DRAFT COMPROMISE A

Article 12 - Small and non-interconnected investhigms
+ Recitals 16, 19, 23

Bold/italics text represents changes to the Commission proposal.

COVERING AMs 2, 3,5, 10to 16, 40 to 43, 49, 50 and 86 to 112

Article 12
Small and non-interconnected investment firms

1. An investment firm shall be deemed a small amttinterconnected investment firm
for the purposes of this Regulation where it madtsf the following conditions:

(&) AUM (or assets under management) calculated inrdeoge with
Article 17 is less than EUR 1.2 billion;

(b) COH (or client orders handled) calculated in acaoog with Article 20
is less than either:

i) EUR 100 million/day for cash trades or
ii) EUR 1 billion/day for derivatives.

(c) ASA (or assets safeguarded and administered) eadliin accordance
with Article 19 isEUR 7550 000 00Geeso;

(AM 10 Rapporteur, AM 91 Lucke, AM 92 Kofod, AM 93
Torvalds/Nagtegaal

(d) CMH (or client money held) calculated in accordanith Article 18 is
EUR 755 000 00Czero;

(AM 11 Rapporteur, AM 94 Lucke, AM 95 Torvalds/dgghl, AM 96
Kofod, AM 97 Delvaux)

(e) DTF (daily trading flow) calculated in accordancé&hwArticle 32 is
zero;

() NPR (net position risk) or CMG (clearing member rgurdiee) calculated
in accordance with Articles 22 and 23 is zero;

() TCD (trading counterparty default) calculated in@dance with Article
26 is zero;

(h) the balance sheet total of the investment firmeis [than EUR 100
million;

(i) the total annual gross revenue from investmenicenand activities of
by the investment firm is less than EUR 30 million.

For the purposes of points (a), (b), (c), (e), &)d (g), end-of day levels
shall apply.



2.

2a.

2b.

For the purposes of point (d), intra-day leveldishaply.

For the purposes of points (h) and (i), the leegiplicable at the end of
the last financial year shall apply.

The conditions set out in points (a), (b), (h)l &i) of paragraph 1 shall apply on a
combined basis for all investment firms that an¢ pha group.

The conditions set out in points (c), (d), (e),afd (g) shall apply to each investment
firm on an individual basis.

For the purposes of points (a) to (d) of paragh 1, an investment firm shall not be
considered to be a small and non-interconnectedastment firm in the event that the
investment firm exceeds, on an average rolling Isashe applicable threshold during
the precedingt2 sixmonth period.

(AM 13 Rapporteur, AM 208 Lucke)

For the purposes of points (e), (f) and (g) pdragraph 1, an investment firm shall
not be considered to be a small and non-interconteecinvestment firm after a period
of three months from the date on which the threstietas not mettAM 14 Rapporteur
AM 107 Lucke)

For the purposes of points (h) and (i) of panmagh 1, an investment firm shall not be
considered to be a small and non-interconnecteddastment firm in the event that the
relevant threshold-is was exceeded at the end efghevious financial yearfer tae
eenseeytiveyears.

(AM 15 Rapporteur)

Where an investment firm, which has not mepfthe conditions set out in paragraph
1, subsequently meets those conditions, it shatiobsidered, subject to approval by
the competent authority, a small and non-intercoteteinvestment firm after a period
of 6 3 months from the date when those conditions are met

(AM 111 Luckg

(AM 16 Rapporteur, AM 112 Torvalds/Nagtegaal)



Recital 16 adapted to revised Articles 12 and 15:

Investment firms should be considered small andintarconnected for the purposes of the
specific prudential requirements for investmentmngrwhere they do not conduct investment
services which carry a high risk for clients, masker themselves and whose size means they
are less likely to cause widespread negative inspmt clients and markets in case risks
inherent in their business materialise or in cdsey tfail. Accordingly, small and non-
interconnected investment firms should be defirethase that do not deal on own account or
incur risk from trading financial instruments, haelimited client assets or money under their
control, have assets undefboth discretionary gatinanagement—ane-—nen-diseretionary
{adviseny-arrargements of less than EUR 1.2 billlandle fewer than EUR 100 million per
day of client orders in cash trades or EUR 1 hillpzr day in derivatives, and have a balance
sheet smaller than EUR 100 million and total grassual revenues from the performance of
their investment services of less than EUR 30 anilli

Recital 19 adapted to revised Articles 12 and 15:

All investment firms should calculate their capitauirement with reference to a set of K-
factors which capture Risk-To-Customer (‘RtC’), Rts-Market (‘RtM’) and Risk-to-Firm
(‘RtF). The K-factors under RtC capture clientetssunder management-and-engeing-advice
(K-AUM), assets safeguarded and administered (K-ASAent money held (K-CMH), and
customer orders handled (K-COH).

Recital 23 adapted to revised Articles 12 and 15:

The K-factors under RtC are proxies covering thsirmss areas of investment firms from
which harm to clients can conceivably be generatedse of problems. K-AUM captures the
risk of harm to clients from an incorrect discratioy management of customer portfolios or
poor execution and provides reassurance and custoenefits in terms of the continuity of
service of ongoing portfolio managementand-ae\KeASA captures the risk of safeguarding
and administering customer assets, and ensuresvleatment firms hold capital in proportion
to such balances, regardless of whether they aits own balance sheet or segregated in other
accounts. K-CMH captures the risk of potential iarm where an investment firm holds the
money of its customertgking into account whetheregardless-ef they are on its own balance
sheet or segregated in other accounts. K-COH captine potential risk to clients of a firm
which executes its orders (in the name of the tli@md not in the name of the firm itself), for
example as part of execution-only services to tdiem when a firm is part of a chain for client
orders.



DRAFT COMPROMISE B

Article 13 - Fixed Overheads

Bold/italics text represents changes to the Commission proposal.

COVERING AMs113to 116

Article 13
Fixed overheads requirement

1. For the purposes of Article 11(1)(a), the fixaedrheads requirement shall amount to
at least one quarter of the fixed overheads opteeeding year.
2. Where the competent authority considers thagthas been-ar-exceptionamaterial

change in the activity of an investment firm, tlenpetent authority may adjust the
amount of capital referred to in paragraph 1.

3. Subject to approval by the competent authoritidsere an investment firm has no
fixed overheads from the previous year, it shalieheapital amounting to at least one
guarter of the fixed overheads which have beerepte in its business plan for the
year following the year of commencement of its\atiés.

4. EBA, in consultation with ESMA, and taking ind@count Commission Delegated
Regulation (EU) 2015/488 shall develop draft retpriatechnical standards:to

(a) further specify the calculation of the requiremesferred to in paragraphahd;

(b) define for the purpose of this Regulation theotibn of “material changes”
referred to in paragraph 2.

EBA shall submit those draft regulatory technidainslards to the Commission by
[nine month from the date of entry into force of tRegulatioh

Power is delegated to the Commission to adopt ¢gelatory technical standards
referred to in the first subparagraph in accordavite Articles 10 to 14 of Regulation
(EU) No 1093/2010.



DRAFT COMPROMISE C

Article 15 - K-Factor and Capital Requirements

Bold/italics text represents changes to the Commission proposal.

