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FINMA's mandate and core values

FINMA is an independent supervisory authority with the legal
mandate to protect users of financial services and ensure the prop-
er functioning of the financial markets. FINMA thus contributes
to enhancing the reputation, competitiveness and future sustain-
ability of the Swiss financial centre.

FINMA supervises banks, securities firms, insurance companies, financial market infrastructures, collective
investment scheme products and institutions, entities under the Financial Services Act and the Financial
Institutions Act, in addition to insurance intermediaries. FINMA acts independently and consistently while
its staff combine experience with responsibility, integrity and the ability to deliver results. In its role as
supervisor, FINMA adopts a risk-oriented approach. Its activities cover the following areas.

Licensing
FINMA is responsible for licensing companies operating in the sectors it supervises.

Supervision

FINMA monitors permanent compliance with statutory regulations and licensing requirements. It is also
responsible for combating money laundering. In addition it supervises the disclosure of shareholdings at
listed companies as well as public takeover offers under the Financial Market Infrastructure Act.

Enforcement

To enforce supervisory law FINMA conducts proceedings, issues rulings, implements sanctions and is the
body to which appeals against decisions of the Swiss Takeover Board may be brought. Where wrong-
doing is suspected, it files criminal complaints with the competent criminal authorities.

Resolution
FINMA is responsible for restructuring proceedings and bankruptcies.

Regulation

Where it is authorised to do so and when necessary to meet its supervisory objectives, FINMA issues its
own ordinances. It also publishes circulars detailing the interpretation and application of financial market
law.

International activities
FINMA fulfils the international tasks that are related to its supervisory activity. It represents Switzerland
in international fora and cooperates with foreign regulators.




2020 in milestones

The Financial Services Act
(FinSA) and the Financial
Institutions Act (FinlA)
come into force.

(1 January)

p- 53

JANUARY

The Ordinance to the
Financial Market Super-
vision Act (FINMASA)
comes into force.

(1 February)

p- 53

FINMA grants first
FinTech licence to Yapeal
AG by recognising it as a

person as defined by
Article 1b of the Banking
Act (FinTech licence).

(4 February)

p- 28

FINMA identifies serious
anti-money laundering
failings at Julius Baer.
(20 February)

p- 62

FINMA issues a report on
the status of the recovery
and resolution plans of
the systemically impor-
tant Swiss financial insti-
tutions. (25 February)

p- 66

FEBRUARY

O

e

The Federal Council ap-
points Marlene Amstad
Chair of FINMA's Board
of Directors effective

1 January 2021.

(13 March)

p- 84

FINMA employees are
instructed to work from
home. (20 March)

p- 18

FINMA grants specific
regulatory exemptions,
for example regarding
the calculation of the
leverage ratio, thereby
supporting the

Federal Council’s
liquidity package for the
real economy.

(25 March)

p- 12

The global spread of
the coronavirus causes
significant turbulence
on the international
financial markets.

The Federal Council
declares an “extraordi-

nary situation” (the
highest threat level)
under the Epidemics

Act. (16 March)

The Federal Council
approves the deactiva-
tion of the countercy-
clical capital buffer.
(27 March)

Libra (now Diem) submits
an application for a
payment system licence.
(16 April)

p. 28
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Reviewing bodies for
prospectuses are author-
ised pursuant to FinSA.
(1 June)

p- 44

FINMA authorises the
first portfolio managers
and supervisory organisa-
tions under FinlA. (6 July)
p- 34

The deadline expires for
registering portfolio
managers and trustees.
(30 June)

p- 33

The first registration
body for client advisers is
authorised pursuant to
FinSA.

(20 July)

p- 44

FINMA's Board of Direc-
tors holds a regulatory
roundtable on the dis-

closure of climate risks.

(11 August)
p-70

AUGUST
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SEPTEMBER

FINMA recommends
applying the new fallback
documents issued by the
International Swaps and
Derivatives Association
(ISDA) for a successful
transition from LIBOR for
derivatives. (16 October)
p- 36

OCTOBER

FINMA's Board of Directors
adopts regulation
implementing FinSA and
FinlA. (4-5 November)

p- 71

FINMA opens consultation
on the review of circulars
regarding the disclosure
of climate-related
financial risks.

(10 November)

p. 37

FINMA publishes its annual
Risk Monitor.

(11 November)
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The Federal Council
approves FINMA's strategic
goals for 2021 to 2024.
(18 November)

p-78

NOVEMBER

FINMA publishes its LIBOR
transition roadmap.

(4 December)

p- 36

FINMA informs the public of
the need for comprehensive
action regarding service set-
tlements in the supplemen-
tary health insurance sector.
(17 December)

p- 50

DECEMBER

The Federal Council
decides on the further

development of
financial market policy.
(4 December)
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FOREWORD BY THE CHAIR AND THE CEO

Stability in the crisis

Risks with a low probability of occurring but an ex-
treme impact are referred to as tail risks. The corona-
virus pandemic, which in the spring of 2020 triggered
a global health emergency, plunging the world econ-
omy into deep recession and sparking turmoil on the
financial markets, was a classic tail risk. The Swiss
financial industry has of course not escaped the
pandemic and its repercussions dominated FINMA's
year.

Well prepared for a crisis

The coronavirus crisis is the first major test of the
regulatory changes introduced since the 2008 finan-
cial crisis. The higher capital buffers that have been
built up in recent years have proved to be extremely
effective in maintaining stability and trust. In those
instances where upheavals on the financial markets
put financial institutions under strain, swift action by
those firms as well as authorities in Switzerland and
abroad quickly defused problems.

The regulatory toolkit also benefited from its inbuilt
flexibility. FINMA was able to use the leeway provid-
ed by the law to grant temporary exemptions from
certain regulatory requirements and thus offer su-
pervised firms time-limited relief in specific areas. At
the same time, FINMA called on the financial indus-
try to adopt a cautious distribution policy to ensure
room for manoeuvre and flexibility given the highly
uncertain outlook.

By its nature the coronavirus crisis not only necessi-
tated good financial risk management, but also stress
tested the business continuity plans of the financial
industry and FINMA as a supervisory authority. Here
too detailed preparation in recent years paid off.
FINMA also probed vulnerabilities through its own
stress tests and systematically examined control sys-
tems and potential problems via (increasingly virtual)
on-site reviews. The upsurge in instability on the
global financial markets also underlined the urgent
need to complete the remaining work to mitigate the
“too big to fail” problem.

As in the aftermath of the last financial crisis, one
key aim must be to learn lessons for the future. Hence
FINMA's 2020 Annual Report devotes a separate
chapter to the economic and financial challenges of
the coronavirus crisis and the measures taken in re-
sponse.

Risks on the increase since crisis

FINMA published its first-ever Risk Monitor, an over-
view of the key risks to Swiss financial markets, at
the end of 2019. While the coronavirus crisis did not
materially alter the landscape, it accentuated a num-
ber of the risks.

Awareness of long-term trends

Good crisis preparedness and warding off the imme-
diate risks in a crisis are critical tasks of financial mar-
ket supervisors. But FINMA also believes it has a re-
sponsibility to highlight longer-term challenges and
encourage supervised institutions to incorporate them
in their decision-making. In 2020 FINMA focused par-
ticularly on the risks associated with climate change,
at the same time broadening its expertise in this field.

High-profile innovations such as the Diem (formerly
Libra) project, as well as a host of smaller innovative
projects pose a challenge to regulatory policy and in
day-to-day supervision. They are also, however, an
opportunity to demonstrate that Switzerland offers an
attractive and robust framework for innovative busi-
ness models. This is essential to the future of the Swiss
financial centre. FINMA therefore again devoted con-
siderable attention to the FinTech market in 2020.

Strategic continuity

As a year of crisis, 2020 brought major challenges for
the Swiss financial markets and FINMA as a supervi-
sory authority. Nevertheless, the crisis also under-
scored the achievements of recent years. Overall, the
focus and calibration of regulation and the strategic
direction of financial market supervision have been
shown to be on the right track. FINMA therefore em-
phasised continuity in setting its new strategic goals
for the period 2021 to 2024. The change at the helm
of FINMA's Board of Directors will also provide both
continuity and renewal, as the former Vice-Chair of
the board, Professor Marlene Amstad, takes over the
position of Chair at the beginning of 2021.

