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ECBPILLAR2 REFORM

Pillar 2 Reform - Evolution, Not Revolution

The ECB'’s revised Pillar 2 approach does not fundamentally alter what supervisors assess. What
has changed is how those assessments translate into capital outcomes. By evaluating material
risks individually and linking them more directly to Pillar 2 Requirements, the ECB is creating
greater transparency over the relationship between risk weaknesses, supervisory judgement
and capital consequences. For banks, this raises the importance of governance, remediation and
execution capability as drivers of future capital outcomes.

1.Bottom-Up Gapital Assessment

Capital Consequences Become More Transparent

@ Rather than assessing risk in aggregate, supervisors will increasingly identify how
specific weaknesses contribute to capital requirements. Consequently, management
will have fewer opportunities to challenge the source of capital outcomes.

2.Stronger Risk Links: SREP Scores & Capital Outcomes

From Findings to Capital Consequences
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1 Clearer links between identified weaknesses and capital requirements will
| increase transparency, strengthen accountability and elevate the importance of
timely remediation.

3.Enhanced Supervisory Judgement

Judgement Still Drives Outcomes
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ol Despite increased structure to supervisory assessments, supervisory judgement
————/ will continue to play a key role in determining outcomes. Strong governance and

management credibility will continue to influence outcomes.
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4.Greater Transparency & Accountability

Remediation Matters More Than Ever
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(o) As transparency increases, supervisors will place greater emphasis on

rg\’_ﬁ\ demonstrating timely and sustainable resolution of identified risk weaknesses.

The most significant aspect of the reform s not the methodology itself, but the

KPMGView | behaviouralchangeitseeks to drive. By making the connection between weaknesses
and capital more visible, the ECB s driving banks toincrease their transparency,
remediate issues faster and evidence their effectiveness more clearly.



ECBPILLAR2REFORM
Pillar 2 Moves Closer to Strategic Capital Management

The ECB'’s reforms reinforce a broader supervisory shift. Capital outcomes will increasingly reflect not only the risks a
bank faces, but also the effectiveness with which management identifies, governs and remediates those risks.

Risk e Management e Remediation e Supervisory Capital
Weaknesses Response Effectiveness Confidence Outcomes

The most effective institutions will treat remediation as a capital management discipline, not a regulatory obligation.

The revised methodology strengthens the connection between risk management, remediation and capital outcomes.
Decisions relating to governance, controls and corrective action will therefore have a more visible impact on future
capital requirements.

Governance &
Control Frameworks
Evidence accountable
decision-making and
effective oversight

Capital Planning
Understand where
supervisory focus will
land and plan early to
minimise capital impact

Key Areas
of Focus
ICAAP & Internal . fOl Banks . Remediation

Assessment Programmes
Demonstrate how Show that weaknesses
identified risks translate are being sustainably
into capital planning resolved, not just
monitored

A New Supervisory Differentiator

Capital strength remains important, but supervisory confidence is becoming increasingly valuable. Institutions that can
demonstrate timely remediation, clear accountability and sustainable implementation may be better placed to influence
future supervisory outcomes.

KPMG View Under the revised methodology, the speed and credibility of remediation may

become as important as the severity of the original weakness.

Where Supervisors Are Likely to Focus Next

While the methodology is changing, many of the supervisory priorities remain familiar. The difference is that weaknesses
in these areas may have a more visible influence on capital outcomes.

Area What Supervisors Will Focus On

Credit Risk Persistent deficiencies may directly influence capital add-ons
IRRBB Ongoing supervisory focus across Europe

Climate Risk Increasing integration into supervisory assessment
Operational Resilience Growing focus on resilience and control effectiveness

Governance & Internal Controls Direct link to supervisory judgement

Data & Aggregation Key enabler of effective risk management




KPMG has deep experience across the supervisory lifecycle

Capital Adequacy & ICAAP

E/' ICAAP enhancement and
independent challenge

Capital adequacy
assessment and planning

Regulatory
engagement support
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Governance & Risk
Frameworks

Governance and control
framework reviews

Risk management
transformation

Accountability and
oversight enhancements
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ECBPILLAR2 REFORM

Sustainable Remediation

Response to significant
supervisory findings

Remediation programme
design and assurance

Issue management and
governance enhancement
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Stress Testing & Capital
Planning

El/ Stress testing and scenario
analysis

El/ Capital forecasting and
planning

<, Model enhancement and
governance enhancement

Our experience spans ICAAP Pillar 2, stress testing, capital planning and regulatory remediation, enabling us to
support institutions from supervisory assessment through to sustainable remediation and implementation.

Every material Supervisory
risk weakness is m confidence in a strategic capital institutions will
now more likely to management’s ability management integrate risk
have a real capital to remediate issues consideration, not management,
consequence. will increasingly simply a regulatory remediation and
influence outcomes. exercise. capital planning more
closely than ever

before.

Pillar 2 is becoming m The most effective
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