COVERING AMs17-18, AM 117-127

Article 15
K-factor requirement and applicable coefficients

1. For the purposes of Article 11(1)(c), the K-taatequirement shall amount to at least
the sum of the following:

() Risk-to-Customer (RtC) K-factors calculated in ademce with

Chapter 2;
(k) Risk-to-Market (RtM) K-factors calculated in accante with Chapter
3
() Risk-to-Firm (RtF) K-factors calculated in accordamwith Chapter 4.
2. The following coefficients shall apply to ther@sponding K-Factors:
Table 1
K-FACTORS COEFFICIENT
Assets under management undeeth | K-AUM 0.02%

discretionary portfolio managemesgad

%%ngﬁ%eﬁ% e S

Client money held K-CMH (on 0.23%
segregated accounts)
K-CMH (on non- 0.545%
segregated accounts)

Assets under safekeeping ah#-ASA 0.04%

administration

Client orders handled K-COH cash trades 0.1%
K-COH derivatives 0.01%

Daily trading flow K-DTF cash trades 0.1%




0,
K-DTF derivatives 0.01%

(AM 17, 18 Rapporteur, AM 117 Lucke)

3. An investment firm shall monitor the value o K-factors for any trends that could
leave it with a materially different capital reqerinent for the next reporting period
and shall notify its competent authority of that temmlly different capital
requirement.

4. Where competent authorities consider that theie been ra-exeeptional material
change in the business activities of an investrfiemtthat impacts the amount of a
relevant K-factor, they may adjust the correspogdamount in accordance with
Article 36(2)(a) of Directive (EU) ----/--[IFD].

(AM 123 Luckg

5. In order to ensure the uniform application os 1Regulat|on and to take account of
developments |n financial marke s

Wlth ESMA, develop draft regulatory technlcal staanﬂs to:
(a) specify the methods for measuring the K-factoTitle Il of Part Three;
(b) adjust the coefficients specified in paragrapsf this Article

(c) define the notion of “segregated account” fohé purpose of this
Regulation by specifying the conditions that ensute protection of
client’s money in the event of the failure of anvestment firm;

(d) assess whether advice activities should beudeHd in K-AUM and
specify the methods for the potential inclusion.

Power is delegated to the Commission to adopt thgutatory technical standards
referred to in the first subparagraph in accordaneéth the procedure laid down in
Articles 10 to 14 of Regulation (EU) No 1093/20XAM 124 Tang)

6. ESMA shall be empowered to adjust the K-DTF fméents referred to in Table 1 of
paragraph 2 in the event that, in situations of maat stress as referred to in
Commission Delegated Regulation (EU) 2017/578, #éDTF requirements seem
overly restrictive and detrimental to financial didity.



DRAFT COMPROMISE D

Articles 16 to 20 - Risk to customers K factors

Bold/italics text represents changes to the Commission proposal.

COVERING AM 19-21 and 128-144

Article 16 remains as in the Commission proposaldmendments tabled).

Article 17
Measuring AUM for the purposes of calculating K-AUM

1. For the purposes of calculating K-AUM, AUM shiad the rolling average of the value
of the total monthly assets under management, megsun the last business day of
each of the previous 15 calendar montiesiverted into the entities’ functional
currency at that timeexcluding the 3 most recent monthly values.

AUM shall be the average or simple arithmetic meathe remaining 12 monthly
measurements.

K-AUM shall be calculated within the first 14 dagyfeach calendar month.
(AM 128 Ferber)

2. Where the investment firm has formally delegéatesl assets under management to
another financial entity, those delegated asseti Isé included in the total amount of
AUM measured in accordance with paragraph 1.

Where another financial entity has formally deledathe assets under management
to the investment firm, those delegated assetsmbigbe included in the total amount
of assets under management measured in accordéhgeawagraph 1.

3. Where an investment firm has been managingsafsetess than 15 months, it may
use business projections of AUM to calculate K-AUMibject to the following
cumulative requirements:

(@) historical data is used as soon as it becowsikable;

(b) the business projections of the investment wbmitted in accordance
with Article 7 of Directive 2014/65/EU have beersjively assessed by
the competent authority.

Article 18
Measuring CMH for the purposes of calculating K-CMH



1. For the purposes of calculating K-CMH, CMH shuwlthe rolling average of the value
of total daily client money held, measured at thd ef each business day for the
previous3 12 calendar months.

CMH shall be the average or simple arithmetic mefatne daily measurements in
the3 12 calendar months.

K-CMH shall be calculated by the end of businesg fdlowing the measurement
referred to in the first subparagraph.

2. Where an investment firm has been holding cieoney for less tha® 12 months, it
may use business projections to calculate K-CMHijesat to the following cumulative
requirements:

(a) historical data is used as soon as it beconegkahble;

(b) the business projections of the investment Bubmitted in accordance
with Article 7 of Directive 2014/65/EU have beersjively assessed by
the competent authority.

(AM 130, 133, 136 Torvalds/Nagtegaal, AM 131, 137, Lucke, 135 Kofod, 139 Ferber)

Article 19
Measuring ASA for the purposes of calculating K-ASA

1. For the purposes of calculating K-ASA, ASA shlthe rolling average of the value
of the total daily assets safeguarded and admieristeneasured at the end of each
business day for the previoés15 calendar months, excluding the 3 most recent
calendar months.

ASA shall be the average or simple arithmetic mefathe daily measurements from
the remainin@ 12 calendar months.

K-ASA shall be calculated within the first 14 dayfseach calendar month.

2. Where an investment firm has been in operatiofeks thai 15 months, it may use
business projections to calculate K-ASA, subjectttie following cumulative
requirements:

(a) historical data is used as soon as it beconegkahble;

(b) the business projections of the investment Bubmitted in accordance
with Article 7 of Directive 2014/65/EU have beenrsfiively assessed by
the competent authority.

(AM 140 Ferber, AM 141 Sander)

Article 20
Measuring COH for the purposes of calculating K-COH



1.

For the purposes of calculating K-COH, COH shalthe rolling average of the value
of the total daily client orders handled, measwethe end of each business day over
the previous 6 calendar months, excluding the 3 ment calendar months.

COH shall be the average or simple arithmetic maaie daily measurements for
the remaining 3 calendar months.

K-COH shall be calculated within the first 14 dafsach quarter.

COH shall be measured as the sum of the absedliie of buys and the absolute
value of sells for both cash trades and derivativescordance with the following:

(@) for cash trades, the value is the amount pardagived on each trade.

(b) for derivatives, the value of the trade is thaional amount of the
contract.

COH shall exclude transactions handled by the intraent firm that arise from th
servicing of a client’s investment portfol_:
-s

COH shall exclude transactions executed by thestmwent firm in its own name
either for itself or on behalf of a client.

Investment firms may exclude from the calculatiofi @OH orders, which have not
been executed, where such non-execution is duéetimely order cancellation by
the client.

(AM 143, 144 Ferber)

Where an investment firm has been in operatiorielss than 3 months, it may use
business projections to calculate K-COH, subjectthite following cumulative
requirements:

(@) historical data is used as soon as it becowsitable;

(b) the business projections of the investment Submitted in accordance
with Article 7 of Directive 2014/65/EU have beenrsfiively assessed by
the competent authority.



DRAFT COMPROMISE E

Articles 21 to 23 - Risk-to-Market K-Factors

Bold/italics text represents changes to the Commission proposal.

COVERING AMs145to0 168

Article 21
RtM K-factor requirement

1. The RtM K-factor requirement for the trading kquositions of an investment firm
dealing on own account, whether for itself or omd€of a clientshall be K-NPR

calculated in accordance with Article 22.

