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1. Introduction – Scope of this document
1.1.

Verner and the Exane Group

Verner Investissements SAS (“Verner”) is a french company , a “société par actions simplifiée” (simplified
joint stock company) authorized by the French Prudential Control and Resolution Authority (ACPR). The
prudential supervision of the Exane Group is carried out at Verner level. This document refers to the
capital of Verner;
The share capital and voting rights of Verner Investments are as follows:
-

-50% of the capital and 40% of the voting rights are held by BNP Paribas SA (hereinafter
"the Bank"or"BNPP");

-

- 50% of the capital and 60% of the voting rights are held by the key management of the
Exane Group (hereinafter "Natural Persons Associates").

1.1.1. The partnership with BNP Paribas
The 2004 agreement between Exane and BNP Paribas has been noticeably reinforced, ensuring an enhanced
strategic integration with BNP Paribas whilst maintaining Exane’s managerial independence.
The agreement signed in 2004 and strengthened in 2010 and 2011 was renewed in April 2015 for five years.
In 2018, the partnership has been renewed by advance with the renegociation period scheduled for April 2020
being extended to April 2023.
It revolves around three core elements :
-

An operational partnership in European cash equities where BNP Paribas conferred
exclusivity to Exane under the Exane BNP Paribas brand. This partnership includes a
significant contribution to Exane’s research budget and a collaboration in Equity Capital
Markets (ECM) ( BNPP originates ECM transactions while Exane is the exclusive distributor
in charge of the relationship with investors),

-

A balance sheet partnership providing financing and liquidity to Exane SA ( Eur 1.25 billion
multi- currency financing line to support the development of all Group business activities)
and indirect financial rating support,

-

A capital partnership uniting the strength of BNP Paribas with the independence of Exane,
BNPP holds 50% of the capital and 40% of the voting rights of Verner Investissements.

1.1.2. The Exane group
Founded in 1990, the Exane Group has three business lines:
-

Equity brokerage: under the Exane BNP Paribas brand, the Exane Group offers institutional investors
services including research, sales and corporate broking, execution and ECM on European equities.

-

Derivatives: Exane Derivatives, a subsidiary of Exane SA, specialises in (i) research, (ii) the sale and
market-making of options on single stocks and equity indices as well as certain convertible bonds ,
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(iii) the issue, placement and management of structured products, and (iv) the brokering of listed
derivatives.
-

Asset Management : asset management at the Exane Group is conducted by its two management
companies, Exane Asset Management, which specialises in the management of long/short and long
only equity funds on behalf of third parties, and Ellipsis AM, which provides management of
convertible, credit and diversified funds on behalf of third parties. A new management firm IXIOS,
which specialises in thematic funds, has been created at the beginning of 2019.

1.1.

Prudential supervision

Exane is an investment firm group since the change of Exane Derivatives from bank to investment firm on
July, 31th 2018.
The Exane Group is supervised on a consolidated basis by the ACPR, and in this regard is subject to the
Basel III framework comprising the Capital Requirements Directive (2013/36/EU) and the Capital
Requirements Regulation (575/2013) (together “CRD IV”) concerning solvency and liquidity regulations
applicable to investment firms. The parent company and consolidating entity, Exane SA is certified by the
ACPR as an investment company.
The UK subsidiary Exane Ltd was supervised in the UK on an individual basis by the FCA (Financial Conduct
Authority). Exane Limited and Exane SA initiated a cross-border merger subject to the EU Directive 2017/1132
of 14 June 2017 validated by the Exane SA board of Directors on 2 October 2018 and Exane Ltd on 4 October
2018. The modification was carried out at the end of March 2019 through the merger between Exane SA and
Exane Ltd and the set-up of a branch of Exane SA in London.
The US entity Exane, Inc. is supervised by FINRA in the US.

1.2.

Basel III regulatory framework

Basel III prudential regulation, applicable to the Exane Group, consists of three pillars:
-

Pillar 1 defines the minimum capital requirement to cover risks associated with the business and the
balance sheet (solvency ratios) and short- and long-term liquidity (liquidity and leverage ratios).
Exane regularly calculates these various ratios at a consolidated level and reports them to the ACPR.

-

Pillar 2 concerns the discretionary supervision exercised by the national regulatory authorities, and
implements a structured dialogue between the banking supervisors and the financial institutions
placed under their control. In this regard, banks must implement internal measures and risk
calculation processes (including those of Pillar 1) and associated capital requirements, including the
internal capital adequacy assessment process (ICAAP) and the internal liquidity adequacy
assessment process (ILAAP). Supervisors are then responsible for comparing their analysis of the
institution’s risk profile with that which is conducted by the group, and depending on their conclusions,
taking action. Specifically, they can ask the institution to strengthen its capital above the minimum
capital ratio required.

-

Pillar 3 promotes market discipline through the required disclosure of information that enables the
market to assess the level of risk borne by the institution, as well as the risk management framework
it has put in place.
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The underlying objective is to standardise banking practice in financial disclosure and thereby
facilitate the interpretation of accounting and financial information of banks from one country to
another.
This document, which supplements the financial statements published elsewhere by the Group, is
intended to meet these requirements.
Since July 2018, Exane, as an investment firm group, is no longer subject to liquidity ratios requirements (LCR
and NSFR). Proposals for a future Directive and Regulation introducing a new prudential regime for
investment firms were published on December 20th 2017. However, on a prospective basis, Exane has
decided to hold more than the regulatory buffer requirement of liquid assets equivalent to 1 month of fixed
overheads. The buffer of liquid assets is equivalent to 3 months of fixed overheads, in addition to the internal
buffer resulting from the financing lines.