Finally, we would like to pay tribute to the work of
FINMA staff at all levels in these challenging times.
In our experience it has been exceptionally effective,
as has been the cooperation with partner authorities
at home and abroad. High levels of commitment,
flexibility and creativity by all concerned have been
the hallmark of 2020. At the end of a difficult year,
this allows us to look to the future with optimism.



We hope you enjoy reading the report.
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Pandemic drives acute uncertainty
on financial markets

The unfolding pandemic sparked acute uncertainty on financial markets in spring

2020. In March, the Volatility Index (VIX) on the Chicago Board of Exchange (CBOE)

futures market - measuring implied volatility on the S&P 500 - hit a historic high amid

extreme investor anxiety. Calm only began to return with broad-based monetary and

fiscal intervention. FINMA adapted its supervisory activities to these extraordinary

conditions by supporting the financial services industry where needed and adopting an
10 extremely prudential approach.
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FINANCIAL MARKET SUPERVISION AGAINST THE BACKDROP OF THE PANDEMIC

The Swiss finance industry during the pandemic

In 2020 the coronavirus pandemic presented major challenges for the Swiss financial market,

too. FINMA adapted its supervisory activities to these extraordinary circumstances by adopting an
extremely prudential and risk-focused approach, supporting the financial services industry where
needed and helping to keep the real economy on track, in fulfilment of its mandate. Changes to
capital and liquidity requirements in recent years had stood financial institutions in good stead to
weather the crisis.

12

The pandemic had a massive impact on the financial
markets and market participants. As the coronavirus
spread around the world in March 2020, internation-
al financial markets experienced significant up-
heavals. A first phase saw substantial demand for
safe-haven assets such as government bonds issued
by specific countries, alongside large-scale shedding
of riskier investments such as equities and corporate
bonds. This resulted in high volatility in capital mar-
kets and, at times, sharp price falls. In derivatives
markets, requirements in terms of collateral for open
positions increased markedly. A second phase saw
liquidity from investments and markets regarded as
safe (such as US money market funds and the USD
repo market respectively) dry up, with investors look-
ing solely to hold cash. The supply overhang in fixed
income could not longer be absorbed by the market.
Only at the end of March, when the central banks
responded with broad-based and at times unprece-
dented intervention, did a measure of calm return to
the markets. This intervention included a further
loosening of the monetary reins and extensive secu-
rities purchases.

Although Switzerland, too, was impacted by the
sharp declines in the financial markets, Swiss financial
institutions were well prepared for the crisis. In op-
erational terms, both financial market infrastructure
providers and the financial institutions themselves
were able to continue offering their services without
interruption during the extraordinary situation in the
spring. In financial terms, too, these institutions were
well prepared for the crisis. Having implemented the
Basel Ill reforms in the aftermath of the 2008 finan-
cial crisis and given the strict capital requirements for
global systemically important banks (G-SIBs), Swiss
banks had built up substantial capital and liquidity
buffers in the preceding years. Insurers’ key ratios
were also well above FINMA’s minimum require-
ments at the beginning of the pandemic. This con-
tributed significantly to the financial system’s re-
silience and prevented any immediate spread of the

crisis to the financial sector. Some banks, moreover,
posted large profits on account of the high volatility
and were thus actually able to strengthen their cap-
ital base during the pandemic. Nor were there any
major incidents in the asset management field as a
result of the pandemic. The liquidity of Swiss invest-
ment funds was maintained at all times.

The consequences of the emergency health measures
were acutely felt by the real economy, leading to
significantly negative repercussions for the balance
sheets of banks and insurance companies. Depend-
ing on the future course of the pandemic and atten-
dant economic developments, this risk remains.

The Federal Council reacted swiftly in spring 2020,
implementing far-reaching measures to support the
real economy. FINMA, too, introduced a number of
regulatory countercyclical measures and adjusted the
focus of its supervisory activities accordingly.

FINMA's regulatory measures

FINMA supported the Federal Council’s package of
measures on 25 March 2020, which provided for a
swift and unbureaucratic supply of liquidity to the
real economy via the banking system. FINMA also
welcomed the deactivation of the countercyclical
capital buffer in relation to the mortgage market,
suspended in late March by the Federal Council at
the request of the Swiss National Bank (SNB). At the
time, all the authorities concerned were expecting
the real estate market to cool substantially.

Despite their sound capital base, FINMA called upon
banks and insurers to exercise restraint in their divi-
dend policies and to refrain from any share buyback
programmes. It regarded this as a preventive measure
at a time of extreme uncertainty in order to maintain
the companies’ resilience if a lengthy downswing
were to set in. Subsequently, the financial institutions
discontinued their share buyback programmes. With
regard to dividends, various banks, including UBS and
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Credit Suisse, decided to postpone half their dividend
payments for 2019 until a later point in time. FINMA
welcomed this decision.

FINMA's regulatory measures were aimed on the one
hand at preventing any unwanted procyclical effects.
These would have narrowed the supervised institu-
tions’ scope for action to a disproportionate extent,
thus possibly also having an adverse effect on the
real economy. One of these measures concerned the
banks’ reserves with central banks and calculation of
the leverage ratio. As a regulatory benchmark, the
leverage ratio seeks to ensure that all balance sheet
items have to be underpinned with capital regardless
of risk. Since many of their customers hold their as-
sets as cash for safety reasons, numerous banks held
unusually large cash balances with central banks
during the crisis. This caused the leverage ratio to fall
and hence potentially reduced the banks’ lending
capacity without their level of risk having substan-
tially risen. Consequently, FINMA allowed the banks
to temporarily calculate their leverage ratio without
central bank reserves. Additional regulatory meas-
ures to avoid undesirable procyclical influences relat-
ed primarily to the banks’ risk diversification rules, a
smoothing of the yield curve in connection with the
Swiss Solvency Test (SST) to reduce volatility, a relax-
ation of the rules for banks with the model approach
to market risk in connection with backtesting results,
and more detailed instructions regarding value ad-
justments for default risks under international finan-
cial reporting standards.

FINMA also instituted measures to facilitate opera-
tional procedures for financial intermediaries that
were being hampered by the pandemic. This includ-
ed simplifying the client identification procedure.
Anti-money laundering rules require new clients to
be identified by having them present an identity doc-
ument. FINMA issued a temporary exemption to this
rule. It was now only necessary to verify a client’s
identity within 120 days (rather than 30 days), and it

was already permissible for certain clients to make
use of the business relationship even before this pe-
riod had elapsed.

And finally, FINMA granted exemptions and extend-
ed deadlines for reporting in the insurance field as
well as extending the grace period before the intro-
duction of new obligations in derivatives trading.

Al FINMA's interventions were of a temporary nature
and were communicated in various guidance notices.
Moreover, they were in keeping with the measures
taken by supervisory authorities in other countries
with significant financial centres. As the year went
on, as markets returned to normal, these measures —
apart from simpler identification of clients abroad —
were reversed.
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Supervisory activity at times of crisis

FINMA adapted its supervisory activity in line with the
pandemic. In operational terms, this resulted in
changes to face-to-face meetings and on-site super-
visory reviews, which owing to the lockdown were
kept to a minimum. Instead, an intensive dialogue
with supervised institutions was maintained via digi-
tal channels. It is precisely such times of major market
fluctuations and increasing risk that call for a strength-
ened presence of FINMA and greater interaction with
the sector.

In recent years, FINMA had invested considerable
resources in digitalising its processes, and these have
borne fruit in the pandemic. Staff were easily able to
perform centralised functions such as supervisory
and licensing activities while working from home.
This has enabled the supervisory teams to maintain
a constant dialogue with supervised institutions dur-
ing the coronavirus pandemic.

Stepping-up of bank monitoring

Owing to market upheavals and the uncertain eco-
nomic outlook, FINMA stepped up its monitoring of
the banking sector in the year under review. At the
major banks, it focused in particular on their inter-
national activities. In higher-risk areas of business,
such as international lending to highly indebted com-
panies (leveraged lending), a number of losses oc
curred. The positive aspect of this was that the busi-
ness has been scaled back considerably since the last
financial crisis while it has been possible, thanks to
hedging transactions, to mitigate some of the losses.
Owing to the market upheavals, the higher liquidity
requirements of corporate clients (which were mak-
ing use of open lines of credit) and increased demand
for collateral for transacting derivatives business re-
sulted in a shortage of liquidity in international busi-
ness. Interventions by the Federal Reserve took some
of this pressure off the markets, however.