2. By derogation from paragraph 1, a competent authtgrshall allow an investment
firm to determine the RtM K-factor requirement bysing K-CMG calculated in
accordance with Article 23for positions that are centrally cleared whereftfiewing

conditions have been fulfilled:

(@) the investment firm is not part of a group edming a credit institution;

(b) the execution and settlement of the transastidthe investment firm that
are centrally cleared take place under the respitingiof a clearing
member and are either guaranteed by that clearerglrar or otherwise
settled on a delivery-versus-payment basis;

(c) the calculation of the initial margin posted thg investment firm to the
clearing member is based on an internal model ®fctearing member
that complies with the requirements set out in detidl of Regulation

(EU) No 648/2012;

(AM 162 Ferber, 163 Delvaux, 164 Lucke)

Article 22
Calculating K-NPR

1. For the purposes of K-NPR, the capital requéet for the trading book positions of
an investment firm dealing on own account, whetheitself or on behalf of a client

shall be calculated using one of the following apghes:

(a) the [simplified standardised] approach set outlalers 2 to 4 of
Title IV of Part Three of Regulation (EU) No 57512akhere-the



|

Kommentiert [BF1]: Compromise proposal as follow-up
shadows meeting on 12 September 2018

}nf

2. For the purposes of the second sentence of @iof paragraph 1, an investment firm
shall calculate the size of on- and off- balanceestbusiness in accordance with
[paragraphs 2 to 7 of Article 325a of Regulation (R&J) No 575/201B

Recitals

(20) The K-factor under RtM captures net position riskNPR) in accordance with the
market risk provisions of CRR where permitted by the competent authority

clearing member (K-CMG).




No 575/2013 as amended to apply this on a tempbwasig for three years, in order to take account
of investment firms' overall lower prudential redeece. Alternatively, the capital requirement of

trading firmswhese businessis centrally clearegositionsshould, subject to the approval of the

competent authority, be equal to the margins posteutheir clearing member.

~ - 7| Kommentiert [BF2]: Reinstatement of COM proposal
following the reintroduction of FRTB + adjustment.

ﬁ%ﬁdﬁ 7777777777777777777777777777777777777777777777777777777 _ — — | Kommentiert [BF3]: Compromise proposal as follow-up of
shadows’ meeting on 12 September 2018

Article 23
Calculating K-CMG

[REORGANISED AND MOVED UP TO ARTICLE 21]

L] K-CMG shall be the highest total amount of initiakrgin posted to the clearing

member by the investment firm over the precedimgoBths.

2. EBA, in consultation with ESMA, shall develomftrregulatory technical standards to
specify the calculation of the amount of the initreargin referred to in paragraph 1(c).

The EBA shall submit those draft regulatory techhgtandards to the Commission by
[nine months from the date of entry into force @&f Regulatioh

Power is delegated to the Commission to adopt #wsed regulatory technical

standards referred to in the first subparagrapdcoordance with Articles 10 to 14 of
Regulation (EU) No 1093/2010.



Avrticles 24 to 32 - Risk-to-Firm K-Factors

DRAFT COMPROMISE F

Bold/italics text represents changes to the Commission proposal.

COVERING AM 22 and 169 to 210

Articles 24 and 26 to 31 remain as in the Commission proposal.

SECTION

TRADING COUNTER PARTY DEFAULT

Article 25
Scope

1. The following transactions shall be subjectiis Section:

(a) derivative instruments listed in Annex Il of Regida (EU) No
575/2013, with the exception of the following:

()

(ii)

(iii)

OTC derivatives traded with central governmeatsl central
banks of Member States;

OTC derivatives directly or indirectly cleared through a

qualifying central counterparty (QCCRB)-threugh-a—clearing
" which i . : )

LML Sondedlomassaure)

OTC derivatives cleared through a clearingember, where

transactions are subject to a clearing obligatiamspant to

Article 4 of Regulation (EU) No 648/2012 or to aquivalent

requirement to clear that contract in a third coyrar where all
of the following conditions are met:

aa. the positions and assets of the investmentrétated

to those transactions are distinguished and seigega

the level of both the clearing member and the QCCP,
from the positions and assets of both the cleaniamber

and the other clients of that clearing member asda
result of that distinction and segregation, thossitipns

and assets are bankruptcy remote under nationainlaw
the event of the default or insolvency of the dlear
member or one or more of its other clients;

bb. laws, regulations and contractual arrangements
applicable to or binding the clearing member ftatié

the transfer of the client's positions relating those
contracts and transactions and of the corresponding



2.

collateral to another clearing member within the
applicable margin period of risk in the event offadit or
insolvency of the original clearing member;

cc. the investment firm has obtained an independent
written and reasoned legal opinion which conclutiag

in the event of legal challenge, the investment firould
bear no losses on account of the insolvency oféring
member or of any of its clearing member's clients.

(iv) exchange-traded derivatives;

(v) derivatives held for hedging a position of flien resulting from
a non-trading book activity;

(b) long settlement transactions;

(c) repurchase transactions;

(d) securities or commodities lending or borrowing si@tions;
(e) margin lending transactions.

By way of derogation from this Section, an irtwgant firm may calculate its capital
requirement for the transactions referred to inageaph 1 by applying one of the
methods set out irBections 3, 4 or 5, Title I, Part 3 of Regulat{@&v) No 575/201B
and shall immediately inform the competent autlydtiereof.

Article 32
Measuring DTF for the purposes of calculating K-DTF

For the purposes of calculating K-DTF, DTF shallthe rolling average of the value
of the total daily trading flow, measured at thel ef each business day over the
previousé 15 calendar months, excluding the 3 most recent dalemonths.

(AM 195, 196 Delvaux)

DTF shall be the average or simple arithmetic maddhe daily measurements for the
remaining3 12 calendar monthexeluding-the-ten-days-with-the-lowest-tradingvilo

. : e flow,
(AM22-Rapporteur-AM-194-Torvalds:-AM-197-Nagtdgaa
K-DTF shall be calculated within the first 14 dafseeachyearguaster

DTF shall be measured as the sum of the absaiie of buys and the absolute value
sells for both cash trades and derivatives in atzoore with the following:

(a) for cash trades, the value is the amount paidazived on each trade.

(b) for derivatives, the value of the trade is thational amount of the
contract.




ghath L)-Ne-1003/2010,
NOTE: MOVED TO REVIEW CLAUSE

DTF shall exclude transactions executed by s&asiment firm providing portfolio
management services on behalfcollective investmentundertakings=avestment
funds. (AM 206 Ferber, AM 207 Delvaux)

DTF shall include transactions executed by an itnvest firm in its own name either
for itself or on behalf of a client.

Where an investment firm has been in operatiotets tha@-15 months, it may use
business projections to calculate K-DTF subjecttiie following cumulative
requirements:

(a) historical data is used as soon as it beconegkahble;

(b) the business projections of the investment Bubmitted in accordance
with Article 7 of Directive 2014/65/EU have beersjiively assessed
by the competent authority.