2. General presentation of activities
The activities of the Exane Group, which specialises in European equities and derivatives on European
equities, are organised into four business lines:
- Equities (research, sales and corporate broking, execution and ECM),
- Derivatives (research, sales, structuring, trading),
- Asset management with subsidiaries Exane AM and Ellipsis AM,
- Holding activities (investments in funds, treasury management and liquidity buffer management).

2.1.

Equities

The Equities business line, which targets institutional clients, is conducted under the Exane BNP Paribas
brand, and consists of the European equities franchise of the BNPP Group.
It is organised into four areas:
- Research,
- Sales and corporate broking,
- Execution,
- Equity Capital Markets (ECM)
Within the business line’s support teams, the COO teams ensure operations run smoothly, particularly with
regard to compliance with general policies defined by the management bodies of the Group and the business
line.
The business line is organised schematically as follows:
Cash Equities business line – simplified organisation
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Research covers the main European equities, organised by sector of activity, and in certain cases, by
capitalisation (specialised mid-cap teams) or themes (SRI, method & valuation).
The sales teams are supported by the expertise of research in offering clients investment solutions.
The Corporate Broking activity supports Exane’s corporate clients in strategic transactions and operations
managing their financial structure (for example, share buyback programmes, management of liquidity
agreements on listed securities, etc.).
Execution may take place via various channels:
1. High touch: in this case, the client’s order is collected by the sales teams, who define the execution
strategy, and manually direct the order to the most appropriate execution channel: manual execution or
via internals algorithms.
2. Low touch: execution activity based on a dedicated execution platform. The platform electronically collects
client orders for automatic execution, directly or via trading algorithms.
3. Program Trading: grouped execution of baskets of stocks, typically via an automated processing of orders
and execute via trading algorithms.
In some cases, orders can be executed with a risk price by the Facilitation desk (on equities and ETFs) and by
Direct capital access (DCA) desk. These desks provide to clients internal and external risk prices, give them
access and interaction directly with the markets (Direct Market Access) or buy using execution and trading
algorithms (DCA).
The ECM activity provides a research and distribution service for investment operations originated by BNP
Paribas, for which Exane provides expertise in research, its distribution capacity and a partial investment
guarantee.

2.2.

Derivatives

The Derivatives business line is managed by Exane Derivatives. It is divided into several areas:
-

Options / Equity Finance ( sale and trading)
Financial products (sale, trading and structuring),
Convertible bonds (sale and trading).

The business line is organised schematically as follows:
Derivatives business line – simplified organisation
Derivatives
business line

Research

Equity flow business

Structured products
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Research is organised in four sectors:
-

Credit research, mainly European issuers and their bonds,
Convertible bonds research, for European firms
Economics and macro asset allocation (currencies, rates, dividends, emerging markets, equities and
debts)
Options research and volatility: studies on option strategies and implicit volatilities on European
equities markets.

The Options Internal Unit/ Equity Finance conducts the following activities:
- Options sales (on single stocks and equity indices)
- Sales Trading Options (options and futures)
- Listed derivatives market-making
- Securities lending/borrowing services.
The Convertibles Internal Unit conducts
- Sales of European convertible to Undertakings for Collective Investments in Transferable Securities
(UCITS)
- Market-making on convertible bonds.
The Structured business line (Internal units, see below) covers :
- Structured product sales
- Structured product market-making .
This business line includes a structuring team which supports the sales activity by interacting with the research
as well as the sales and trading teams in designing structured products for all asset classes as well as by
presenting these products at client meetings.
Trading (all business lines) is organised into five Internal Units based in Paris:
- Structured products,
- Options,
- Convertibles,
- Delta One
- Securities lending/borrowings.
1. The Structured Products Internal Unit prices, on the primary and secondary markets, for Exane
Derivatives clients, structured products on equities, equity indices, funds, rates, credit, commodities and
all hybrid products combining these asset classes.
2. The Options Internal Unit conducts market-making on options products on European equity and index
underlyings (options, swaps, dispersion packages, products resulting from a securities transaction with an
option component, or a combination of these products).
3. The Convertibles Internal Unit conducts market-making on certain bonds.
4. The Delta One Internal Unit conducts market-making on Delta One derivative products (products without
convexity).
5. The Securities lending/borrowing Internal Unit conducts the securities lending-borrowing service for all
Exane activities ( except Asset Management Firms).
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The macro-hedging activity is managed to extinction on 2018 (last maturity of the positions in 2019).

2.3.

Asset management

The asset management business line is conducted by Exane Asset Management (Exane AM), a subsidiary of
Exane SA, and Ellipsis Asset Management (Ellipsis AM) and IXIOS, subsidiaries of Exane Derivatives .
Exane AM specialises in the direct management of long/short equity strategy funds ( absolute return funds)
and more recently directional funds. The funds range is made up of simple funds and of funds of funds of
these simple funds. Exane AM has also developed an offer of long-only funds through the “Select” fund. As at
December 31, 2018, the assets under management (AuM) are 3.2 billions of euros with a net outflow of 793
millions of euros in 2018.
Ellipsis AM conducts asset management activity on the following types of funds: convertible funds, credit
funds, index funds and derivative funds. As at December 31, 2018, the AuM are 2.1 billions of euros with a net
inflow of 250 million of euros in 2018.
IXIOS AM created early 2019 conducts asset management activity on thematic funds.

2.4.