FINMA stepped up its monitoring activities in the
Swiss lending business too. It concentrated on par-

ticularly exposed segments such as corporate loans
(especially in sectors badly hit by the crisis, such as
transport, hospitality and tourism) and on the financ
ing of commodity trading. It also kept an eye on
possible risks in the mortgage market. Here it con-
centrated mainly on commercial properties and in-
vestment properties. In doing so, FINMA maintained
a steady focus on vulnerable institutions. In the event
of imminent undercapitalisation or liquidity short-
falls, it would have had to intervene swiftly. The
loan-granting capacity of the banking sector as a
whole was also of significance. Keeping the real
economy supplied with loans and liquidity during a
crisis is of crucial systemic importance. At no time,
however, was this in danger. In this respect, too, the
creation of capital buffers over the past years had a
positive impact. These buffers improve the banks’
ability to absorb losses and can be used to back new
lending. Built up at times of relative prosperity, these
buffers enable the banks to absorb shocks. In
FINMA's view, however, the use of the buffers even
during a crisis must comply with the financial insti-
tutions’ risk management criteria.

Supervisory activities in the insurance field

In the insurance sector, FINMA required the larger
institutions in particular to report more frequently on
their SST calculations and on the coverage of tied
assets. For FINMA it was crucial to be promptly in-
formed of any changes so as to be able to respond
swiftly whenever the need arose. The financial mar-
ket shock in spring led to short-term reductions in
SST ratios that were in some cases significant.
As in the case of tied assets, there were only isolated
cover shortfalls. Due to existing capital buffers,
insurance companies were able to take suitable
measures.

In May 2020 FINMA conducted a survey on “prod-
ucts and the pandemic” among selected insurance
companies. For this it chose 44 insurers that operate



in the Swiss direct insurance business in the relevant
branches of the insurance industry. Based on this
survey, the total for insured gross claims in Switzer-
land during the coronavirus pandemic was put at
CHF 1.1 billion. This amounted to just under 4% of
the gross premiums earned in Swiss business in the
2019 financial year. 72% of these gross claims relat-
ed to epidemic and hygiene insurance with addition-
al coverage for business interruption. Next largest by
a wide margin was travel and assistance insurance
(12%), followed by insurance policies for event can-
cellations (9%).

Stress testing at banks and insurance companies
Another aspect of FINMA's supervisory work is its
regular performance of loss-potential analysis for
large insurers and banks (stress testing). FINMA de-
veloped — alongside its existing scenarios — a specif-
ic adverse coronavirus pandemic scenario, which it
applied to both the banking and insurance sectors.
The scenario is based on assumptions of renewed
draconian measures. The stress test was performed
by all banks and insurance companies in categories 1
and 2.

The results for both banks and insurers showed their
capital adequacy to be sufficient even for severe eco-
nomic crisis scenarios, though the capital base of
certain institutions would be seriously weakened.
FINMA discussed this matter in depth with the su-
pervised institutions and, where necessary, instituted
preventive measures.
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FINMA's internal organisation and cooperation

in the crisis

As soon as the financial markets began suffering
upheavals in March 2020, FINMA set up an internal
project organisation to coordinate the various super-
visory activities and measures relating to the super-
vised institutions. The project organisation would
ensure that FINMA's Executive Board and Board of
Directors are kept informed — promptly and suffi-
ciently — about the latest developments and that
important decisions are taken swiftly and duly com-
municated.

FINMA was also in close touch with national and
international authorities. Within Switzerland, an in-
tensive dialogue was conducted at various hierarchi-
cal levels with the Swiss National Bank (SNB) and the
State Secretariat for International Finance (SIF), in
which these authorities reported their respective as-
sessments of the situation to each other. The main
focus was on the current state and stability of the
financial sector, maintaining the supply of credit to
the real economy and preparing possible measures
to be taken. This cooperation at the national level
functioned very well. One reason was that these au-
thorities also maintain a regular dialogue in normal
times. In crisis situations, moreover, the responsible
bodies and processes are clearly defined.

Dialogue was also intensified at the international
level. The relevant standard-setters and multilateral
organisations, such as the Bank for International Set-
tlements (BIS), the Financial Stability Board (FSB) and
the International Organization of Securities Commis-
sions (I0SCO), reported on recent developments and
offered platforms on which the various authorities
could exchange information. FINMA took part in
these virtual meetings, conveying its standpoint on
topics such as dividend payments and the use of the
capital buffers as support for the real economy.
Where the major banks were concerned, contacts
with the supervisory authorities of other major finan-
cial centres — notably the US Fed and the UK'’s Pru-
dential Regulatory Authority (PRA) — were intensified.
Here, too, the fact that dialogue had already become
institutionalised in normal times through the set-
ting-up of “colleges” proved beneficial.



Outlook

Itis difficult to predict how the pandemic will develop.
The same observation applies to the medium-term
development of the economy, and hence the conse-
quences for financial services and FINMA's supervised
institutions. Economic recovery depends on various
factors: firstly the future course of the pandemic, then
the extent and duration of the government’s assis-
tance programmes, the ordering of further restrictive
measures and the success of global vaccination cam-
paigns. Moreover, the pandemic’s repercussions on
the economy and the markets will take some time to
materialise. Loan defaults are to be expected, and it
is possible that real estate markets will undergo cor-
rections. Neither can renewed turbulence on financial
markets be ruled out. This may impact the solvency
or liquidity of the supervised institutions. FINMA will
closely monitor these developments and take action
to protect clients, investors and insured persons wher-
ever necessary.
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FINMA in the lockdown

The coronavirus pandemic also presented FINMA
with considerable operational challenges. Since it
already possessed well-developed digital infrastruc
tures and processes, a properly functioning security
organisation and flexible, self-disciplined employees
and managers, it was largely able to overcome these
challenges. Operational measures were always close-
ly aligned to the recommendations and stipulations
of the responsible authorities.

Sudden and far-reaching changes

Like many other organisations, FINMA was faced
with an abrupt changeover to an operation run al-
most entirely remotely. Between mid-March and the
beginning of June, all FINMA employees — with the
exception of a few functions whose physical pres-
ence was vital — were obliged to work from home.

Staff already had the necessary equipment for mobile
working: They had been provided with laptops
equipped with secure mobile access to the inhouse
networks. The entire telephone system had also been
switched to internet-based voice communication
some time previously, and a number of virtual col-
laboration tools had been introduced. The underlying
IT infrastructure was able at all times to deliver the
necessary data transmission capacity. Moreover, a
high proportion of staff already had electronic sig-
natures for the legally binding signing of documents,
and FINMA was able to benefit from the digitalisation
of numerous processes that had been driven forward
in the preceding years.

Precautionary measures and plan for

phased return

During the lockdown, FINMA drafted a comprehen-
sive set of precautionary measures in line with the
specifications and recommendations of the Federal
Office of Public Health (FOPH). It made arrangements
for employees to return to their workplaces and for
face-to-face meetings to resume as of the beginning
of June in a number of phases. Initially, the return to

FINMA premises was permitted on a voluntary basis.
Subsequently, the number of face-to-face meetings
was also increased.

In October 2020, however, FINMA followed the Fed-
eral Council’s renewed strong recommendation to
reduce employees’ in-person presence to a mini-
mum.

Extraordinary staff survey

In August 2020, an extraordinary staff survey was

conducted to find out what employees thought of

FINMA's handling of the coronavirus pandemic and

to encourage them to make suggestions. The re-

sponse rate was a gratifyingly high 91%, and feed-
back from employees was very positive overall.

- 91% of staff felt that their working situation had
not worsened despite the coronavirus pandemic,
and for 49% it had actually improved.

— At an average of 88 out of 100 points, the (virtu-
al) cooperation, the flow of information and the
successful accomplishment of core tasks during
the coronavirus crisis were rated as very good.