DRAFT COMPROMISE FA

Article 32a (new) - ESG Factors

Bold/italics text represents changes to the Commission profd&alE: formally not a
compromise but an oral amendment]

Chapter 4a (new, adapted from ECON Final Report (RR Article 501da)

Article 32a (new)

Prudential treatment of assets exposed to actigitssociated with environmental or social
objectives

The EBA, after consulting the ESRB, shall assess the basis of available data and the
findings of the High Level Expert Group on Sustaibée Finance of the Commission

whether a dedicated prudential treatment of assetsposed to activities associated
substantially with environmental and / or social j@etives, in the form of adjusted k-factors
or adjusted k-factor coefficients, would be juséfi from a prudential perspective. In

particular, EBA shall investigate:

i. methodological options for assessing exposurésasset classes to activities associated
substantially with environmental and/or social olgjgves;

ii. specific risk profiles of assets exposed toieities which are associated substantially with
environmental and/or social objectives;

iii risks related to the depreciation of assets dogegulatory changes such as climate change
mitigation;

iv. the potential effects of a dedicated prudenttatatment of assets exposed to activities
which are associated substantially with environmahand/or social objectives on financial
stability.

The EBA shall submit a report on its findings toéhCommission, the European Parliament
and the Council by [two years after entry into faof this regulation].

On the basis of this report, the Commission shéflappropriate, submit to the European
Parliament and the Council a legislative proposal.



DRAFT COMPROMISE G

Articles 33 to 41 - Concentration Risk

Bold/italics text represents changes to the Commission proposal.

COVERING AMs211to 218

Articles 33 to 39 and 41 remain as in Commissiappsal.

Article 40
Exclusions
1. The following exposures shall be excluded fréwa tequirements set out in Article
38(1):

(a) exposures not arising in the trading book;

(b) exposures which are entirely deducted fromrarestment firm’s own
funds;

(c) certain exposures incurred in the ordinary sewf settlement of payment
services, foreign currency transactions, securitiEnsactions and
provision of money transmission;

(d) asset items constituting claims on central govents:

(e)

(i) exposures to central governments, central haplblic sector
entities, international organisations or multilatedevelopment banks
(MDBs) and exposures guaranteed by or attributabéeich persons;

(i) exposures to central governments or centealks (other than
those referred to under point (i) which are denat@d and, where
applicable, funded in the national currency oftiberower;

(iii) exposures to, or guaranteed by European Econédrea (EEA)
states’ regional governments and local authorities.

exposures and default fund contributions tareécounterparties.

Competent authorities may fully or partially exg the following exposures from the

application of Article 38(1):

(@)
(b)

(©

(d)

covered bonds;

exposures to, or guaranteed by EEA statesonedigovernments and
local authorities;

liquidity requirements held in government séties, provided that, at the
discretion of the competent authority they are ss=@ as investment
grade;

exposures to recognised exchanges as definefiticle 4(1)(72) of

Regulation (EU) 575/2013e-quatifying-central-counterparties (QECP)
orto-clearing-members

(AM-217 Lucke; AM-218 Sander/Lamassoure)



DRAFT COMPROMISE Ga

Articles 42 to 44 - Liquidity Requirements

Bold/italics text represents changes to the Commission proposal.

COVERING AM 23 and 219 to 223

PART FIVE
LIQUIDITY

Article 42
Liquidity requirement

An investment firm shall hold an amount of lidudssets equivalent to at least one

1.
third of the fixed overhead requirements calculategiccordance with Article 13(1).
For the purposes of the first subparagraph, ligisgets shall be any of the following:
(a) the assets referred to in Articles 10 tah8 150f Commission Delegated
Regulation (EU) 2015/6XAM 23 Rapporteur)
(b) unencumbered cash;
(ba) unencumbered short term deposits at a creuititution giving the firm
ready access to liquidity(AM 219 Ferber)

(bb) shares, depositary receipts, ETFs, certifesat and other similar
financial instruments, for which there is a liquidmarket within the
meaning of Article 14 of Regulation (EU) No 600/28lon markets in
financial instruments, subject to a haircut of 50%AM 221 Ferber)

(bc) other financial instruments, for which there is aguid market within the
meaning of Article 14 of Regulation (EU) No 600/28%on markets in
financial instruments, subject to a haircut of 509AM 222 Ferber)

2. For the purposes of paragraph 1, an investnrentiiat meets the conditions set out

in Article 12(1) may also include receivables franade debtors and fees or
commissions receivable within 30 days in theiriligassets, where those receivables
comply with the following conditions:
(a) they account for up to one third of the minimiioidity requirements as
referred to in paragraph 1;

(b) they are not to be counted towards any additibiquidity requirements
required by the competent authority for firm-spiecifsks in accordance
with Article 36(2)(k) of Directive (EU) ----/--[IF D,

(c) they are subject to a haircut of 50%.



Article 43
Temporary reduction of the liquidity requirement

1. An investment firm may, in exceptional circunmgtes, reduce the amount of liquid
assets held. Where such reduction occurs, the tmees$ firm shall notify the
competent authority without delay.

2. Compliance with the liquidity requirement set auArticle 42(1) shall be restored
within 30 days of the original reduction.

2a. EBA, in consultation with ESMA, shall issue glelines to specify what constitutes
exceptional circumstances for the purpose of paragh 1.(AM 223 Viegas)

Article 44
Customer guarantees

An investment firm shall increase their liquid dsdgy 1.6% of the total amount of guarantees
provided to customers.



DRAFT COMPROMISE H

Articles 45 to 53 - Disclosure and reporting

Bold/italics text represents changes to the Commission proposal.
COVERING AMs 24 and 224 to 259.

Articles 45, 46 (no AM tabled), 47, 48 (no AM tath}el9, 5052and 53 (no AM tabled) remain
as in COM proposal.

Article 51
Remuneration policy and practices

Investment firms shaltlisclose the following information regarding thegmuneration policy
and practicesincluding aspects related to gender neutraliggM 233, AM 234)for those
categories of staff whose professional activitiasena material impact on investment firm'
risk profile, in accordance with Article 45;

S

(a) the most important design characteristics effémuneration system, including

the level of variable remuneration and criteria ftg award, pay out in
instruments policy, deferral policy and vestingemia,;

(b) the ratios between fixed and variable remui@naget by the investment firms
in accordance with Article 28(2) of Directive (EU)-/--[IFD[[;

(c) aggregate quantitative information on remunenatbroken down by senior
management and members of staff whose actionsanmagerial impact on the
risk profile of the investment firm, indicating tfalowing:

i) the amounts of remuneration awarded in the fir@nyear, split into
fixed remuneration including a description of theefl components, and
variable remuneration, and the number of benefesar

ii) the amounts and forms of awarded variable regnation, split into
cash, shares, share-linked instruments and otpes tgeparately for the
part paid upfront and the deferred part;

iii) the amounts of deferred remuneration awardest previous
performance periods, split into the amount dueesi in the financial year
and the amount due to vest in subsequent years

a) i-the amount of deferred remuneration due to vesthén
financial year, and that is reduced through peréoroe
adjustments;

b) wW-the guaranteed variable remuneration awards dutiieg
financial year, and the number of beneficiariethoke awards;

c) vi-the severance payments awarded in previous peribds,
have been paid out during the financial year;

- { Kommentiert [BF4]: Reinstatement of COM proposal ]




d) wi)-the amounts of severance payments awarded during th
financial year, split into paid upfront and defetréhe number
of beneficiaries of those payments and highest payiihat has
been awarded to a single person;

berg anag body-0 ig apagement;
(AM 240, 241, 242, 243, 244, 247 Ferber, AM 232kEe)ic

(f) information on whether the investment firm bfisefrom a derogation laid
down in Article 30(4) of Directive (EU) ----/--[IFP

For the purposes of point (f), investment firmg thenefit from such a derogation shall indicate
whether that derogation has been granted on the digoint (a) or point (b) of Article 30(4)
of Directive (EU) ----/--[IFD], or both. They shadliso indicate for which of the remuneration
principles they apply the derogation(s), the numtfestaff members that benefit from the
derogation(s) and their total remuneration, sptib ifixed and variable remuneration.

