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Welcome to 2025'’s latest edition of KPMG’s SSM Insights Newsletter.

In December it was encouraging to hear Claudia Buch highlight continuing improvements in European banks’ aggregate
capitalisation, liquidity ratios, asset quality and profitability. However, Ms Buch also warned of heightened uncertainty —
and 2025 has already brought significant new geopolitical and financial market volatility.

The ECB'’s supervisory priorities for 2025-2027 tackle this issue head on by emphasising the need for banks to
strengthen their resilience to external shocks. The priorities also call on banks to address persistent shortcomings —
particularly for Climate-related and Environmental (C&E) risks, and risk data aggregation and risk reporting (RDARR) —
as well as stressing the need for stronger digitalisation strategies and the robust management of risks arising from new
technologies.

These priorities are already shaping supervisory activity; articles in this edition touch on areas of current focus including
ESG risks and Al governance. As expected, the importance of robust data infrastructures and operational resilience also
remain key themes of the ECB’s work.

With this in mind, the ECB’s recently published annual report on its supervisory activities in 2024 makes interesting
reading. The year saw the ECB conduct 165 on-site inspections (OSlIs) and 78 internal model investigations, with areas
of scrutiny including:

» Credit risk and asset quality: Credit risk was the leading driver of the ECB’s supervisory activity; areas of focus
included SME lending, leveraged finance, and commercial real estate.

» Internal governance and risk management: The ECB’s three—year focus on BCBS 239 revealed persistent
weaknesses in areas including IT architecture and data quality controls.

» C&E risks: The ECB’s focus shifted from guidance to enforcement, including binding decisions and threats of penalty
payments; persistent data gaps were also identified.

- Digitalisation and cyber resilience: The ECB published its key assessment criteria and sound practices regarding
digitalisation, extended cyber resilience inspections, and conducted a dedicated cyber stress test.

* ICAAP, ILAAP and business models: The ECB conducted a range of work focused on banks’ balance sheets and
on their strategic and commercial strength.

As the ECB continues its work in 2025, banks should expect heightened scrutiny on key areas of concern and — where
expectations remain unmet — targeted enforcement measures. As always, planning and preparation are vital to staying
on top of evolving supervisory requirements.

Henning Dankenbring

Partner,
Head of KPMG ECB Office
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Spotlight article: Intraday liquidity management

In November 2024, the ECB published binding standards (sound and best practices) for the management of intraday
liquidity risk (Intraday Liquidity Management | ILM). These principles pose complex challenges for banks. Our latest
whitepaper, "The ECB Intraday Liquidity principles" examines the areas where banks must take action to meet
regulatory requirements — and outlines what needs to be addressed from a technical, procedural and organisational

perspective.

Latest insights here

Latest Insights

2025 EBA/ECB stress test

The 2025 stress test is well advanced, and at the end
of May some banks will receive on-site visits from the
ECB for the first time. CRR 3 is creating additional
work, and the ECB has raised expectations for BCBS
239 and conservative assumptions. Continued
preparation is key to optimising SREP scores and
minimising qualitative findings.

Read more

Anti-money Laundering Authority

The EU’s new Anti-Money Laundering Authority
(AMLA) is taking shape, with its leadership team
appointed and headquarters confirmed in Frankfurt.
With supervisory responsibilities set to begin in
2026, firms should engage early with emerging
technical standards and ensure readiness for a more
centralised AML supervisory regime.

Read more
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Al risks

The EU’s approach to Al is evolving, thanks to the Al
Act and new guidelines from the Al Office. Banks’
understanding of Al risks is evolving too, as use of the
technology accelerates. There is no single model for
Al risk management, but supervisors value robust
governance frameworks — including clear Al
principles, catalogues, and policies.

Read more

ICAAP

Recent OSI findings have raised the bar for the ECB’s
ICAAP expectations. Key challenges include clarifying
the role of the Risk function, incorporating ESG risks,
and implementing a full economic valuation of the
balance sheet. On the upside, a more robust ICAAP
will boost resilience at a time of heightened economic
volatility.

Read more

Climate risks

What's new and what’s next for ESG risk
management? With physical and transition risks
growing, both the EBA and the ECB are stepping up
their focus on ESG risks. Meeting these expectations
will require significant effort — but it will also build
European banks’ resilience in the face of uncertainty.

Lombard loans

Lombard loans, until recently restricted to the
wealthiest borrowers, are increasing being offered to
retail customers. This is likely to sharpen supervisory
concerns about shortcomings in client
creditworthiness assessments. With industry practice
changing fast, lenders should engage with regulators
on this issue — and prepare themselves for closer
scrutiny.

Read more
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Geopolitical risks

Geopolitical tensions are reshaping the risk
landscape for European banks. As expectations
evolve, banks are encouraged to enhance scenario
planning and integrate geopolitical considerations into
ICAAP and wider risk management practices.

Read more

Further KPMG ECB Office Insights

Find all our latest insights here and practical expertise to help you dealing with the ECB supervisory approach under
the Single Supervisory Mechanism (SSM).

If your colleagues would like to receive KPMG SSM Insights, they can sign—up here.

kpmg.com/ecb
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The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or
entity. Although we endeavour to provide accurate and timely information, there can be no guarantee that such information is accurate
as of the date it is received or that it will continue to be accurate in the future. No one should act on such information without
appropriate professional advice after a thorough examination of the particular situation.
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