— The work done by FINMA management as well as
by its crisis task force also obtained a very high
average rating of 92 out of 100 points.

— At the same time, management staff expressed a
high degree of confidence in the efficiency and
commitment of their employees during the oblig-
atory working-from-home phase, awarding them
94 out of 100 points.

— Despite the generally good ratings (75 out of 100
points), employees saw potential for optimisation,
especially in terms of technical equipment — for
example with respect to virtual communication
and collaboration with internal and external stake-
holders.

— Whereas before the coronavirus pandemic staff
had on average not worked from home for more
than one day per week, most of them now ex-
pressed the wish to continue working from home
on at least two to three days a week after the



pandemic. At the same time, employees empha-
sised that regular face-to-face meetings are an
important and desirable element of effective col-
laboration.

Accelerated digitalisation

During the year under review, FINMA accorded a high
priority to optimising the hardware used for virtual
collaboration. A particular focus was placed on tech-
nological tools to facilitate virtual interaction with the
supervised institutions and auditors, for example in
the context of virtual on-site supervisory reviews.

Further enhancements and upgrades are being sys-
tematically tested and successively implemented. At
the same time, FINMA constantly strives to ensure the
security of data transmissions. Overall, it considers
that its targeted strategy of digitalising its activities
has been vindicated.

Shaping the “new normal”

Based on the experience gained during the lockdown
and the results of the staff survey, FINMA addressed
the issue of how working conditions should be struc-
tured in the “new normal” phase following the coro-
navirus pandemic.

It decided that staff should be given additional op-
tions for working from home and be provided with
the necessary support. Since 2021, FINMA employees
have been free to spend up to half of their contrac-
tual working hours at home. At the same time, week-
ly mandatory “presence days” will be established, on
which staff are to be physically present in their teams
so that direct and informal interaction can also be
strengthened. To support future cooperation in the
“new normal” era, management processes and rules
governing staff have been adapted.

The extensive transformation of future working ar-
rangements at FINMA will also result in changes to
the physical and technological working environment.

For example, new breakout rooms and collaboration
zones will be needed. Depending on their particular
situation, moreover, employees will have to be
equipped with new technological tools. FINMA will
have to plan and systematically move forward with
the necessary investments and projects in the coming
years.
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FINMA oversees more than 29,000 financial
institutions and products

Four divisions — Banks, Insurance, Markets and Asset Management - carry
out forward-looking, prudential supervision. Private audit firms also con-
duct regulatory audits on FINMA’s behalf. Only those institutions that have
been granted alicence to operate in the financial market are monitored.
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MARKET DEVELOPMENTS AND INNOVATION

Market developments

Financial markets in 2020 were strongly influenced by the coronavirus
pandemic, which in March gave rise to major volatility and losses on the stock
markets. This placed a further burden on market participants in addition to
the continuing low interest rates. Nevertheless, banks, insurance companies
and asset managers held their own well in this challenging environment.

22

The economic environment for the Swiss financial
centre was very challenging in the year under review.
The coronavirus pandemic caused repeated and
extraordinary stress on the market (see section
“The Swiss finance industry during the pandemic”,
page 12). At the same time, as in the preceding years,
the ongoing low interest rate environment served to
uphold the pressure on margins and exerted a neg-
ative impact on the profits of market participants.
Lenders in particular came under pressure. Digitali-
sation also accelerated, thereby placing the sector
before additional challenges and new sources of
competition. Despite these challenges, no net con-
solidation trend could be observed within the bank-
ing sector during the year under review. Particularly
thanks to the licensing of banks and securities firms
with digital business models, the numbers of com-
panies entering and leaving the market practically
balanced each other out.

Market developments among banks and
securities firms

Swiss banks and securities firms were altogether suf-
ficiently armed for the coronavirus crisis and coped
well with the manifold challenges, in particular the
market shock in the spring, the additional tasks in
connection with the credit programmes introduced
by the federal government and the changeover to

New licences

working from home, due in part to the temporary
regulatory relief (see section “Financial market su-
pervision against the backdrop of the pandemic”,
pages 12-17).

The following developments were at the fore for
Swiss institutions in 2020, above and beyond the
issues connected with the coronavirus:

The ongoing and more pronounced low interest en-
vironment increased pressure on margins again, es-
pecially among institutions whose business model is
heavily dependent on lending. Interest income was
in many cases only kept stable thanks to quantitative
growth in new loans and/or adjustments to hedging
strategies for interest rate risks. The expansive mon-
etary policy in the key markets is set to continue in
2021 and further accentuate margin pressure.

Following the turbulence in spring, the capital mar-
kets recovered and performed positively, with many
revisiting the levels seen in 2019. Many supervised
institutions active in the trading sector benefited
from above-average volatility at times during the year
and achieved correspondingly positive results.

Trends already observed for some time continued in
the real estate market. Investment properties re-

M Banks

Il of which branches
B securities firms

Il of which branches
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mained highly sought after among investors due to
the lack of alternative investment opportunities, al-
though vacancy rates had increased further. Prices in
the owner-occupied sector rose at a similar rate as
in the previous years. The tightened self-regulation
in the funding of investment properties displayed
little impact on the overall growth of the volume of
mortgages, which amounted to 3% and was there-
fore only slightly down on the previous year.

The economic downturn in combination with the
market price performance of commodities caused
some distortion in the commodity trade sector in
2020. Among the financing banks, some institutions
also had to form larger reserves for fraud. Owing to
the increased risks and lower profitability, banks
active in funding the commodity trade are partly
reviewing their business strategy and considering
a temporary or longer-term reduction of their com-
mitment.

Another general issue was the activities of banks and
securities dealers with regard to environmental, so-
cial and governance issues (ESG). The theme of sus-
tainability has moved up on the list of priorities of
many supervised institutions. Related activities such
as setting CO, targets or introducing negative lists
were observed above all in the investment and asset
management business. ESG topics could in future
also lead to permanent changes in the lending busi-
ness and investment banking.

Furthermore, many innovations in the field of digi-
talisation were pursued in the year under review.
Several institutions introduced new digital products
and services and successfully placed some of them
on the market. The spectrum ranges from new bank-
ing apps, cooperation with or shareholdings in Fin-
Tech companies, brokerage platforms (such as for

mortgages) and the opening of interfaces (open
banking) through to the market entries of a securities
dealer active in the area of blockchain financial ser-
vices and a digital bank (see also the section “Inno-
vation”, page 28). These developments were accom-
panied by isolated market exits in traditional private
banking, particularly in western Switzerland.

The 2020 financial statements were largely sound
owing to the absence of any major value adjustments
and provisions. The reasons for this include monetary
and fiscal support measures and increased commis-
sion income as a result of volatile capital markets.
Regarding lending, the level of insolvencies was re-
markably low, although the situation is set to get
worse in the years to come. Owing to the low inter-
est rates and the growing competition from the
non-banking sector, the pressure on banks’ income
will also increase. Initiatives to increase profitability
and reduce costs were pursued by various super-
vised institutions in the year under review. Note-
worthy in this respect are an increase in out-
sourcing and branch closures. In some cases, small
institutions sustained losses even for the year under
review.

Market developments among insurance
companies

Owing to the risk resistance built up in previous years
under the impetus of the Swiss Solvency Test (SST),
the insurance sector was able to cope well with the
financial market shock in March 2020. The at least
partial recovery in financial markets during the year
had a positive effect on the results, although in-
creased uncertainty in connection with the corona-
virus pandemic remained. A further challenge that
will continue to impact risks and profitability in the
future is the ongoing low interest rate environment.
Life insurers were particularly affected by this.

23



24

"Hybrid products are com-
binations of unit-linked
life insurance, for which
the policyholder bears the

investment risk, and tradi-

tional life insurance.

2Swiss Re press release
published on 15 Decem-
ber 2020.

New licences
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In group life insurance in the occupational pension
sector there was continued demand for semi-auton-
omous and full-coverage insurance solutions. In or-
der to counter the rising conversion rate losses in
accordance with the Federal Act on Occupational
Retirement, Survivors’ and Disability Pension Plans
(OPA) there were further reductions of the conver-
sion rate for supplementary retirement savings. In
individual life insurance the range of endowment
products was increasingly limited to unit-linked life
insurance and hybrid products' in order to avoid
long-term guarantee commitments and because
there were no signs of interest rates recovering.