This Article shall be without prejudice to the pigiens set out in Regulation (EU) 2016/679.

Article 51a - Investment policy

1. Investment firms shall disclose the followingformation regarding their investment
policy, in accordance with Article 45:

(@) the participation rate for all direct anhdirect holdings where beneficial ownership
exceeds 5% of any class of voting equity securjte®ken down by Member State
and sector;

(b) the complete voting behaviour at sharedteis' meetings, in particular the percentage
of approval of proposals put forward by the managemh of the entities held in
accordance with (a);

(c) the recurrence to proxy advisor firms;

(d) the voting guidelines regarding the entitieslti@ccording to (a).

The disclosure requirement referred to in point (shall not apply if the contractual
arrangements of all shareholders represented by ihreestment firm at the shareholders’
meeting do not authorize the investment firm to @ain their behalf unless express voting
orders are given by the shareholders after recegyithe meeting's agenda.

2. Paragraph 1 shall not apply to investment firmgich meet the criteria referred to in
paragraph 4 of Article 30 of Directive (EU) ----fD]/



3. EBA, in consultation with ESMA, shall develop alit implementing technical standards
to specify templates for disclosure under paragrafh In order to avoid divergence of
application between this Regulation and Directivé&Elf) 2017/828, EBA shall, when
developing these technical standards, take intoamt Article 3g of that Directive.
EBA shall submit those draft implementing technicsfandards to the Commission by [nine
months from the date of entry into force of this dation].

Power is conferred on the Commission to adopt tmepiementing technical standards
referred to in the first subparagraph in accordaneeith Article 15 of Regulation (EU) No
1093/2010.(AM 257 Giegold)

Article 51b - ESG-related risks
(new, adapted from ECON Final Report (CRR), Articliel9a)

From ... [3 years after entry into force of this Belation], investment firms which do not
meet the criteria referred to in paragraph 4 of Agte 30 of Directive (EU) ----/--[IFD] shall
disclose information on ESG-related risks, physicéks and transition risks as defined in
the report referred to in [Article 32a (new) Dirage (EU) ----/--[IFD] Atticle-98(7e)of

For the purpose of the first subparagraph, the imfoation shall be disclosed annually the
first year and biannually the second year and thafter. (AM 227 Giegold)

Article 52
Reporting requirements

1. An investment firm shall submit an annual reprtthe competent authorities
including all of the following information:

() level and composition of own funds;
(g) capital requirements;
(h) capital requirement calculations;

(i) the level of activity in respect of the conditioset out in Article 12(1),
including the balance sheet and revenue breakdgvmvbstment service
and applicable K-factor;

(J) concentration risk;
(k) liquidity requirements.

2. By way of derogation from paragraph 1, an inwesit firm that meets the conditions
in Article 12(1) shall not be required to repor¢ tinformation specified in points (e)
and (f).

2.a (new) Upon request from the competent authgréy investment firm shall report to the
competent authority the total remuneration for eachember of the management

Kommentiert [BF5]:
NOTE: This has been added following COM technical
suggestion to ensure consistency with the sharetehight
directive (EU) 2017/828 (See in particular ArtiGg and
Article 1(7)).
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body or senior managemerfAM 240, 241, 242, 243, 244, 247 Ferber, AM 232
Lucke, moved from disclosure requirements to répg@rrequirements as per
discussion in shadows’ meeting on 10 July 2018h8ii redrafted)

EBA, in consultation with ESMA, shall developaftr implementing technical

standards to specify the formats, reporting datefnitions and the IT solutions to be
applied for the reporting referred to in paragrdphwhich take into account the
difference in granularity of information submittegt an investment firm that meets
the conditions in Article 12(1).

EBA shall develop the implementing technical staddareferred to in the first
subparagraph by [nine months from the date of dntoyforce of this Regulation].

Power is conferred on the Commission to adoptrtimeémenting technical standards
referred to in this paragraph in accordance wittiche 15 of Regulation (EU) No
1093/2010.



DRAFT COMPROMISE |

Articles 57 to 59 - Transitional provisions and Rev Clause

Bold/italics text represents changes to the Commission proposal.
COVERING AMs 26, 260to 272
Article 57 - Transitional provisions

1. Articles 42 to 44 and 45 to 51 shall apply tanogodity and emission allowance
dealers fromfjve years from the date of application of this &agon].

_ - { Kommentiert [BF6]: Reinstating FRTB

3. By way of derogation from Article 11, investmeiiims may limit their capital
requirements for a period of five years frftime date of application of this Regulatjon
as follows:

(@) twice the relevant capital requirement pursuar€hapter 1 of Title 1 of Part
Three of Regulation (EU) No 575/2013 had it congishio be subject to that
Regulation;

(b) twice the applicable fixed overhead requirementosgtin Article 13 of this
Regulation where an investment firm was not intexise on or beforalpte of
application of this Regulatign

(c) twice the applicable initial capital requirement sat in Title IV of Directive

2013/36/EU on date of application of this Regulatijpwhere an undertaking
was subject only to an initial capital requirementil that point in time.

Article 58
Derogation for undertakings referred to in Artietél)(1)(b) of Regulation (EU) 575/2013

Investment firms which on the date of entry intactoof this Regulation meet the conditions
of Article 4(1)(1)(b) of Regulation (EU) 575/2018dhave not yet obtained authorisation as



credit institutions in accordance with Article 8 Directive 2013/36/EU shall continue to be
subject to Regulation (EU) 575/2013 and to Direc@013/36/EU.

TITLE Il
REPORTSAND REVIEWS
Article 59
Review clause __ - | Kommentiert [BF7]: AM to better distinguish between th
review (para 1) of the Regulation and the applateport
(para 2) following shadow meeting of 12 September.
1. By [3 yearsfrom-the—date—offrom the date of entry into feredre-into—force

appheatienof this Regulatioly the Commissioshall carry out a review and submit

a report, together with a legislative proposal ppropriate, ef-the-application-of on
the following:

(AM 261 Langen, AM 262 Sander/Lamassoure)

(@) the conditions for investment firms to qualify asal and non-
interconnected firms in accordance with Article 12;

(b) the methods for measuring the K-factors in TitlefiPart Three and in
Article 38;

(c) the coefficients in Article 15(2);
(d) the provisions set out in Articles 42 to 44;
(e) the provisions set out in Section 1 of Chapter Zité Il of Part Three;

(f) the application of Part Three to commodity and eiois allowance
dealers.