Holding activities

Holding activities include investments in funds, treasury management and liquidity buffer management.
These three activities are subject to specific governance at the level of the holding and have dedicated
mandates.
In the investment in funds business, Exane SA ,Exane Derivatives, Exane AM and Ellipsis mainly invest in the
funds managed by the Group’s two asset management companies (Exane AM and Ellipsis AM). This system
enables them to support the growth of the offer and assets under management, and facilitates the creation of a
performance record in the early days of the fund before it is sold.
With regard to treasury management and liquidity, Exane monitors the funding needs of the business lines on
a daily basis, manages demand deposit bank accounts and the use of the BNP Paribas liquidity line and
manages the liquidity buffer in liquid assets.
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3. Organisation of the Group
3.1.

Simplified group organisation chart
BNP PARIBAS

PARTNERS

50%
(40% des droits de
vote)

50%
(60% des droits de vote)

VERNER INVESTISSEMENTS
Société tête de groupe (Holding)
Compagnie financière

99.9 %
EXANE SA
(Paris)
Entreprise d'investissement
- Actions
(Intermédiation sur actions, recherche &
analyse)
Succursales : Milan, Genève, Francfort, Madrid

PARTNERS EAM
23,50%
76,50%

Filiales
99,99%

99,99%

99,99%

99,99%

100%

EXANE FINANCE SA

EXANE LTD

EXANE INC

(Paris)
Etablissement de crédit
spécialisé

(Londres)
Investment firm

(New York)
Broker-dealer

- Actions
(Intermédiation sur actions,
recherche sur actions)

- Actions et Dérivés
(Intermédiation, recherche)

EXANE ASSET
MANAGEMENT SAS

EXANE
PARTICIPATIONS SNC

EXANE DERIVATIVES
GERANCE SA

EXANE DERIVATIVES
SNC

(Paris)
Société de gestion de
portefeuille

(Paris)

(Paris)

(Paris)
Etablissement de crédit
spécialisé

- Gestion d'actifs

Filiale à
100%

- Produits Dérivés
(Produits listés, produits
structurés, recherche
dérivés)
Succursales : Milan,
Genève

Filiale à
100%
ELLIPSIS ASSET
MANAGEMENT SA

EXANE ASSET
MANAGEMENT
Luxembourg
Société anonyme
(Luxembourg)

(Paris)
Société de gestion de
portefeuille

Société de gestion de
portefeuille

- Gestion d'actifs

- Emetteur de produits
structurés

100%

Succursales : Singapour,
Stockholm

Filiale à 100%
IXIOS
(Paris)
Société de gestion de
portefeuille
- Gestion d'actifs

Filiale à
100%

- Gestion d'actifs

ELLIPSIS ASSET
MANAGEMENT Suisse
(Genève)
Société de gestion de
portefeuille

The Exane Group consists of the company Exane SA and its subsidiaries:
- Exane Derivatives SNC, a wholly-owned subsidiary of Exane SA, which conducts research, sales and
brokerage, structuring and trading activities on derivative products;
- Exane Finance, a wholly-owned subsidiary of Exane SA, the issuance structure for Exane Derivatives
structured products;
- Exane Derivatives Gérance, a wholly-owned subsidiary of Exane SA, manages Exane Derivatives SNC and
Exane Participations SNC;
- Exane AM, a portfolio management company authorised by the AMF;
- Ellipsis AM, a portfolio management company authorised by the AMF and a wholly-owned subsidiary of
Exane Derivatives;
- IXIOS, a portfolio management company authorised by the AMF and a wholly-owned subsidiary of Exane
Derivatives;
- Exane Limited, the wholly-owned London-based subsidiary, regulated by the FCA and modified in a branch
of Exane SA in March 2019;
- Exane Inc., the wholly-owned New York-based subsidiary, regulated by FINRA;
- Exane Participations SNC.
Exane Participations (a wholly-owned subsidiary of Exane SA) is not active.
Exane Group – Pillar 3 Report – Financial year 2018
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Exane SA conducts equity brokerage activities in France and continental Europe, makes investments in
internal and external funds, and groups a significant portion of the Group’s central services.
Central control services operate over the whole scope of the Group. One employee of Permanent Control &
Operational Risk ( CPRO), 3 Compliance officers and 10 employees of the Risk Department are more
specifically dedicated to Exane Derivatives.
Evolution of the Group
On 4 October 2018, the boards of directors of Exane Limited and Exane SA reached agreement on the terms
of a cross border merger between the two entities under the regime of EU Directive 2017/1132 of 14 June
2017. This merger enables the Group to simplify the legal and operational structure of the Cash Equities
business line. The separation of the legal structure of the Cash Equity business (two legal entities) is indeed
atypical with regard to the way in which the other French investment banks in the United Kingdom are
organised. This structure was historically effective in the context of pure intermediation activities carried out by
Exane Limited. New constraints (evolution of the business model requiring the establishment of a market
making book and positions creating an overnight risk, amplified by the new MiFID 2 impacts) have led to a
rethink of the legal organisation of the Group’s activities in the United Kingdom. The change of Exane Limited
into a branch of Exane SA makes it possible to address these issues.
The merger took effect on March 29, 2019
Parallel to this merger project, the Group (especially the Cash Equity and Derivatives businesses) is working
to ensure the resilience of its operations to a hard Brexit and to continue to provide a seamless service to
clients. The merger made it possible to address a significant part of the new problems in the field of
commercial coverage: in fact, the organisation of sales forces generally relies on local coverage to ensure
proximity to the clients served.