Market developments in non-life insurance were
strongly shaped by the coronavirus pandemic in
many different ways: On the one hand, claims pay-
ments from business interruption and travel insur-
ance had a negative impact on the results. On the
other hand, the lower accident numbers during the
lockdown had a slightly positive effect. Uncertainties
concerning the applicability of exclusion clauses oc-
casionally gave rise to reputation problems, goodwill
payments and settlement offers. New business was
down in 2020, partly due to the restricted opportu-
nities for the external sales force and partly due to
the significantly lower numbers of newly registered

2
5
2018 M0y 8
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M Life insurers

Il of which branches

B Non-life insurers*

llll of which branches
Reinsurers

8 10 [ | Captives

* Excluding health insurance com-

panies

motor vehicles. An overall economic downturn would
exert a further negative impact on non-life insurers.

Many non-life insurers attempted partially to offset
the sharp fall in investment income by expanding to
new business areas or insurance-related additional
business (fee business).

There was a marked drop in benefits paid under pri-
vate supplementary health insurance in accordance
with the Insurance Contract Act (ICA) due to the
suspension by the Federal Council of non-urgent
medical interventions and therapies in March and
April. FINMA will know whether this effect has been
fully offset at the end of 2020 once the invoices of
the service providers as at 31 December 2020 have
been received by the supplementary health insurers.

The reinsurance sector bore losses from disasters in
2020 that lay above the average of the past ten years
and increased sharply compared with the previous
year. According to a study by Swiss Re, losses from
natural and human-induced disasters amounted to
around USD 83 billion.? However, these figures do not
include insured losses from the coronavirus pandemic,
for which estimates still varied widely for the reinsur-
ance industry at the end of 2020.


https://www.swissre.com/media/news-releases/nr-20201215-sigma-full-year-2020-preliminary-natcat-loss-estimates.html
https://www.swissre.com/media/news-releases/nr-20201215-sigma-full-year-2020-preliminary-natcat-loss-estimates.html
https://www.swissre.com/media/news-releases/nr-20201215-sigma-full-year-2020-preliminary-natcat-loss-estimates.html

FINMA conducted a survey among reinsurance com-
panies in Switzerland (excluding reinsurance cap-
tives), which also covered the estimated extent of
losses due to the coronavirus pandemic. The report-
ed loss estimates were significant, including those
for reinsurance companies in Switzerland. The losses
from insurance business with clients domiciled in
Switzerland were greater than expected compared
with the overall losses. Rising excesses for primary
insurers and higher premium rates in reinsurance
policies were generally expected as a result of the
coronavirus pandemic.

Owing to the restrictions resulting from the pandem-
ic, some companies postponed planned entries to
the Swiss insurance market or halted projects under-
way. There were also delays in the submission of
intended applications during the lockdown. Alto-
gether only two new entries — one branch and one
reinsurance captive —were recorded in the year under
review. The few market exits concerned a smaller
non-life insurer and a reinsurance captive.

Total Swiss funds

2020
2019
2018
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Market developments in the Swiss fund market
After benefiting from a consistently positive market
environment with rising prices and capital inflows at
the start of the year, Switzerland at times also sus-
tained severe market fluctuations in the course of the
coronavirus crisis and the associated uncertainties.
This confronted the asset management sector with
further challenges in addition to the ongoing cost
and margin pressure. Particularly the high volatility
and limited liquidity had to be adequately taken into
account. Some market participants therefore suf-
fered a loss of income.

However, in 2020 as a whole the asset management
industry did not sustain any significant cash outflows
and coped well with the market uncertainties. In
contrast, further capital inflows and demand for new
products were apparent. For the first time, the
threshold of 10,000 Swiss and foreign collective in-
vestment schemes approved in Switzerland was ex-
ceeded in the year under review, with innovative
special products gaining in importance. In addition,
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the trend towards sustainability funds and invest-
ment strategies focussing on ESG principles (environ-
mental, social and governance) was confirmed.

Total foreign funds

M UCITS (EU-compatible) equivalent to securities funds
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Total institutions
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Innovation

The potential for technological innovation in financial markets is significant.
FINMA actively contributed to shaping the regulatory conditions for innovative
technologies, particularly distributed ledger technology, in the year under review.
FINMA also granted the first FinTech licence in 2020 and received the licence
application from Diem (formerly Libra) as a payment system in accordance with
the Financial Market Infrastructure Act.

28

Innovation remained a key topic in the finance indus-
try last year. The restrictions caused by the pandem-
ic revealed the possibilities and drove demand for
technological innovation such as in the field of pay-
ments. FINMA also addressed further blockchain
technology applications in financial services, innova-
tions in the trading of financial products, and the
licensing of such projects.

FinTech licence

The FinTech licence allows providers of financial ser-
vices to accept public deposits of up to CHF 100m,
provided that these deposits are not invested and no
interest is paid on them. The licence is available for all
business models in connection with the acceptance
of public deposits. However, the enquiries received by
FINMA in 2020 showed that it was primarily of inter-
est for business models related to payments. FinTech
licensees that operate a significant payments business
in Swiss francs also have the opportunity to request
access to the Swiss Interbank Clearing system (SIC
system) from the Swiss National Bank (SNB). FINMA
granted the first FinTech licence in the first quarter.
The licensed start-up company plans to offer compre-
hensive payment services to its customers based on
an innovative technological platform. Further licence
applications were received by FINMA in the year under
review, which it will decide on in 2021.

Diem (formerly Libra)

In its press release of 16 April 2020, FINMA made
public the receipt of the licence application from the
Libra Association, renamed the Diem Association in
December, based in Geneva. The applicant is seeking
a licence as a payment system operator in accordance
with the Financial Market Infrastructure Act (FMIA).
The application is based on the information contained
in the updated white paper published in April 2020,
which differs considerably from the originally envis-
aged project. In particular, it proposes that the Diem
payment system will support single-currency stable
coins.

The submission of the revised application marked the
start of the formal licensing process under Swiss su-
pervisory law. The outcome and duration of the pro-
cedure remain open. FINMA will analyse the appli-
cation thoroughly and request amendments in the
event of any outstanding issues. As provided by the
FMIA, FINMA will impose additional requirements
for any aspects that pose increased risks such as
bank-like activities. FINMA will also examine wheth-
er national and international standards for payment
systems and for combating money laundering are
upheld.

The planned scope of the project requires an inter-
nationally coordinated approach. Besides the SNB,
FINMA is in close and regular contact with more than
30 supervisory authorities and central banks. Further-
more, it is also actively contributing to various inter-
national working groups and collaborating on the
development of international standards on stable
coins.

Collaboration on regulatory project for
improving the statutory framework

In 2020 the legislative proposal for improving the
statutory framework for blockchain and distributed
ledger technology (DLT) was addressed by the Swiss
Parliament. Work on the necessary ordinance amend-
ments commenced simultaneously. FINMA actively
collaborated with the responsible federal offices on
this project, while focusing on the dual goals of legal
certainty and technology neutrality. The comprehen-
sibility of the highly technical provisions was an ad-
ditional objective of FINMA's work. Furthermore,
some important and complex questions arose in
connection with bankruptcy law.

The requirements placed on the new trading systems
for distributed ledger technology (DLT) securities
were a further core issue. It is FINMA's intent to find
the right balance between facilitating technological
innovation and ensuring stringent supervision in or-


https://www.finma.ch/en/news/2020/04/20200416-mm-libra/

der to safeguard the credibility of the Swiss financial
centre. Accordingly, expanding access to DLT-based
trading systems for retail customers and the closely
related topics of anti-money laundering, investor
protection and market conduct were addressed in
detail.

Enquiries about blockchain-based business
models

Numerous interested parties contacted FINMA in
2020 with enquiries concerning the authorisation
requirement of blockchain-based business models.
These concerned initial coin offerings (ICOs), stable
coins and the operational phase of some complex
business models. Following the publication of guide-
lines on stable coins in 2019, FINMA continued to
address the further development of its own practice
regarding authorisation requirements in the year un-
der review.

