
Counterparty Group
Counterparty Group
Counterparty Group

Borrower Ty Field
‘Applicable to all Cut-off Date
Applcable to all Fortfolio entifier

Applicable to all
Applcable to all
Applcable to all
Applcable to all
Applcable to all
Applcable to all
Applcable to all
Applcable to all
Applcable to all
Applcable to all

Counterparty Group identifier

Name of Counterparty Group

Industry Segment of Counterparty Group
Narre of Sponsor

Type of Sponsor

Description of Sponsor

Cross Defaultin Counterparty Group
Description of Cross Default

Cross Colateralisation in Counterparty Group
Description of Cross Collateralisation
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SRB templates:

Loan book template

Other asset

Other templates

Facility template

| Poriali evetinio
Corporates [ Loan tape. Offce buildings Derhatives CVL::? different snmls
sve Land plos. Non dernaive hep the vluer get an
_— securties ovenvew of th loan
Prnete ndvduas Stipping ook
Contal barks public rcat Other assets visioric performance
Sector and et Lfeed L Oherssss
insi ‘Automotne omas ation on the
vistoe perormance of
Retal (og mall) Gooduil he faciies ! ebiors
e splby porilos and
Facioiesaehouses ] v s o sowren 1 s ereitors

Field [.| Category
N0

~|Data field |+ Data description

NeoL

N0z
603

Loan Agreement

N_604  Orginaton information

N.605 Idendfcaton nformation

his does not

Orignation Amount Loen

the Counterpary

Gontract enter Impementing Reguiaton (EU) No. 6.

Other templates:
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Both the SRB and the other templates,
respectively, make heavily use of
existing templates and include

references to the latter, if applicable.

Consolidated data dictionary:

sbiltio o b sadod

Loan book template  Low o ba i Other ssset Gther templates
o
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A consolidated version of these two
sets of templates has been prepared.
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Questions?

THANK YOU!
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