3.2.

Risk monitoring governance framework

3.2.1. Overall structure
The Exane Group’s risk management framework includes a control system with three lines of defence:
-

a first level of control exercised at the operational level, by the line managers and/or the COO teams
of the business lines, with appropriate segregation of duties.

-

a second level exercised by the permanent control functions, which is intended, independently from
operational teams, to ensure on a continuous basis the existence, appropriateness and smooth
operation of the first-level system, but also to work on continuously improving the system, by putting
in place second-level controls and appropriate actions.

-

the third level is that of periodic control, a function exercised by Exane’s General Inspection
department.

This system aims to insure:
- clear principles regarding the governance, control and organisation of risks
- the definition and formalisation of the Group’s risk appetite
- effective risk control tools
- a developed risk culture in place at each level of the Group
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3.2.2. Exane Group control functions
Each of Exane’s main control functions reports either to the CEO or the Deputy CEO responsible for the
Group’s central functions:
-

The Risk Management department, which monitors financial risks, reports to the CEO. The Director of
the Risk Management Department is the head of the risk management function pursuant to France’s
3 November 2014 Decree;

-

The Compliance department, the IT Security and Business Continuity Plan Manager (RSSI/RCA) and
the Permanent Control and Operational Risk department (CPRO) report to the Deputy CEO
responsible for central functions, who coordinates the overall monitoring of non-financial risks, among
other things, in order to ensure consistency.

The Risk Management Department
The Risk Management Department is responsible for putting in place systems to measure, control and monitor
market risks (including aspects relating to the parameters used for the daily production of results from market
activities), as well as liquidity, credit and counterparty risks (duties set out under headings IV and V of the 3
November 2014 Decree). In application of the 3 November 2014 Decree, it is responsible for the monitoring of
core risk, settlement-delivery risk, risk of excessive leverage as well as systemic risks and model-related risks.
The Risk Management Department is also responsible for the process of authorising new activities/new
products, and is in particular responsible for defining the procedure that governs this process, ensuring it is
exhaustive and coordinating its roll-out. .

Compliance
Compliance conducts the duties set out in chapters 2 and 3 of heading II of the 3 November 2014 Decree with
regard to compliance checks, anti-money laundering and combating the financing of terrorism. It also
conducts the compliance checks set out in the General Regulation of the AMF.
Within this framework, the scope of Compliance covers both first- and second-level controls, and works on the
following areas, in order to cover all the regulatory requirements relating to the Group’s activities:
- The professional ethics of employees,
- Protecting clients’ interests,
- Financial security and combating money laundering,
- Market integrity,
- Cross-sector issues and specific local risks.
The IT Security and Business Continuity Plan Manager
The IT Security and Business Continuity Plan Manager conducts second-level controls on:
- All risks relating to the security of information (i.e. data availability, integrity, confidentiality and
traceability) and business continuity for all Group entities, business lines and functions;
- Operational risks and the activities within the scope of the Production teams (Operations division,
research), development teams reporting to the business lines, and functions of the Procurement and
Property division (for issues relating to access to and the security of premises).
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He defines the security level appropriate to the whole Group IT system, especially as concerns IT back-up
procedures and the integrity, confidentiality and safeguarding of data (articles 88 to 90 of the 3 November
2014 Decree) and ensures that security level is achived. He is also responsible for coordinating Group
contingency and business continuity plans (article 215 of the same Decree).
Within this framework, his main duties are:
-

to identify and assess risks over its scope;
to ensure the appropriateness of the IT security and control system;
to monitor security incidents relating to the IT system;
to define and maintain the Business Continuity Plan (BCP).

More generally, the IT Security and Business Continuity Plan Manager provides advice, assistance,
information, training and alerts.
He conducts controls and the necessary administrative formalities for the implementation of any processing of
personal data in accordance with Law 78-17 of 6 January 1978 or any other equivalent foreign regulation, and
in particular, signs any normal or simplified declaration, and any authorisation request sent to the French data
protection authority (CNIL).
He is also in charge of the development and the checking of the platform of the automated controls of the
Group.
Permanent Control and Operational Risk department (CPRO)
The CPRO’s duties are to:
-

ensure the first-level control system is effective for the scope not covered by Compliance, the IT
Security and Business Plan Manager or the Risk Management Department;
manage the operational risk control system for the whole Group;
coordinate the monitoring of Essential Outsourced Service Providers;
support the operational coordinator of permanent control in fulfilling his duties.

With regard to the management of the Group’s operational risk control system, the department exercises these
duties by:
-

defining the methodologies, specifically concerning the mapping of processes, risks and controls;
supporting the network of operational risk correspondents (ORC), in close cooperation with the COOs
for the business lines;
managing reporting and analysing incidents reported by the business lines, functions and
international entities;
validating, monitoring and closing associated action plans.

The head of the Permanent Control and Operational Risk department is also the operational coordinator for
permanent controls, and is responsible for assisting the Deputy CEO in charge of control functions with
ensuring the coherence and effectiveness of all permanent controls relating to non-financial risks.

Exane Group – Pillar 3 Report – Financial year 2018

Page 13/25

3.3.