A prevailing topic among the authorisation enquiries
in 2020 were decentralised business models. Fre-
quently, these are business models that enable end
customers to contact each other directly and to en-
gage in activities that may be governed by financial
market law. The particular challenge is that techno-
logical developments are increasingly giving rise to
operating models that divide activities into several
different components, which makes classification of
the service requiring a licence difficult. Instead of a
financial service from a single provider, largely tradi-
tional financial market offerings are replicated via
software applications and open-access DLT systems
on a decentralised basis. Examples include custody,
exchange and trading of digital assets in the form of
tokens. For such innovative applications FINMA re-
mains focused on the economic functions of the
projects (substance over form) and gives due consid-
eration to the proven principle of same business,
same risks, same rules as prescribed by law.
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Wide public interest in FINMA's work

Over 7,000 clients, investors, lawyers and other interested parties contact FINMA
by phone or by email every year. The questions they ask are generally about their
bank or insurance policies, unauthorised financial market players, and licensing
issues. These contacts provide FINMA with valuable information for its supervisory
activities and the action it takes against unauthorised providers.
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Focus of prudential supervision

By means of its forward-looking prudential supervision activity, FINMA monitors
how financial institutions are dealing with current and future risks and whether
clients are adequately protected. During the course of the year under review,
FINMA'’s supervisory activity focused on the effects of the coronavirus pandemic
and the persistent low interest rate environment.

During the year under review, the economic environ-
ment was characterised by the pandemicinduced
recession and continuously low interest rates, which
have intensified the challenges and risks faced by the
financial system. In addition, ongoing operational
risks, such as cyber attacks, threatened financial sec-
tor stability. These, as well as certain other major
risks, lay at the centre of FINMA's prudential super-
vision across all of its supervisory areas.

Low interest rate environment

FINMA's position on interest rate risks affecting
supervised institutions has hardly changed since
2019. The same applies to the basic operating con-
ditions on the money and capital market where
lower interest rate expectations accelerated further
during the coronavirus crisis. Market interest rates
within Switzerland were negative over the full ma-
turity range and mortgage rates remained at record
lows. March 2020 was the sole month in which
market interest rate levels on the money and capi-
tal markets rose temporarily as a consequence of
the turmoil in the financial markets. The monetary
policy and fiscal measures introduced subsequent-
ly have clearly demonstrated that interest rate levels
are unlikely to change significantly in the foresee-
able future. The resulting downward trend in inter-
est margins reduced the profitability of the super-
vised institutions operating in the lending business.
The low interest rate environment has also increased
the risk of asset price bubbles and thus of a sudden
correction, and potentially casts doubt on the fu-
ture sustainability of certain traditional business
models employed by supervised banks and insur-
ance companies.

It remains possible that the low interest rate environ-
ment may prompt banks to increasingly pass negative
interest rates on to their customers. It is difficult to
predict how customers will respond to such a move,
which would also entail hidden risk potential in terms
of the refinancing options available to the banks.

Hence, FINMA is also continuing to pay close atten-
tion to interest rate risks. If interest rates continue to
decline or remain generally highly volatile, this will
entail the risk, in particular, that the measures intro-
duced by the financial institutions to stabilise profit-
ability or limit interest rate risks will prove to be
inadequate. While it is possible that mitigating mea-
sures such as increased business volumes or conso-
lidations may create opportunities, they may also give
rise to risks.

Trends in the real estate market

The risks that had built up in the real estate market
as a result of the developments in recent years were
amplified due to the impacts of the coronavirus crisis.
Occupier and investor markets continued to diverge,
particularly in the area of residential investment prop-
erty financing. Due to the persistent low interest rate
environment, investors increasingly sought out high-
er-yielding investments. Hence, they invested in res-
idential investment properties, despite rising vacancy
rates and falling rents. At the end of 2020, it was
apparent that the effect of the low interest rate en-
vironment on the real estate market had, until then,
been greater than that of the economic downturn.
Consequently, the cooling of the real estate market
that had been expected at the start of the coronavi-
rus crisis has not yet materialised. Vacancy rates rose
moderately until mid-2020, at which point 78,800
residential units in Switzerland were vacant. These
high vacancy rates exerted downward pressure on
residential investment property prices. This led to an
increased risk that property values would fall sharp-
ly in the event of a rise in interest rates and that
loan-to-value guidelines for debt financing would be
breached. This would, in turn, have an adverse im-
pact on the capital adequacy of lenders. In the office
and retail premises segment, weakening demand
increased downward pressure on prices. In view of
the above, the deactivation of the countercyclical
capital buffer by the Federal Council in March 2020
should not be perceived as an all-clear signal, but



rather as a short-term countercyclical capital measure
to cushion uncertainty about further economic de-
velopments.

Due to the heightened risk in relation to investment
properties, FINMA has been advocating stricter lend-
ing criteria in this segment for several years. In 2019,
it recognised the correspondingly adjusted Swiss
Bankers Association guidelines as a new minimum
standard under supervisory law. These stricter crite-
ria entered into force on 1 January 2020 and, with
respect to investment property financing, they re-
quire borrowers to contribute a higher share from
their own funds and stipulate a shorter repayment
period. During the year under review, FINMA closely
monitored compliance with these stricter standards
and their effects on mortgage lending. In doing so,
it focused particularly on the buy-to-let financing
sub-segment,® which was not explicitly brought with-
in the scope of the stricter self-regulation require-
ments. FINMA also utilised its regular supervisory
instruments, such as on-site supervisory reviews and
stress tests, to identify elevated risks affecting indi-
vidual supervised institutions in connection with the
real estate and mortgage market and take appropri-
ate measures to reduce these risks.

In the longer term, implementation of the final Ba-
sel lll standards will mean that investment properties
must, as a general rule, be backed by a higher ratio
of capital than required for owner-occupied residen-
tial properties. As the adjusted standards are not
expected to enter into force before 2024, ongoing
supervision of the mortgage business will remain a
central focus.

Governance and supervision

In the year under review, FINMA commenced oper-
ational implementation of the new supervisory ap-
proach aimed at strengthening corporate govern-
ance within large banks and insurance companies.
Based on key areas of concern, it periodically assess-

es the effectiveness of corporate governance and
displays the values on a heat map. This reveals po-
tentially relevant issues, indicates outliers and pro-
vides an overview of potential action areas.

After the first cycle, FINMA identified five banks and
three insurance companies with significant weak-
nesses. It immediately initiated corrective measures
in these cases. No urgent action requirements were
identified for the remaining supervised companies,
even if potential for improvement was apparent in
the case of numerous institutions.

FINMA identified further action areas across the in-
stitutions that are being addressed systematically
with the banks and insurance companies concerned.
With respect to banks, it is placing its initial focus on
ensuring that cantonal banks’ boards have a bal-
anced composition in terms of expert knowledge and
that the members are as independent as possible.
Furthermore, the workload of governing officers
with multiple mandates and the approach to han-
dling conflicts of interest requires closer scrutiny with
respect to both banks and insurance companies.
Lastly, FINMA intends to examine the balance of
power at the operational level and the position of
the second line of defence within the companies in
greater detail.

Implementation of FinlA

The Financial Institutions Act (FinlA) entered into
force on 1 January 2020. FinlA stipulates a new li-
censing requirement for portfolio managers, trus-
tees, and managers of collective assets as well as for
branches and representative offices of corresponding
foreign financial institutions. The licence is issued by
FINMA. Pursuant to Article 74 para. 2 FinlA, the in-
stitutions subject to the new licensing requirement
were required to register with FINMA by 30 June
2020. The Precious Metals Control Act (PMCA)
specified the same registration deadline for trade
assayers.

*Residential units let by pri-
vate owners (e.g. privately
owned flats and single
family houses).
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“Particularly occupational
pension scheme managers.

°The registration require-
ment for trade assayers
under Article 42% PMCA is
stipulated in the Final Pro-
vision to the Amendment
of the PMCA of 15 June
2018.