(fa) the modification of the definition of "creditnstitution” in Regulation
(EU) No 575/2013 through Article 60 (2) (a) of thiRegulation and
potential unintended negative consequences;

(AM 263 Delvaux, AM 271 Sander/Lamassoure)

(fb) the provisions set out in Article 46 and 47 &egulation (EU) No
600/2014 and their alignment with a consistent framork for
equivalence in financial services;

(AM 264 Lucke)

(ie)—the-Ren-inciusion-oia-ded icated-Kfactordavice-act brities; - W Kommentiert [BF8]: Deleted in the follow-up of the

shadows meeting of 12 September 2018 to avoid chtjihn
with existing EBA mandates

(fd)

aeseeunts; (AM 269 Delvaux)(deleted in the follow-up of thexdbws
meeting of 12 September 2018 to avoid duplicatidh existing EBA
mandates in Article 15(5)) | _ 1 Kommentiert [BF9]: Deleted in the follow-up of the

shadows meeting of 12 September 2018 to avoid chtjiin
with existing EBA mandates




(fe)  the thresholds set out in Article 12(1) dfi$ Regulation;

(ff)  the application of the standards of the Fundamtal Review of the
Trading Book to investment firms;

(fg) the method of measuring the value of a derivatin Article 32 (2) (b)
and Article 20 (2) (b), and the appropriateness iotroducing an
alternative metric and/or calibration(AM 268, Delvaux, Tang)

(fh)  the appropriateness of not applying restricti® to ancillary services
undertakings as defined in Article 4(1)(18) of Relation (EU) No
575/2013 (AM 267 Giegold)

(fiy  the need to develop macro-prudential tools dddress specific risks
that investment firms could pose to financial stétyi

By [3 years from the date @htny—inte—feree applicationof this Regulatiol the
Commission shall submit a comprehensive report pphcation of this Regulation

to the European Parliament and the Councikeferred-to-in-paragraph;—tegether
ith locrislati I wh vy

(AM 272 Delvaux)



Article 60 - Change to CRD/CRR

DRAFT COMPROMISE J

Bold/italics text represents changes to the Commission proposal.

COVERING AMs 273 to 290

Article 60

Amendments of Regulation (EU) No 575/2013

Regulation (EU) No 575/2013 is amended as follows:

1. In the title, the words ‘and investment firmsé @eleted.

2. Article 4(1) is amended as follows:

(@) point (1) is replaced by the following:

“(1) ‘credit institution’” means an undertaking thHmisiness of which
consists of any of the following:

@

(b)

to take deposits or other repayable funds fronpthitdic and
to grant credits for its own account;

to carry out any of the activities referred to wimgs (3) and
(6) of Section A of Annex | of Directive 2014/65/EWhere
one of the following applies, but the undertakisgniot a
commodity and emission allowance dealer, a coilecti
investment undertaking or an insurance undertaking:

i) the total value of the assets of the undertakixceeds EUR
30 billion, or

i) the total value of the assets of the undertgldoes not
exceedsbelewEUR 30 billion, and the undertaking is part of
a group in which theombinedeerselidatedotal value of the
assets of all undertakings in the group that cautyany of the
activities referred to in points (3) and (6) of Bec A of
Annex | of Directive 2014/65/EU and have total as#&t do
not exceed-sbeleWwUR 30 billion exceeds EUR 30 billion,
or

iii) the total value of the assets of the underigldoes not
exceeds-belewEUR 30 billion, and the undertaking is part of
a group in which theombinedeenselidatedtotal value of the
assets of all undertakings in the group that camtyany of the
activities referred to in points (3) and (6) of Bec A of
Annex | of Directive 2014/65/EU exceed EUR 30 bitlj



where the supervisors that would be responsible fhe
authorisation under Article 8a of Directive 2013/86U and
the consolidating supervisor in consultation withe t
supervisory college so decides in order to addpessntial
risks of circumvention and potential risks for tfieancial
stability of the Union.

For the purpose of points (ii) and (iii), when thendertaking
is part of a third country group, the total assets each
branch of the third country group authorised in thenion
are included in the combined total value of the ats of all
undertakings in the group.

For the purposes of this article, all thresholdseacalculated
at the highest level of consolidation.

(AM 287 Ferber)

TO BE SEEN IN CONJUNCTION WITH COMPROMISE A IN THRVESTMENT FIRMS

DIRECTIVE (Article 4a new) - Empowerment to subjemrtain investment firms to the

requirements of Regulation (EU) 575/2013

[...] Points 3 to 12 of Article 60 remain as in CQivbposal

12a.

"5.

In Article 119, paragraph 5 is replaced by tfalowing:

Exposures to financial institutions authorisadd supervised by the competent
authorities and subject to prudential requiremeataparable to those applied to institutions in

terms of robustness shall be treated as exposarésstitutions.For the purpose of this
paragraph, the prudential requirements defined ineBulation (EU) ---/--- [IFR] shall be
considered comparable to those applied to instiing in terms of robustness.

(AM 289 Delvaux, AM 290 Sander/Lamassoure)

Points 13 to 19 of Article 60 remain as in COM sal.

777777777777777777777 ] - T

discussed during shadow meeting of 11 September.

Kommentiert [BF10]: Note: Taking over of ECB AM 2 aﬂ




DRAFT COMPROMISE K

Article 61 - Changes to MiFIR/ Systematic Intereaiis

Bold/italics text represents changes to the Commission proposal.

COVERING AMs 27, 57, 58, 291 to 293 and 335 to 337

Article 61 - paragraph 1 - point - 1 (new)

The title of Title Il is replaced by the following
"TRANSPARENCY FOR SYSTEMATIC INTERNALISERS AND INVEBVIENT
FIRMS TRADING OTC AND TICK SIZE REGIME FOR SYSTEMATIC
INTERNALISERS"

Article 61 - paragraph 1 - point - 1a (new)

The following Article 17a is inserted:

Article 17a
Tick sizes

Systematic internalisers’ quotes, price improvengnhn those quotes and execution

prices shall comply with tick sizes set in accordanwith Article 49 of Directive
2014/65/EU.

(AM 27 Rapporteur, AM 291, 292 Giegold, AM 293 Rak/Beres)

Article 63 - paragraph 2a (new)

Notwithstanding paragraph 2, Article 61(1), pointl-(new) shall apply 20 days after
publication of this Regulation in the Official Jounal of the European Union.

(AM 336 Ferber, AM 337 Delvaux)

Recital 42a (new):

(42a) With the aim of guaranteeing a level playifigld and promoting the transparency of
the Union market, Regulation (EU) No 600/2014 shdube amended to subject systemic
internalisers’ quotes, price improvements and exgouas prices to the tick size regime when
dealing in all sizes. Consequently, the currentlpmicable regulatory technical standards
dealing with the tick size regime should also apfiyits extended scope.

(AM 57 Ferber, Am 58 Delvaux/Béres)



Article 61 - Change to Articles 46 and 47 MiFIR/ithCountry Regime

DRAFT COMPROMISE L

Bold/italics text represents changes to Commission proposal.