Oversight and management bodies
3.3.1

The Board of Directors and its committees

The Board of Directors assumes responsibility for a number of risk management functions.
In this regard, it:
- examines and approves the Group strategy,
- is informed of or approves the appointment of heads of control functions,
- examines and approves the organisation of the Group’s permanent and periodic control system, as
well as the quarterly reports of control functions,
- examines and approves the system in place to ensure the business continuity of the Group and its
business lines (BCP),
- approves the report on the internal control and supervision of risks intended for the ACPR,
- examines and approves the system of limits, and reviews the conditions in which they are monitored
and respected,
- examines and approves the thresholds for significant incidents pursuant to the 3 November 2014
Decree,
- reviews the status of relations with supervisory authorities,
- examines and approves the Group’s policy of managing capital and liquidity resources,
- controls elements relating to compensation and remuneration (including reports relating to
supervisory authorities after prior approval by the Compensation Committee).
Finally, it examines and approves the Group’s compensation policy and variable compensation packages.
It meets eight times a year.

3.3.1.1 The Risk Committee
The Risk Committee consists of three independent directors in accordance with the CRD IV. This Committee
is mainly responsible for:
-

examining the risk appetite expressed by the institution, internal capital and overall risk limits
proposed within the breakdown of this risk appetite as well as the systems in place to ensure
compliance with limits;

-

assessing the effectiveness of the risk management and control system put in place to comply with
the provisions of the Order of 3 November 2014 and the corrective measures made in the case of
breaches; it determines the methods of communicating information sent to it in this regard, including
beyond that specifically provided for by the Order, specifically their nature, frequency and volume;

-

examining on a regular basis the activity and results of permanent and periodic control, as well as the
associated corrective measures, including through feedback from control function managers
(including the head of risk management); it ensures that the procedures of Exane SA and the Exane
Group enable (i) the head of risk management and the permanent control coordinator to alert it
directly in the event that risks develop - and (ii) the periodic control manager to inform it directly if the
corrective measures decided are not implemented;
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-

-

specifically concerning liquidity risk: regularly conducting an examination of strategies, policies,
procedures, systems, tools and limits that enable detection, measurement, management and
monitoring;
to examine whether the incentives provided for by the remuneration policy and practices are
compatible with the situation of Exane SA and Exane Group with regard to the risks involved, its
capital, liquidity and the probability and timing of expected profits.

3.3.1.2 The Compensation Committee
A Compensation Committee, set up in application of the provisions of article 95 of CRD IV, consists of three
independent directors. In accordance with the applicable regulations, this Committee is responsible for:
- Reviewing, at least on an annual basis, the Group’s Compensation Policy;
- ensuring that the Compensation Policy is competitive for the labour markets in which Exane operates;
- ensuring compliance with the legal and regulatory constraints of the Compensation Policy;
- reviewing annual variable compensation packages by business line/function;
- reviewing and approving the list of populations “at risk” ;
- reviewing and approving the regulatory reports for supervisory authorities;
- approving the compensation, allowances and benefits of any kind granted to executive officers;
- reviewing and approving the individual compensation of members of the Group Executive Committee
and control functions (particularly of the head of the risk management function, as mentioned in article
L. 511 – 64 of the French Monetary and Financial Code);
- reviewing the overall compensation of members of the business line Executive Committees, the
highest individual compensations and specific individual cases reported by the Control/Compensation
Committees.

3.3.1.3 The Appointments Committee

An Appointments Committee, set up in application of the provisions of article 88 of CRD IV, consists of three
independent directors. The powers and functions of the Appointments Committee are defined in accordance
with article 88 of CRD IV, the French Monetary and Financial Code and the Order. In particular, they include:
-

identification and recommendation to the Board of Directors of suitable candidates for the position of
director, with a view to proposing their candidacy at the General Shareholders’ Meeting,

-

the setting of objectives regarding balanced gender representation on the Board of Directors,

-

the regular and at least annual assessment of the balance and diversity of knowledge, expertise and
experience of members of the Board of Directors, both collectively and individually,

-

the assurance that the Board of Directors is not dominated by a person or a small group of persons
under conditions that are prejudicial to the Company’s interests. The Committee has the necessary
means to conduct its duties, and may make use of external advisors;

-

the regular examination of the policies of the Board of Directors, in the selection and appointment of
effective directors and the head of risk management, and issuing recommendations in this regard.

3.3.2

The Management Committees
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The main Management Committees are:
- The Executive Committee;
- The Financial Management Committee;
- The Group Risk Committee; and
- The Permanent Control Committee.
The Committees exercise their prerogatives in accordance with their internal mandates within the framework of
the delegations put in place and without prejudice to the responsibilities held by the executive officers of the
legal entities.

3.3.2.1 The Executive Committee
With regard to the monitoring and management of controls, the Executive Committee is responsible for:
-

-

-

-

examining the quarterly report of the financial risk control function prior to its presentation to the
Board of Directors’ Risk Committee,
examining the quarterly reports of the various components of the non-financial risks control functions
(CPRO, Compliance, ITS/BCP) prior to their presentation to the Board of Directors’ Risk Committee,
contributing to the preparation of the periodic control plan and examining the quarterly report of the
Audit department prior to its presentation to the Board of Directors,
approving the budget, reviewing the quarterly financial accounts and monitoring the activity of the
Group and the business lines, reviewing recruitment and other investments where they are significant
at group level,

-

keeping itself regularly informed of the status of relations with the supervisory authorities.

It meets every two weeks.

3.3.2.2 The Financial Management Committee
The Financial Management Committee is the body that deals with all issues concerning the Group’ financial
structure and the holding function. This Committee is thus responsible for:
- the supervision of the Group’s liquidity (ILAAP),
- investments in Group funds,
- the hedging of the Group’s structural foreign exchange and operational risk,
- the structure and level of the Group’s capital (ICAAP),
- the structure and level of the Group’s debt,
- the recovery system.
This Committee meets every month.

