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Stand out for the right reasons 

Financial Services Risk and Regulation 

 

 

Hot topic 
Brexit, restructuring and the 
proposed EU Intermediate Parent 
Company requirement 

Highlights 

The confirmation that the 

UK is to leave the single 

market brings group 

structure for banks in the 

EU into even greater focus. 

Regulation is a significant 

factor: the regulatory 

framework is evolving with 

important proposals in  

CRD 5 which banks 

consider when planning the 

optimal post-Brexit 

structure.  

 

For global banks using London as a base for their EU and international operations, 
Prime Minister May’s January Brexit speech and the government’s subsequent Brexit 
White Paper of February mark a watershed: confirmation that the UK will not seek 
membership of the EU’s Single Market post-Brexit.  Banks which have used the months 
following the June 2016’s referendum to lay out scenarios and options now have 
political clarity - as much as can be expected - that plans must now be enacted on the 
assumption that passporting across the EU from London will cease, and quite possibly 
as soon as the spring of 2019.    While the UK government has indicated it may seek so 
called “transitional arrangements” which would include an “implementation period”, 
there remains significant political opposition to such arrangements on both sides of the 
Channel, and it is uncertain whether even if these can be negotiated, there would be 
sufficient time to satisfy lead times which would be needed for implementing measures, 
if they cannot. 

Most large non-EU banks will therefore need to establish or increase their presence 
within in the EU-27, starting now. Non-EU G-SIBs and banks with assets of over €30bn 
in the EU (including branch assets) with multiple subsidiaries (which are credit 
institutions or investment firms) in the EU will also need to pay careful attention to the 
European Commission’s new proposals in November 2016’s draft CRD V legislation, 
which specifies that a new EU Intermediate Parent Company (IPC) will be required in 
their structure.  
  
 This new IPC can be an existing subsidiary or newly formed holding company. If firms 
choose to establish a new IPC it will require authorisation and approval, a process which 
begins with discussions at country level, but for countries in the euro area, the decision 
must ultimately be approved by the ECB’s Single Supervisory Mechanism (SSM).  

All banks with holding companies in the EU should be aware of an additional proposal 
in CRD 5 that for the first time, financial holding companies and mixed financial 
holding companies should be authorised and comply with CRR/CRD on an ongoing 
basis. This is a departure from the current treatment of holding companies and may 
have implications for banks’ group structures.  
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Planning for a post-Brexit world  
Banks which currently operate from London will need to 
begin preparations to ensure they have an adequate 
presence in the EU-27 to continue serving clients post-
Brexit. Considerations will include: 

● Jurisdictional analysis of the potential 

implications of various locations (tax, infrastructure, 

people etc.) 

● Gaining authorisation of institutions, 

individuals and internal models for calculating capital 

requirements and regulatory permissions for the 

activities they wish to undertake.  

● Considering new governance and operating 

model (booking models, technology, outsourcing and 

supplier arrangements) 

● Ensuring systems and controls are in place to 

manage the risks from the change programme.   

  

Those firms captured by the IPC proposal will need to 
factor in:    
 

● IPC authorisation 

● IPC supervision by the ECB’s SSM, including an 

EU-centric recovery plan 

● EU governance arrangements to support 

effective management and control of a potentially 

complex structure under the IPC 

● funding and capital implications from 

establishing the IPC 

● tax planning for transfers and adherence to new 

tax regimes 

● resolution planning (including MREL 

determinations) to be supervised by the Single 

Resolution Board, working with the IPC’s National 

Resolution Authority (NRA). 

 

Gaining authorisation in the euro 
area 
Banks establishing a credit institution (deposit taker), 
seeking authorisation of a holding company or indeed 
transferring new business to existing credit institutions 
in the euro area will need to familiarise themselves with 
the SSM’s regulatory requirements.  
 
The SSM takes a number of factors into account when 
assessing applications for authorisation, including the 
proposed programme of operations, governance (fit and 
proper member of management bodies and suitable 
shareholders) and capital and liquidity. 
  

It will normally take at least six months from the point of 
application to a decision by the SSM on whether to grant 
a banking licence to operate. If Brexit results in a 
significant increase in the volume of applications 
(particularly if these are concentrated in one Member 
State) , there may be additional delays.   

For those firms establishing an investment firm in the 
euro area the process will be different as the SSM does 

not supervise investment firms nor have a role 
authorising them. This process will be governed by local 
requirements, often deriving from markets rather than 
prudential regulators (such as the AMF in France). 

Banks planning on moving business may also need to 

apply for approval of IRB, IMM and IMA models for 

calculating capital requirements from the SSM or other 

competent authorities. The alternative to this may be to 

revert to the standardised approach, which can be 

significantly more capital intensive. For example the 

Basel Committee’s interim quantitative impact study for 

the fundamental review of the trading book changes 

found that capital requirements under the revised 

standardised approach would be 9 times higher than the 

proposed revised IMA approach. So banks will need to 

think hard about the prudential implications of moving 

activities.  

Internal model approval can be an onerous process, 
particularly for more complex models such as those that 
calculate counterparty credit risk (IMA). The level of 
experience in approving complex models is not 
consistent across the EU, and that this may also test EU 
regulators’ capacity to grant approvals within expected 
timeframes. 
 
The SSM has also announced that improving consistency 
of internal models is one of its key supervisory priorities 
for 2017 so internal models submitted to the SSM are 
thus likely to face even greater scrutiny. 