Intended applications as per reports made under

Reports made under Reports made under

Article 74 FinlA (as at 31.12.2020) para. 2 para. 3
Portfolio managers 2,041 83
Trustees 353 34
Managers of collective assets* 48 n/a
Trade assayers® 11 n/a
Branches of foreign portfolio managers 4 n/a
Branches of foreign trustees 5 1
Branches of foreign managers of collective assets 1 n/a
Discontinuation of the business activity 37 n/a

Pursuant to Article 74 para. 3 FinlA, portfolio manag-
ers and trustees who commenced their activity during
2020 were required to register with FINMA without
delay and, upon commencing their activity, to ensure
compliance with the licensing requirements, except
for affiliation to a supervisory organisation (SO).

According to reports under Article 74 para. 2 FinlA,
there were a total of 2,403 intended applications as
portfolio managers and trustees: 284 portfolio man-
agers and trustees indicated their intention to apply
for a licence as early as 2020; 685 portfolio manag-
ers and trustees indicated they would apply for a li-
cence for 2021, while 1,434 stated that they intend-
ed to apply for a licence in 2022; 135 institutions
notified FINMA that they would not be submitting a
licence application, as they are either discontinuing
their business or planning to merge with other enti-
ties. According to reports under Article 73 para. 3
FinlA, 118 portfolio managers and trustees com-
menced their activity during 2020 and must be affil-
iated to an SO by 6 July 2021 at the latest and submit
a licence application.

For the purposes of licensing such entities operating
within the Asset Management division, FINMA has
created the new Portfolio Managers and Trustees
organisational unit. Its staff numbers will be aligned

to reflect the actual time and effort involved. In this
respect, temporary staff will also be hired. A fully
electronic, risk-based and standardised procedure
should make it possible for licences to be granted
efficiently and cost-effectively. In 2020, FINMA al-
ready granted licences to 20 portfolio managers, but
has not yet licensed any trustees. The 20 portfolio
managers granted licences were group companies
belonging to a financial group supervised by FINMA.

When granting licences to portfolio managers and
trustees, FINMA's primary concern is the protection
of investors and clients. During the licensing proce-
dure, it therefore pays close attention to business
conduct. This includes the suitability of the products
and services for clients, the risk management mea-
sures for cross-border business activities, and com-
pliance with the obligations under the Anti-Money
Laundering Act (AMLA) as well as market conduct.
The risks arising in these areas must be limited and
monitored by means of appropriate processes and
controls. Where necessary, applicants will need to
adapt high-risk business models or organisational
structures or, for example in risk management or
compliance, engage third-party support services.

FinlA also includes a new requirement for “managers
of collective assets” to be authorised. These include



collective investment scheme managers previously
authorised under the Collective Investment Schemes
Act (CISA) and, from now on, managers of pension
scheme assets (see “Pension fund administrators”,
page 58).

The FinlA also stipulates that the financial institutions
operating in the asset management industry which
are already subject to supervision by FINMA must
comply with the requirements of the FinlA. To achieve
this, it was necessary for them to implement organ-
isational adjustments.

Upon entry into force of the FinlA, securities dealers
(as they were previously named) will from now on be
designated as securities firms and must comply with
the requirements for securities firms specified there-
in. The FinlA distinguishes between account-holding
and non-account-holding securities firms, which are
subject to different capital and liquidity requirements.
According to the FinlA, a “securities firm” means an
entity trading for the account of clients, for its own
account, or as a market maker. By contrast, operating
as an issuing house or derivatives house will from now
on be permissible only in conjunction with an activi-
ty as a securities firm or bank. Furthermore, a banking
licence will, from now on, also include authorisation
to operate as a securities firm.

New cyber supervisory approach

and guidance

Dependency on information and communications
technologies continued to rise in 2020. This was driv-
en by the digitalisation strategies pursued by the
supervised institutions and was intensified even fur-
ther by the pandemic-driven extensive shifts towards
home-office working. This dependency has rendered
financial institutions increasingly vulnerable to cyber
attacks. FINMA therefore assessed this risk to be even
higher than in the previous year. It considers it to be
one of the seven top risks faced by the Swiss financial
centre.®

Consequently, FINMA further augmented its resources
in this area in 2020. They will be deployed on the basis
of a supervisory approach whereby institutions will be
monitored across three areas: analysis of the threat,
ongoing supervision and incident management or, as
the case may be, crisis management. This approach
was introduced at the start of the year under review
and allows for consistent FINMA-wide monitoring of
the cyber risks faced by all of the supervised institutions.

In terms of operational implementation of the super-
visory approach, the focus was directed at establish-
ing the threat, conducting expert assessments of the
licence applications — particularly in the area of Fin-
Tech — and performing on-site supervisory reviews
of financial institutions.

For FINMA, it is a matter of vital importance to be
informed as early as possible when supervised insti-
tutions experience critical cyber incidents. This ena-
bles it to assist the supervised institutions during
crisis situations and, where necessary, to take steps
to ensure that other institutions are warned of iden-
tical or similar attacks. Accordingly, supervised insti-
tutions are required to report any major cyber attacks
on their critical functions to FINMA. The require-
ments in connection with this reporting obligation
under Article 29 para. 2 of the Financial Market Su-
pervision Act (FINMASA) were specified in close con-
sultation with the supervised institutions and notified
in FINMA Guidance 05/2020.

Moreover, FINMA is actively participating in the es-
tablishment of a Financial Services Information Shar-
ing and Analysis Center (FS-ISAC) under the direction
of the federal Cyber Security Delegate for the Swiss
financial centre. One of the FS-ISAC's central roles
will be to ensure coordination between the author-
ities and the financial sector and the implementation
of targeted measures, such as strategic exercises. It
is expected that this will further strengthen the cyber
resilience of the Swiss financial centre.

SFINMA Risk Monitor 2020.
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Financial Conduct Authori-
ty statement of 18 Novem-

LIBOR

Discontinuation of the LIBOR reference interest rate
is drawing closer and is due to take place at the end
of 2021. A survey conducted by FINMA in June 2020
showed that, at that point, there were still more than
CHF 14 trillion invested in LIBOR-based contracts ex-
tending beyond 2021. FINMA therefore considers the
replacement of LIBOR to be one of seven top risks.

To ensure an orderly transition, it will be necessary
that LIBOR-based contracts are either migrated into
contracts with alternative reference rates or supple-
mented with robust fallback clauses in order to avoid
any future legal disputes. Following the publication
of the interbank offered rate (IBOR) fallback docu-
ments by the International Swaps and Derivatives
Association (ISDA) in October 2020, there are no
longer any major obstacles impeding the migration
of the over-the-counter derivatives, which represent
the largest volume requiring replacement.

As FINMA considers the new ISDA IBOR fallback
documents to be essential for the purposes of
successfully managing the transition from LIBOR, it
published FINMA Guidance 08/2020 on LIBOR re-
placement for derivatives in October 2020. In this
document, FINMA advised the affected supervised
institutions to sign the new ISDA Fallbacks Protocol
in good time and, wherever possible, before the date
of its entry into force.

During the year under review, FINMA observed the
risks associated with the discontinuation of LIBOR by
calling upon banks and securities firms that had been
selected on the basis of their respective risk exposure
to conduct quarterly self-assessments. Institutions
subject to the FinlA (previously the Collective Invest-
ment Schemes Act) and managing products carrying
significant exposure were also required to conduct a
one-time self-assessment. In addition, the largest
banks and securities firms were sent guidance notes
in which FINMA set out its expectations for 2020.

These included, in particular, a substantial reduction
in LIBOR-based cash products denominated in CHF
(such as loans and mortgages) and lacking robust
fallback clauses, as well as their proactive migration
to products based on alternative reference rates.

The self-assessments revealed that, in certain cases,
the volumes of LIBOR-based contracts had continued
to rise rather than fall during the course of 2020. This
means that there is still a need for substantial further
action in terms of migrating or adjusting the con-
tracts. Furthermore, the supervised institutions need
to identify contracts for which they are unlikely to
achieve a satisfactory migration by the end of 2021
("tough legacy”), in order to implement protective
measures in good time.

In December, FINMA published a LIBOR transition
roadmap. This recommended that the affected su-
pervised institutions should use the remaining time
until the end of 2021 to prepare for a discontinuation
of LIBOR. This is considered crucial as LIBOR in CHF
is expected to be discontinued and it will not be
possible for it to be kept alive in the future by artifi-
cial means.” The supervised institutions and individ-
uals should not rely on LIBOR in CHF without robust
fallback clauses in place.