3.3.2.3 The Group Risk Committee
The Executive Management Risk Committee is responsible for:
reviewing all financial risks of the activity: market risk, credit and counterparty (including settlement)
risk and liquidity risk;
authorising or rejecting limit excesses. Authorisation is given with the allocation of a temporary limit;
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-

authorising permanent changes to limits (increases as well as decreases);
approving the parameters used for the daily production of results for the activity;
checking compliance with trading mandates governing the activities including compliance with laws
relating to the segregation of banking activities;
controlling compliance with regulatory ratios (solvency and liquidity);
validating significant changes made to valuation models and risk indicators.

This Committee meets every week.

3.3.2.4 The Permanent Control Committee (PCC)
This Committee is the body responsible for coordinating the supervision of the Group’s non-financial risks. It is
specifically responsible for:
-

defining the general architecture for permanent controls: organisation, standards and methodologies,
tools;

-

reviewing control and operational incident reports on a monthly basis;

-

determining the changes to be made to the control system, particularly in accordance with the
provisions of the supervisory authorities, the periodic control and reporting recommendations of the
Operational Coordinator and/or individual components of the second-level control system, and
monitoring the implementation of corrective action plans;

-

organising as necessary the coordination of controls and their reporting, and ensuring the circulation
of information among the various parties involved in second-level permanent controls;

-

organising the regulatory oversight and general monitoring of procedures for new activities;

-

take certain collegial decisions identified in the corresponding procedures concerning, in particular,
action plans, EPPs and the identification of potential situations of individual non-compliance.

It meets twice a month.

4. Composition of the Group’s equity
4.1.

Composition of consolidated equity

At 31 December 2018, consolidated equity was:

In EUR million
Consolidated equity capital
TOTAL
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4.2.

Transition of consolidated equity to prudential capital

At 31 December 2017 and 31 December 2018, Core Tier 1 (Common Equity) comprised:

In EUR million - EXANE
Consolidated equity capital
Minority interests
Intangible assets
Prudent valuation/CVA
Deferred tax assets
Prudential capital ( Core Tier 1 )
Prudential capital "fully loaded"

FY 2017
330
4
-9
-8
-12
304
304

FY 2018
330
-10
-7
-25
287
287

As of December 31, 2018, the Group’s capital is only composed of CET1.
The deferred tax asset corresponds to the deferred deficit of Exane derivatives which is largely absorbed by
the positive tax result of the other entities of the French tax integration group at the level of Verner
Investissements, holder of the Group’s tax integration. The prudential supervision of the Exane Group is
carried out at Verner level.

In EUR million - VERNER
Consolidated equity capital
Minority interests
Intangible assets
Prudent valuation/CVA
Deferred tax assets
Goodwill adjustment
Prudential capital ( Core Tier 1 )
Prudential capital "fully loaded"

FY 2017
346
4
-9
-8
-7
325
321

FY 2018
345
-10
-7
-2
-7
320
320

5. Evaluation of Group weighted risks – Pillar 1
5.1.

Credit and counterparty risk

Credit risk corresponds to the risk associated with a counterparty default, resulting in a failure to meet payment
obligations.
Credit risks by counterparty are calculated on a daily basis by the Risk Control department, based on the
Basel II standard method. The results of these calculations are used to supply Common Reporting Framework
(“COREP”) reports on a quarterly basis.
Within the framework of its risk monitoring system, Exane assesses this requirement on a daily basis.
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In order to monitor and control this risk, each counterparty must be allocated:
-

an internal rating depending on its nature (sovereign/corporate/financial counterparty), its external
rating, and the analysis of its financial data and the nature of the transactions conducted with Exane;

-

a maximum exposure limit allocated according to its internal rating. This limit is monitored on a daily
basis.

Taking into account Exane’s activities, Pillar 1 capital requirements for credit risk are calculated as follows:
-

with regard to counterparty risk for OTC transactions and lending-borrowing and repo transactions:
the calculation of exposure corresponds to the replacement cost of the operation taking into account
collateral, to which the regulatory calculation of the potential future risk of OTC transactions is added,

-

with regard to financing risk (internally known as the “solvency risk”), the exposure considered is the
recorded outstanding amount of net receivables due from the counterparty,

-

with regard to settlement-delivery risk in the scope of securities purchases/sales: the marked-tomarket exposure on the security (“equity exposure”) is used as a basis to calculate the risk of free or
DvP settlement-delivery operations,

-

with regard to the issuer risk, no exposure calculation is made in Pillar 1.

5.2.

Market risk

Market risk relates to the change in the prices of assets held by Exane (including aspects relating to the
parameters used for the daily production of results for market activities). It includes the following four
components: equity risk, interest rate risk, exchange rate risk and commodity risk.
Exposure to market risks, as well as the associated capital requirements, is calculated on a daily basis by the
Risk Control department, based on the Basel II standard method. The results of these calculations are used to
supply COREP reports.
Market risk is borne by all Exane activities, with the exception of research, sales, brokering and asset
management. It is managed by a complete system of limits based on exposures and Pillar 1 capital
requirements, as well as indicators generated by internal models (including VaR) and various market
scenarios.

5.3.