COVERING AMs 28 to 36 and 296 to 333

Article 61
Amendment to Regulation (EU) No 600/2014

Regulation (EU) No 600/2014 is amended as follows:

(21)  Article 46 is amended as follows:

(-a)

@

(b)

(©

paragraph 1 is replaced by the following:

"1. A third-country firm may provide investmentrgees or perform
investment activitieisted in points (1), (2), (4), (5), (7), (8) orX®f Section
A of Annex | to Directive 2014/65/E(AM 28 Rapporteunyith or without any
ancillary services to eligible counterparties amgrofessional clients within the
meaning of Section | of Annex Il to Directive 2088/EU established
throughout the Union without the establishment obranch where it is
registered in the register of third-country firmspk by ESMA in accordance
with Article 47.”

in paragraph 2, the following point (d) is adde

“(d) the firm has established the necessary aearents and procedures to
report the information set out in paragraph 6a.”;

the following paragraph 6a is added:

“6a. Third-country firms providing services or peming activities listed in
points (1), (2), (4), (5), (7), (8) or (9) of Semti A of Annex | to Directive
2014/65/EU in accordance with this Article shalt, @an annual basis, inform
ESMA about the following:

(a) the scale and scope of the services and aesidarried out by the firms
in the Union;

(b) the turnover and the aggregated value of teetascorresponding to the
services and activities referred to in point (a);

(c) whether investor protection arrangements haemltaken, and a detailed
description thereof;

(d) the risk management policy and arrangementieappy the firm to the
carrying out of the services and activities refeér@in point (a).”;

paragraph 7 is replaced by the following:

“7. ESMA, in consultation with EBA, shall develafraft regulatory technical
standards to specify the information that the aapli third-country firm is to



(d)

provide in the application for registration refetr® in paragraph 4 and the
information to be reported in accordance with peaply 6a.

ESMA shall submit those draft regulatory technicgthndards to the
Commission bydate to be insertdd

Power is delegated to the Commission to adopt dgulatory technical
standards referred to in the first subparagrapit@ordance with Articles 10 to
14 of Regulation (EU) No 1095/2010.";

the following paragraph 8 is added:

8. ESMA shall develop draft implementing techrlistandards to specify the
format in which the application for registratiorfexred to in paragraph 4 is to
be submitted and the information referred to irageasph 6a is to be reported.
ESMA shall submit those draft implementing techhistandards to the
Commission by [date to be inserted].

Power is delegated to the Commission to adopt ni@deimenting technical
standards referred to in the first subparagrataordance with Article 15 of
Regulation (EU) No 1095/2010.".

2) Article 47 is amended as follows:

@

the first subparagraph of paragraph 1 is replagetid following:

“The Commission may adopt a decision in accordanitk the examination
procedure referred to in Article0 542) in relation to a third country stating
that the legal and supervisory arrangements oftthiat country ensure all of
the following: (AM 29 Rapporteur, AM 306 Giegold)

(a) that firms authorised in that third country compijth legally
binding prudentialorganisational, internal controland business
conduct requirements which have equivalent effeat the
requirements set out in this Regulation, in Dinee2013/36/EU, in
Regulation (EU) No 575/2013, in Directive (EU) ~-HFD] and in
Regulation (EUY--/---[IFR] and in Directive 2014/65/EU and in
the implementing measures adopted under those &&msd and
Directives;

(AM 30 Rapporteur, AM 307 Giegold, AM 308 Bérés, AU
Lamassoure/Sander, AM 310 Cornillet)

(b) that firms authorised in that third country are jeabto effective
supervision and enforcement ensuring complianceh wite
applicable legally binding prudentiarganisational, internal
control and business conduct requirements; and

(AM 31 Rapporteur, AM 311 Giegold, AM 312 Bérés, 208 Cornillet,
AM 314 Lamassoure/Sander)

(c) that the legal framework of that third country pdes for an
effective equivalent system for the recognitiorimsfestment firms
authorised under third-country legal regimes;

Where the services provided and the activitiesgoeréd by third-country firms
in the Union following the adoption of the decisioeferred to in the first
subparagraph are likely to be of systemic imporaioc the Union, the legally



(b)

(ba)

(bb)

©

binding prudentialorganisational, internal control and business conduct
requirements referred to in the first subparagnagely only be considered to
have equivalent effect to the requirements seirotlte acts referred to in that
subparagraph after a detailed and granular assetsRee-thesepurpeses For
the purpose of this assessment, the Commissiohabkalassess and take into
account the supervisory convergence between the ¢buntry concerned and
the Union.

(AM 315 Lamassoure/Sander, AM 316 Cornillet, AM8 Blicke)

When adopting the decision referred to in the fisstoparagraph, the
Commission shall take into account whether thathountry is identified as a
non-cooperative jurisdiction for tax purposes unither relevant Union policy
or as a high-risk third country pursuant to Artidé2) of Directive (EU)

2015/849.";

in paragraph 2, point (c) is replaced by the foltayv

“(c) the procedures concerning the coordination sofpervisory activities
including investigations and on-site inspections.”

the following paragraph 2a is inserted:

“The Commission is empowered to adopt delegated actaccordance with

Article 50 clarifying the conditions that the prosion of services or

performance of activities are required to fulfil iorder to be considered as
likely to be of systemic importance for the Union.”

(AM 33 Rapporteur, AM 322 Giegold)

paragraph 4 is replaced by the following:

A third-country firm may no longer use the rightgler Article 46(1) where the
Commission adopts a decision in accordance witheit@nination procedure
referred to in Articlés054£2) withdrawing its decision under paragraph 1 of this
Article in relation to that third country.

(AM 34 Rapporteur)

the following paragraph 5 is added:

“5. ESMA shall monitor the regulatory and supeoris developments, the
enforcement practices and other relevant marketldpments in third countries
for which equivalence decisions have been adoptéidebCommission pursuant
to paragraph 1 in order to verify whether the ctiads on the basis of which
those decisions have been taken are still fulfillgee Authority shall submit a
eenfidential report on its findings to the Commissiothe European
Parliament and the Councibn an annual basis.”

(AM 35 Rapporteur, 323 Delvaux 324 Lucke, 325 Qago
a Sa d:



(ca)

the following paragraph 5a is added:

“5a. The Commission shall, on an annual basis, pide the European
Parliament with a list of the decisions on equivale granted, suspended or
withdrawn, including an explanation on the rational supporting those
decisions.”

(AM 326 Delvaux/Fernandez)



DRAFT COMPROMISE M

Article 4 - Definitions

Bold/italics text represents changes to the Commission proposal.

COVERING AMs6-8, 59-65

Definitions 1 to 24; 28 to 30, and 32 to 51 remasrin COM proposal.

(25)

(26)

(27)

‘K-AUM’ or ‘K-factor in relation to assets ued management (AUM)’ means the
capital requirement relative to the value of asd&tan investment flrm manages for
its clients undeBe&h dlscretlonary portfollo managemeat

, including assets delegated to another
undertaklng and excludlng assets that another taldeg has delegated to the
investment firmThe calculation shall exclude assets that are aldgaaccounted for
under K-ASA (AM 6 Rapporteur, AM 59 Lucke)

‘K-CMH’ or ‘K-factor in relation to client moay held (CMH)’ means the capital
requirement relative to the amount of client motteat an investment firm holds
controls—+egardlessef-any taking into account theegal arrangements in relation to
asset segregation and irrespective of the natiacebunting regime applicable to
client money held by the investment fir(hM 7 Rapporteur)

‘K-ASA’ or ‘K-factor in relation to assets sajuarded and administered (ASA)’
means the capital requirement relative to the vafugssets that an investment firm
safeguards and administers for clients, includiresets delegated to another
undertaking and assets that another undertakingdiagated to the investment firm,

Hrespective-egbwhether when thoseassets appear on the investment firm's own
balance sheet or are segregated in other accétheEalculation shallexclude assets

thatare-already-acecounted-fertnreer K-AUMAM 60 Ferber)

(3637) ‘K-DTF’ or ‘K-factor in relation to daily tradingflow (DTF)’ means the capital

requirement relative to the daily value of trangact that an investment firm enters
through dealing on own account or the executioprdérs on behalf of clients in its
own nameexcluding the value of orders that an investmentnii handles for clients
through the reception and transmission of clientders and through the execution
of orders on behalf of clients as already reflectedCOH; (AM 8 Rapporteur)



DRAFT COMPROMISE N

Article 6 - Exemptions

Bold/italics text represents changes to the Commission proposal.