 

Recovery and resolution 
considerations 
Banks will also need to carefully consider how potential 

restructuring may impact on their resolvability. Under 

the BRRD both banks themselves and the Single 

Resolution Board (SRB) in the euro area (working with 

resolution authorities in the home and host Member 

States) are required to develop recovery and resolution 

plans, and these must be updated when there are any 

material changes to group structure. Potential group 

restructuring should not introduce undue complexity or 

other impediments to resolution. Otherwise those may 

result in concerns for supervisory or resolution 

authorities, which can delay or prevent authorisation, or 

result in larger MREL targets. 

 

Further complexities related to the 
new EU intermediate parent 
company proposal and 
authorisation of holding companies 
Supervisors of the new IPCs’ will be looking for an entity 
of substance, rather than a “brass plate” in the EU. As it 
stands the IPC will also need to comply with existing 
governance requirements in CRD, including those 
relating to its management board. Applying CRR/CRD to 
the IPC may also have implications for banks’ capital and 
liquidity requirements due to intra-group holdings.  
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Existing home country supervisors will also look to 
understand the impact of the IPC requirement on local 
subsidiaries and the impacts of IPC compliance on home 
country/group financial stability. 
 
Banks will also need to consider how the restructuring 

required by the IPC proposal might impact their broader 

EU group structure, which might include financial 

institutions which are not subject to CRR/CRD (such as 

leasing companies) but may or may not be subject to 

consolidation under CRD and therefore impact on 

whether a bank meets the €30bn threshold. Banks may 

also encounter cross-border regulatory conflicts, when 

the parent group’s home country regulations include 

restrictions or limitations on which investment banking 

activities can be undertaken within subsidiaries of related 

home country banking groups. Ultimately, these kinds of 

issues can complicate both the target group legal 

structure, as well as its transitional funding, capital 

management and tax considerations. 

 

The CRD 5 proposals also include a requirement that all 

financial and mixed financial holding companies in the 

EU should be authorised under CRD. Holding companies 

will also be required to comply with the CRR/CRD 

requirements on an ongoing basis. Holding companies 

are currently unauthorised meaning this proposal is 

likely to increase costs and place further burdens on 

regulators’ capacity for authorisation.  

 

Even banks with an existing EU-based banking structure 

will need to consider whether their current arrangements 

will comply with the new IPC requirements, notably that 

holding companies must be registered in the same 

Member State where their head office is located or be 

authorised in the Member State where it carries out its 

business.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

What do I need to do? 

Whilst the IPC proposals are acknowledged to be 
controversial, and remain at the very start of a complex 
legislative process (and so may be subject to change), it 
would be imprudent to plan and make costly changes 
which do not take them into account. 
  
All firms (including those who are not envisaging changes 
due to Brexit) should consider the implications of the 
requirement that holding companies be authorised and in 
particular consider whether their current structure will 
comply with the authorisation requirements envisaged in 
CRD 5.  
Affected banks have mostly used the period since the 
Brexit referendum to begin establishing scenario plans 
for group structure changes post-Brexit.  To future-proof 
themselves for the outcome of Brexit negotiations, they 
should now begin preparations to execute on these plans, 
including making preparations for the new EU-based IPC 
rule proposals within CRD V. 
  

Whilst political negotiations may ultimately mean that 
some costly transfers of activity can be avoided, it is 
unlikely that this will be certain until much later in the 
negotiation timetable, when it will be too late to start a 
process which could achieve compliance to avoid a 
business cliff-edge. 
  

There is much to do now, to prepare businesses for the 

changes which are coming: 
·      considering if your firm will be captured by the 

EU’s IPC proposal – which will be complicated 

by the suggestion that branch assets would also 

be included in the size determination 
·        reviewing existing Brexit scenario plans for 

structural changes, to consider the IPC proposal 

impacts on authorisation and prudential 

measures applied to any new structures 
·        preparing for wider supervision and 

resolvability assessments at an IPC level by EU-

based authorities. 
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Financial services 
risk and regulation is 
an opportunity.  

At PwC we work with you to 

embrace change in a way that 

delivers value to your customers, 

and long-term growth and profits 

for your business. With our help, 

you won’t just avoid potential 

problems, you’ll also get ahead. 

We support you in four key areas. 

● By alerting you to financial and 

regulatory risks we help you to 

understand the position you’re 

in and how to comply with 

regulations. You can then turn 

risk and regulation to your 

advantage. 

 

● We help you to prepare for 

issues such as technical 

difficulties, operational failure 

or cyber attacks. By working 

with you to develop the systems 

and processes that protect your 

business you can become more 

resilient, reliable and effective.  

 

● Adapting your business to 

achieve cultural change is right 

for your customers and your 

people. By equipping you with 

the insights and tools you need, 

we will help transform your 

business and turn uncertainty 

into opportunity. 

 

● Even the best processes or 

products sometimes fail. We 

help repair any damage swiftly 

to build even greater levels of 

trust and confidence. 

 

 

Working with PwC brings a clearer 

understanding of where you are 

and where you want to be. 

Together, we can develop 

transparent and compelling 

business strategies for customers, 

regulators, employees and 

stakeholders. By adding our skills, 

experience and expertise to yours, 

your business can stand out for the 

right reasons. 

For more information on how we 

can help you to stand out visit 

www.pwc.co.uk 
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