Operational risks

Operational risk is the risk of losses resulting from the unsuitability of, or failure due to, procedures, personnel
and internal systems, or external events, including low-probability events with a high risk of loss. Thus defined,
operational risk includes legal risk.
Exane estimates its average expected loss at group level on the basis of a net risk calculation. The group net
risk is the result of a gross risk calculation (occurrence times severity for each identified operational risk) minus
the impact of the control framework in place. However, the group net risk is overestimated as neither
correlation between single risks occurrence nor diversification effects are taken into account in the model. The
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efficiency of each key control is assessed and this evaluation gives a percentage of risk reduction. Overall, the
existing control framework allows for a significant reduction in gross risk level.

5.4.

Liquidity risk

Liquidity risk is defined as the risk of not being able to cover net cash outflows including those relating to
collateral requirements, over the short and long term.
This risk may come from a drop in financing sources, drawdowns on funding commitments, a reduction in the
liquidity of certain assets, or the increase in margin calls in cash or collateral. It may be linked to the institution
itself (reputation risk) or external factors (risks on certain markets).
The Group’s liquidity and refinancing risk is monitored using a policy formalised within the framework of the
ILAAP (Internal Liquidity Adequacy Assessment Process). Its objective is to maintain sufficient available
resources, particularly through the available portion of the funding line, in order to cover the needs of activities
and to deal with any crisis situations. The Group’s liquidity situation is monitored using internal indicators and
regulatory ratios.

5.5.

Other types of risk

5.5.1. Credit concentration risk – Large Exposures
From an operational viewpoint, the concentration risk of a third party is managed by a set of limits defined by
counterparty and monitored on a daily basis.
In accordance with the Large Exposures regulation, Exane must hold supplementary regulatory capital once
the exposure to a counterparty exceeds the threshold of 25% of eligible capital (or EUR 150 million in the case
of credit institutions) for an extended period.
At 31 December 2018, the regulatory calculation showed a supplementary capital requirement of zero.

5.5.2. Interest rate risk in the banking portfolio
Exane’s banking portfolio primarily consists of units of funds of “equity” underlyings, held with a long-term
investment objective (Fund Investment activity). Exane invests to a marginal extent in funds with bond
underlyings, generating some interest rate risk.
Consequently, exposures to the banking portfolio may generate an interest rate risk, although this risk remains
at immaterial levels.

5.6.

Summary of regulatory capital requirements and presentation of
regulatory ratios

5.6.1. Regulatory risk weighted assets (RWA) and EFP
Weighted assets and capital requirements by risk type are as follows:
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Composition of capital requirements

EFP

RWA

FY 2017
54 485
53 340
21

FY 2018
51 900
48 882
669

FY 2017
681 061
666 754
257

FY 2018
648 746
611 021
8 368

2 695
70 998
181 539

2 734
63 714
167 899

33 693
887 477
2 269 241

34 181
796 422
2 098 738

FY 2017

FY 2018

Common Equity Tier 1 capital

304

287

Tier 1 capital

304

287

2 269

2 099

CET1

13,37%

13,67%

CET1+AT1

13,37%

13,67%

In EUR thousands

Credit and counterparty risk
Market risk
Settlement /delivery risk
Large exposures
Credit valuation adjustment risk
Operational risk
Total Pillar capital requirement

5.6.2. Regulatory capital ratios
Capital ratios are as follows:

Capital
In EUR million

Weighted assets
Ratios

The Group complies with the regulatory requirements set at these dates.
Verner’s Core Equity Tier 1 consolidated capital, on the basis of which the Exane Group’s prudential
supervision is carried out, amounted to €320 million at 31 December 2018 and €325 million at 31 December
2017.

5.6.3. Regulatory liquidity ratios
Since July 2018, Exane as an investment firm group is no longer subject to liquidity ratios requirements (LCR
and NSFR). A new prudential regime for investment firms, which Exane will have to comply with in the future,
based on a Directive and a Regulation published on December 20th 2017, is at the proposal stage. However,
on a prospective basis, Exane has decided to hold more than the regulatory buffer of liquid assets equivalent
to 1 month of fixed overheads. The buffer of liquid assets is equivalent to 3 months of fixed overheads, in
addition to the internal buffer resulting from the financing lines.

6. Control of resource adequacy – Pillar 2
In accordance with the requirements of Pillar 2 of the Basel agreement, Exane conducts an internal calculation
of its capital (ICAAP) and liquidity (ILAAP) needs. This exercise, reviewed annually, is conducted by the Risk
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Control function in cooperation with the Administration and Finance division. It is managed by the head of the
risk management function pursuant to the Decree of 3 November 2014.

6.1.

Internal capital adequacy assessment (ICAAP)

The internal capital adequacy assessment takes into account both the minimum threshold imposed on Exane
by the ACPR, and a target level of internal capital defined as the capacity to absorb expected and unexpected
losses over one year, within a 99.9% confidence interval.

6.1.1. Internal assessment of the capital base
For the definition of eligible internal capital within the ICAAP framework, the criteria considered is the
economic capacity of capital instruments to cover losses from the occurrence of risks inherent in its activities.
Category 1 core capital, consisting of ordinary shares and reserves, has this capacity by definition.
Tier 1 subordinated debt does not meet the definition of regulatory capital pursuant to Basel 3. Nevertheless,
economically, taking into account the express subordination and loss absorption clauses contained in the issue
prospectus, the capacity of the bonds concerned to cover losses is proven. Consequently, this line is
considered in the definition of capital intended to cover risks.

