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What are ‘Critical Functions’?
 Critical functions are functions that are:
1. provided by an institution to third parties not affiliated to the institution or group; and
2. whose sudden disruption would likely have a material negative impact on the third parties, give rise
to contagion or undermine the general confidence of market participants due to the systemic
relevance - due to size, market share, external and internal interconnectedness, complexity etc.
 There is a spectrum of criticality.
 Relatively new concept for Credit Institutions and therefore identifying Critical Function’s may be
challenging.
 Until BRRD came into force on 1 January 2015, there was no obligation to address critical functions in
recovery plans, although inclusion was recommended in the FSB key attributes and EBA template issued in
2012.
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What are ‘Critical Shared Services’ and ‘Core Business Lines’?
Critical Shared
Services
• Performed for one or more business units or legal
entities within the group which are needed to provide
one or more critical functions.
• Disruption or failure can present a serious impediment
or completely prevent the performance of functions
essential to the real economy and financial markets.
• Either performed by one or more entities within the
group (Internal service) or be outsourced to an external
provider (External service).
• Inherently attached to the critical function and their
identification often follows the identification of a critical
function.
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Critical Functions

Core Business
Lines

• Assessed from the perspective of the importance for
the institution itself (for example how much they
contribute to revenues and profits of the institution).
• Contributions to revenue and profits etc.
• Often coincide with the main business lines reported
and described in the annual report and used for
financial reporting.
• Can change over time and change with the strategy of
the organisation.
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Connection - Critical Functions, Critical Shared Services and Core
Business Lines
.

Critical Shared
Services

Entities of the Group
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Profitability

Real Economy

Critical Functions

Core Business
Lines
Main difference
lies in the impact
of the activities
concerned

Third Parties
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Why are ‘Critical Functions’ important? (1)
✔ Protect public
funds by minimising
reliance on
extraordinary public
financial support

✔ Ensure the
continuity of critical
functions – key to
resolution planning
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✔ Avoid a
significant adverse
effect on the
financial system [...]
✔ Protect covered
depositors and
investors [...]

Resolution
Objectives

✔ Protect client
funds and client
assets
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Why are ‘Critical Functions’ important? (2)
 A key component of recovery and resolution planning is a strategic analysis that
identifies the firm’s essential and systemically important (or “critical”) functions.
 Identification of Critical Functions is key information to be included in recovery
plans of firms.
 This analysis is essential for resolution planning and for assessing resolvability.
 Essential to determine which business activities need to be continued to restore
the firms long term viability and financial position and whether recovery options
could be implemented without any significant adverse impact on the financial
system and maintenance of Critical Functions.
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Why are ‘Critical Functions’ important? (3)
Critical functions also have consequences for:

• separability analysis, and financial and operational continuity; and
• determination of (available and necessary) loss-absorbing capacity and (internal) MREL: quantum and location
This has consequences for the preferred resolution strategy, the resolvability assessment and the identification of
impediments to resolvability.

Loss-absorbing capacity
Resolution Strategy
Separability

10 April 2018

8

Content of Resolution Plans
Executive
Summary

Opinion of
Institution

Information and
Communication
Plan

Info from firm
required

Preferred
Resolution
Strategy
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Conclusion of
Resolvability
Assessment

Financial and
Operational
Continuity

Info from firm
required

1. Includes identification of its CBL’s
and CF’s and specifies the key steps
to maintaining these CBL’s and CF’s
in a situation of financial stress.
2. Firms required to perform a selfassessment when drawing-up
recovery plans.
3. RA shall critically review the
recovery plans to ensure
consistency and coherence across
approaches used by individual
institutions.
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Steps for Resolution Planning
Analyse the
bank's critical
functions

Banks
Templates
and
Guidance

Recovery Plan:
self
assessment of
critical
functions

Assess whether
bank can be
wound up under
normal insolvency
proceeding

Review / Update
Resolution Plan

RCU
Address
impediments and
determine MREL

Assess
resolvability of
bank and
identify
impediments
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Determine
preferred
resolution
strategy for bank

Assessing Critical Functions (1)
RCU – top down
approach

Banks – bottom up approach

Step 1:
Quantitative
Data

- Market Share
- No. of clients
- Value on
account
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Step 2:
Qualitative
Indicators

- Nature and Reach
- Relevance
- External/internal
interconnectedness
- Complexity

Step 3:
Assessment

Step 4: Critical?

- IRT Assessment
(ensure
coherence and
consistency)

- Analysis &
Benchmarking
- Feedback to
Bank
- Decision in
Resolution Plan

- Impact
Assessment
- Supply-side
Analysis
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Assessing Critical Functions (2)
Impact Assessment

Analysis of the impact of sudden
discontinuance of that function on
external third parties

Contagion effects and loss of
market confidence

Supply Side Analysis
Evaluation of the market for that
function – structure of the
supplier market and substitution
Customer tailoring of the
product
Alternatives available? – within
reasonable timeframe and cost?
No. of providers available,
concentration of the market,
barriers to customer switching,
competitor entry etc.
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Resolution Plans - Information Templates
 Pre-2017, assessments used different approaches and terminologies in recovery and resolution plans.
 To promote consistency, a new template for critical functions was developed – cooperation between SRB, ECB
and EBA.
 Aligns critical functions in recovery and resolution plans.
 Standardised format and content – new methodology and template, all banks follow pre-defined self
assessment steps in line with Delegated Regulation.
 Harmonised methodology.
 Improved quality of assessments by banks and IRTs – enables comparisons across banks and countries and
benchmarking of results.
 Working together to achieve further improvement
 Goals of the templates:
1. Provides a structure in which to report relevant data on economic functions and sub-functions.
2. Assists Institutions in conducting the self assessment of criticality in a structured and comparable manner, by
listing relevant economic functions, data and by providing indicators for criticality; and
3. Assists RA’s in conducting their criticality assessments by displaying the information and assessment provided
by the Institution in a structured manner.
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Resolution Plans - Information Templates
• This first block of templates collects general information on an institution. It enables the
resolution authorities to map a group and locate and its various entities, identify the main
distribution of assets and risk weighted assets, consolidation perimeters, and the main
contact points
• The second block will be used for a wide range of purposes such as defining the main
financial intragroup interconnections within the group, setting and monitoring MREL or
implementing bail-in strategies
• The final (third) block of templates relates to identifying critical functions, mapping
them across group entities and identifying which core business lines, services, financial
market infrastructures and information support them. The preservation of critical
functions is a central resolution objective and the identification of such functions and
mapping across the group is a mandatory task for resolution authorities
• A data point model is currently under consideration by the RCU. This will allow for an
automated validated collection of data in a secure environment, whilst also significantly
adhering to the cost focussed strategy of the Unit. It should also look to minimise the
reporting burden for firms as much as possible
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Resolution Plans - Information Templates
Block for ‘critical functions’ consists of 10 templates:
Identifying
CF’s and
mapping
CBL’s and
group
entities

4 templates
R 07.01 – R 07.04
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Critical
Services

R 08.00

ID and
mapping of
financial
market
infrastructure

Critical
information
systems

3 templates
R 09.01, R 09.02 and
R 09.03

2 templates
R 10.01 and R 10.02
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Questions
Comments
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