COVERING AMs66-74

Article 6
Exemptions

1. Competent authorities may exempt an investnientffom the application of Article
5 in respect of Parts Two to Four, Six and Sevdrere all of the following apply:

@

(b)

(©

(d)

the investment firm is a subsidiary and is includethe supervision on
a consolidated basis of a credit institution, aficial holding company
or a mixed financial holding company, in accordawié the provisions
of Chapter 2, Title Il, Part One of Regulation (BW) 575/2013pFthe

both the investment firm and its parent undertakémg subject to
authorisation and supervision by the same Memtse St

the authorities competent for the supervision onsobidated basis in
accordance with Regulation (EU) No 575/2013 agreesuch an
exemption;

own funds are distributed adequately between trenpandertaking and
the investment firm and all of the following coridits are satisfied:

() the investment firm meets the conditions setintArticle 12(1);

(ii) there is no current or foreseen material pcat or legal impediment
to the prompt transfer of capital or repaymentialilities by the
parent undertaking;

(iii) upon prior approval by the competent authgrithe parent
undertaking declares that it guarantees the comenitsnentered
into by the investment firm or that the risks i thvestment firm
are of negligible interest;

(iv) the risk evaluation, measurement and contralcedures of the
parent undertaking include the investment firm; and

(v) the parent undertaking holds more than 50%hef\toting rights
attached to shares in the capital of the investrfiantor has the
right to appoint or remove a majority of the mensbef the
investment firm’'s management body.

- { Kommentiert [BF11]: Reinstatement of COM proposal }




2.

(AM 68 Ferber)

Competent authorities may exempt investmentsfifiram the application of Article 5
in respect of Part Five where all of the followicmnditions are satisfied:

(a) the investment firm is included in the supervistma consolidated basis
in accordance with Chapter 2, Title Il of Part QrfeRegulation (EU)
No 575/201 ;

(b) the group has established centralised liquidity am@ment functions; and

(c) the authorities competent for the supervision onsotidated basis in
accordance with Regulation (EU) No 575/20 8 Difective
agree to such an exemption.

Recital 11:
@D The prudential regime for investment firms whicty tirtue of their size and

interconnectedness with other financial and econoatitors, are not considered
systemic should apply to each investment firm omdividual basis. However, since



the risks incurred by small and non-interconnedtegstment firms are limited for
the most part, they should be allowed to avail thelnes of an exemption from the
specific prudential requiremerggeeptferthe liguidity-reguirementsvhere they are
part of a banking grouperiasuranee—gretp[changed to reflect agreement in
shadows’ meetings on 11/12 September 20h8hdquartered and subject to
consolidated supervision under Regulation (EU) WM6/8013/Directive 2013/36/EU
in the same Member State, as in such cases thelittaied application of Regulation
(EU) No 575/2013/ Directive 2013/36/EU to the gsahould adequately cover those
risks. In order to mirror the possible existingatraent of groups of investment firms
under the Regulation (EU) No 575/2013/ Directivel2@6/EU, the parent
undertaking in such groups should be required e kafficient capital to support the
book value of its holdings in the subsidiaries.tkeir, in order to account for cases
where such investment firm groups carry a highemgrele of risk or
interconnectedness, they could be subject to damguirements based on the

consolidated situation of the gro se
an




DRAFT COMPROMISE O

Articles 7 and 8 - Group Capital Test and K-fac@@nsolidation

Bold/italics text represents changes to the Commission proposal.

COVERING AMs 75-83

No changes to COM proposal.

1.

Article 7
The group capital test

A Union parent investment firm, a Union pareméestment holding company, a
Union parent mixed financial holding company stalld at least enough own funds
to cover the sum of the following:

(a) the sum of the full book value of any holdings, aualinated claims and
instruments referred to in points (h) and (i) otiéle 36(1), points (c)
and (d) of Article 56, and points (c) and (d) ofiéle 66 of Regulation
(EU) No 575/2013 in investment firms, financial tingions, ancillary
services undertakings and tied agents in the imest firm group; and

(b) the total amount of any contingent liability in faw of investment firms,
financial institutions, ancillary services undeitajs and tied agents.

Competent authorities may allow a Union paremestment holding company or a
Union parent mixed financial holding company tochallower amount of own funds
than the amount calculated under paragraph 1, ¢edvihat this amount is no lower
than the sum of the own funds requirements impasedn individual basis on
investment firms, financial institutions, ancillasgrvices undertakings and tied agents
in the group, and the total amount of any contindebilities in favour of these
entities.

For the purposes of paragraph 1, where no Unionational prudential legislation
applies for any of the entities referred to in gaaah 1, a notional own funds
requirement shall apply.

A Union parent investment firm, a Union paremtestment holding company, a
Union parent mixed financial holding company shale systems in place to monitor
and control the sources of capital and funding Ibfnreestment firms, investment
holding companies, mixed financial holding companidinancial institutions,
ancillary services undertakings and tied agentBiwihe investment firm group.

Article 8
K-factor consolidation

The competent authorities of a Union parent investment firm or the competent atities
determined in accordance with Article 42(2) of Biree (EU)----/--[IFD] may require a Union
parent investment firm, a Union parent investmesitling company or a Union parent mixed



financial holding company to complyith the requirements set out in Article 15 on the basis
of the K-factor consolidated situation where either of the following conditions applies:

(b) there are significant material risks to customeite anarket, stemming from the group
as a whole which are not fully captured by the tedpequirements applicable to the
investment firms in the group on an individual kasr

(c) for investment firm groups with a high degree @géirconnectedness in terms of risk
management, the application of requirements tanhestment firm on an individual
basis may lead to a duplication of the requireméatghose firms.



DRAFT COMPROMISE P

Article 11 - Capital requirement

Bold/italics text represents changes to the Commission proposal.

COVERING AMs 84-85

Article 11
Capital requirement

1. An investment firm shall at all times have calpithich amounts to the highest of the
following:

(a) its fixed overheads requirement calculated accgrtbrArticle 13.
(b) its permanent minimum requirement according tocketil4.
(c) its K-factor requirement calculated according toicke 15.

2. By way of derogation from paragraph &n investment firm that meets the conditions
set out in Article 12(1) shall at all times onlyeacapital which amounts to the highest
of the amounts specified in points (a) and (b)afgraph 1.

(Lucke AM 84)

3. Where competent authorities consider that thasebeen a material change in the
business activities of an investment firm, they meguire the investment firm to be
subject to a different capital requirement refeteth this Article, in accordance with
Title IV, Chapter 2, section |V of Directive (EU}-/--[IFD].



DRAFT COMPROMISE Q

Recital 4a (new - based on ECB AM 5)

Bold/italics text represents changes to the Commission progd&alE: formally not a
compromise but an oral amendment]

(4a) Undertakings should take deposits or other agpble funds from the public and
grant loans for their own account only once they V& obtained the authorisation
for those activities in accordance with Directiv@23/36/EU.