6.1.2. Internal assessment of capital needs
The calculation of capital needs takes into account both the internal measures of risks covered by Pillar 1 and
a quantification of the risks not covered by Pillar 1, namely:
- DvP settlement/delivery risk;
- issuer risk;
- specific risk related to the ECM (Equity Capital Markets) investment guarantee;
- intraday risk of Facilitation activities.
Internal estimates are based on the concepts, tools and internal measurements consistent with Exane’s risk
monitoring and management system, particularly:
- for credit risk: a measure based on the internal ratings of our counterparties;
- for market risk: measure based on the use of a one-year internal VaR model, with a confidence
interval of 99.9%.
These measures include a one-year coverage horizon (“through the cycle” view), as opposed to a regulatory
measure based on the view on the calculation date of 31 December 2018 (“point in time” view).
Finally, Exane considers the impact of various specific and macro-economic stress scenarios.
Based on its calculations, Exane considers that it holds sufficient capital to absorb unexpected losses resulting
from the various types of risk mentioned.
The Pillar 2 exercise is updated once a year and discussed with the heads of each business line. It is
presented to the Board of Directors’ Risks Committee, and then approved by the Board of Directors.
Summary table of calculation methods used:
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Pillar 1
Pillar 2

Credit risk
of which counterparty and of which concentration
settlement risk
risk
“Large Risks"
Standard method
standard
"F-IRB" Internal Method
(1)
Internal estimate

Market risk

Operational risks

Other risks and stress
scenarios

Standard method
Internal model VaR at
99.9%

Standard method

-

Standard method

Internal assessments

(1) internal method based on the F-IRB regulatory approach

6.2.

Internal liquidity adequacy assessment (ILAAP)

Exane has formalised its liquidity risk tolerance, as well as its liquidity risk governance and control system.
This system is reviewed every year, in accordance with regulatory provisions.
With regard to the controls in place, the Group monitors and manages the net cash consumption of its various
activities on a permanent basis, and identifies, for each entity, the factors that utilise or generate cash. It also
ensures that its funding sources are adequate and sufficiently diversified to protect the Group from any
situation of insufficient liquidity, including in crisis situations.
Every year, the Group also reviews its cost allocation guidelines in terms of liquidity, and ensures they are
consistent with its maximum cash consumption objectives.
Finally, current and projected cash consumption of activities is managed by a system of limits monitored on a
daily basis.
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7. Remuneration policy
The Remuneration Policy has been drawn up in line with all applicable regulations, especially European
Directive 2013/36/EU of 26 June 2013 (the CRD IV Directive), as clarified by the French and the British
transposition rules. This Policy is designed to achieve three main goals:
- guarantee the ongoing competitiveness of the Group within its markets;
- ensure the long-term growth of the company and its businesses;
- take into account not only compliance risks but also financial and other types of operating risk.
The Remuneration Policy is applied for all Group employees, except for those of Exane AM and Ellipsis AM
which have their own Remuneration Policy. This Policy states that the remuneration awarded to each Exane
employee shall comprise a fixed salary, an individual bonus and additional elements set either by the law or a
collective agreement.
The balance sheet of the Exane group falls under the €10 billion threshold, which means that it can apply the
principle of proportionality and be exempt from certain provisions of the French Monetary and Financial Code.
Nevertheless, the Group wishes to operate in accordance with a strict and exacting framework and conduct a
comprehensive review of all "Code Staff", by implementing deferral rules for the variable portion of every
employee's salary above a certain variable limit (including those who are not classed as "Code Staff") and by
introducing procedures that include clawback clauses for "Code Staff".
The Compensation Policy is managed by the Compensation Committee. This committee has three
independent members, none of whom holds any managerial position within the Exane group. The role of the
committee is to assist both the Group Board of Directors with all aspects of the Remuneration Policy. In
particular, it assesses whether the Policy is written and implemented in compliance with applicable statutory
and regulatory provisions, and with the company's risk management goals. The committee also ratifies the list
of "Code Staff", the individual remuneration of each member of the Group Executive Committee and the
remuneration of the heads of the Group's control functions. It reviews the total amounts to be allocated as
annual bonus pools and prepares the resolutions of the Group Board of Directors and the Exane Limited Board
of Directors concerning compensation.
In terms of compensation, the general principles of the Exane Group are:
-

The bonus pools are calculated using iterations between the estimated individual remuneration
(bottom-up analysis) and a framework analysis at company and business level (top-down analysis).
The final amounts allocated to each business line are determined by the Managing Director, with
input from Finance and Human Resources, then reviewing by the Compensation Committee and
approved by the /Board of Directors.

-

The total bonus amount is calculated according to criteria that are documented in the procedure, in
conjunction with the annual individual performance reviews (measured using qualitative and
quantitative, financial and non-financial criteria).

-

The bonus pool allocated to the control functions and the individual bonus of their employees are
calculated using specific targets, not based on the performance of the business activities, they
control.

-

There is a Control/Compensation Committee for each business line. This reflects the Exane group's
wish to instill the risk and compliance culture into the daily performance of each employee, by making
compliance with the rules a factor in the calculation of their bonus.
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-

The individual bonus of Exane employees is paid as a cash lump sum up to a certain level; any
amount above that level, which is determined by the internal governance, is then deferred over 3
years.

This deferral principle applies to all employees; however, the way in which their bonuses are paid
depends on their employee category ("Code Staff" or otherwise) and on the Business Line where they
work.
Therefore, the share of the bonus which is deferred is greater for "Code Staff" (at least 40% of the variable
salary, or 60% for particularly high amounts), and the value of the deferred amounts may get reduced
based on performance during the year preceding each payment (malus mechanism) in order to maximize
the adjustment margin, in the event of poor performance, for employees from Business Lines who
contribute more to the Group's risk profile.
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