FINMA therefore advised the supervised institutions:
— to ensure that, when entering into new business
transactions, no new “tough legacy” transactions
that do not contain robust fallback clauses are
added to their existing inventory of LIBOR con-
tracts after the end of January 2021 at the latest,

— to define a detailed project plan to reduce the
number of “tough legacy” contracts to a mini-
mum by the end of 2021,

— to ensure that, as of the end of 2021, all new
business transactions with a variable interest rate
are based only on alternative reference rates. The
relevant FINMA Guidance also addressed LIBOR in
euros, British pounds, Japanese yen and US dollars.
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During the year under review, FINMA coordinated its
activities regularly with the Swiss National Bank (SNB)
and the Financial Conduct Authority in the UK, which
is responsible for supervising LIBOR. FINMA is a
member of the National Working Group on Swiss
Franc Reference Rates (NWG) as well as the Bench-
mark Taskforce of the International Organization of
Securities Commissions (I0SCO) and assisted with
the work on the Benchmark Rate Reforms by the
Basel Committee on Banking Supervision (BCBS) and
the Financial Stability Board (FSB).

Climate risks

The financial risks associated with climate change
may be significant for Swiss financial institutions.
These financial risks affecting banks, asset managers
or insurers generally have their origins in the physical
risks of climate change or climate-related transition
risks stemming, by way of example, from interven-
tional climate-policy measures. Assets in affected
industry sectors that are listed on the balance sheets
of financial institutions may therefore become illiquid
or be exposed to increased valuation risks.

FINMA is monitoring the situation to ensure that fi-
nancial institutions are taking the necessary action to
adequately identify and address these risks. Under the
applicable law, financial institutions are subject to a
general obligation to identify, assess and adequately
address significant climate-related financial risks and,
where necessary, further develop their instruments
and processes accordingly. During the year under re-
view, FINMA expanded its supervisory activity in rela-
tion to the major climate-related financial risks affect-
ing Swiss financial institutions with the aid, inter alia,
of a heat map (see page 39). In collaboration with the
SNB, FINMA also implemented a pilot project to mea-
sure the transition risks of UBS and Credit Suisse.

FINMA issued specifications setting out the disclo-
sure obligations for banks and insurers in order to

promote transparency with respect to climate-relat-
ed financial risks on the balance sheets of the super-
vised institutions. For the first time, FINMA’s Board
of Directors held a regulatory roundtable with stake-
holders and opened a consultation in this regard in
November (see page 70). If major financial market
operators disclose their own climate-related financial
risks in @ more comprehensive and standardised man-
ner, it is expected that this would lead to improved
transparency and market discipline, while also boost-
ing awareness of such risks among supervised insti-
tutions. In this respect, FINMA deemed the recom-
mendations of the Task Force on Climate-related
Financial Disclosures (TCFD) as appropriate reference
frameworks.

With the growing demand for sustainable invest-
ments, FINMA considers there is a potentially higher
risk of “greenwashing” in connection with the pro-
vision of financial services or sales of financial prod-
ucts. From FINMA's point of view, this risk lies in the
potential for clients to be deceived regarding the
(alleged) sustainability of products or financial ser-
vices. FINMA is already exercising vigilance in relation
to this risk — e.g. when licensing Swiss funds.

FINMA is involved in work being carried out by the
federal authorities responsible for sustainability in the
financial economy and is providing its technical ex-
pertise to support the analyses being conducted by
the working group on sustainable finance, headed
by the State Secretariat for International Finance (SIF).

For the Swiss financial market, FINMA has prepared
an initial qualitative assessment of the climate-relat-
ed financial risks and placed these in relation to each
other based on their probability of occurrence and
the financial impacts they would have in the event
of an occurrence. The results were used to generate
the following heat maps for the banking and insur-
ance sectors, which FINMA will refine further in the
future. FINMA uses these heat maps as a basis for
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addressing the issue of climate-related financial risks
with the representatives of the supervised institu-
tions.

Climate-related financial risks affecting Swiss
banks

The climate-related financial risks affecting Swiss
banks can be divided into physical risks and transition
risks.

From the perspective of the banks, physical climate
risks (PB) are to be expected in the area of credit risks
(PB1, PB2 and PB3), market risks (PB4) and operation-
al risks (PB5). In the case of corporate loans, the ge-
ographic distribution of the clients’ production plants
and supply chains is a key factor; in this respect, the
probability of occurrence for risk exposures abroad
(PB2) may generally tend to be higher due to greater
physical risks (e.g. coastal sites) and the comparative-
ly solid adaptation measures in Switzerland. In the
case of mortgage risks (PB3) the probability of serious
adverse effects on banks is kept at a low level by
means of excellent insurance cover for natural disas-
ters or property damage. Market risks (PB4) are
therefore possible in particular, as individual firms
may experience value losses due to extreme weather
events and regional concentrations. However, as a
large portion of the assets will be managed on behalf
of clients, this entails only an indirect business risk
for the banks. Lastly, the operational risk (PB5) af-
fecting banks is driven primarily by banks’ own units
abroad (e.g. service centres) and dependencies on
outsourcing partners in areas that are potentially at
risk. As with corporate loans, the comparatively high-
er physical risks abroad apply also in this case.

Climate-related transition risks to banks are primar-
ily to be expected in the area of credit risks (TB1 to
TB5). Banks are exposed to a range of counterparties,
which may potentially be among the losers of the

transition towards a low-carbon economy. This in-
cludes, for example, corporate clients in the energy
sector (fossil fuels, TB1), whose earnings capacity may
be impaired by political decisions or market develop-
ments, commercial deep-sea shipping (TB4) as well
as companies engaged in commodity trading (TB3).
Even in the context of financing corporate clients in
the industry and transport sectors (TB2), the range
of potentially affected subsectors and companies
leads to an increased risk, which may be significant
for larger volumes. In this respect, however, a fairly
slow transition process and a correspondingly lower
risk is currently assumed. In the mortgage market
(TB5), the business volume means that the impacts
would suddenly become great if the risks were to
crystallise. However, disruptive political measures
that would have a significant impact on real estate
seem fairly unlikely. Losses due to market risks (TB6)
would appear to be entirely possible in the event of
radical changes in CO_-intensive sectors; in this re-
spect the exposure to risk lies, once again, mainly
with the clients. The business risk to banks in the
asset management sector (TB7) is potentially higher
overall for individual institutions. The market posi-
tioning of the financial institutions in relation to the
issue of sustainability, including corresponding ad-
justments to their product ranges, may be of vital
importance.
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Climate-related financial risks affecting Swiss
insurers
The climate-related financial risks affecting Swiss
insurers can be divided into physical risks and transi-
tion risks.

As a consequence of changing climatic conditions,
more extreme weather events can be expected. This
results in the two most important physical climate
risks for insurance companies (PV) which also insure,
in particular, the risks of international natural disas-
ters: higher loss experience due to an increasing fre-
quency and severity of particularly large loss events
(PV1), and unexpectedly high loss experience in com-
parison to the premiums paid, as a consequence of
inadequate or outdated modelling of the risks (PV2).
The lack of insurance cover for a large portion of the
losses caused by natural disasters outside of indus-
trialised nations leads to indirect risks, particularly in
the context of business interruptions and break-
downs in supply chains (PV4). A potential failure of
a (Swiss) specialised monoline insurer that is not a
beneficiary of the Swiss natural disasters pool mech-
anism is also conceivable, although rather unlikely.
In the event of very high losses caused by natural
disasters in Switzerland over several years (PV3), the
private-sector natural disasters pool could fail. This
is because insurance companies are no longer able
to demonstrate readiness to cover these losses joint-
ly and severally. This risk is however assessed as low.
Other secondary risks, such as higher sickness and
mortality rates (PV5), are low in the case of insurance
companies, or may even have a positive financial ef-
fect. In general terms, it can be stated that the soci-
etal risks (e.g. increased premiums and insurance
excesses or limitations on the insurance cover) are
significantly higher than the direct physical risks for
insurers. Each insurance company should be in a po-
sition to mitigate the existing risks by means of pre-

mium adjustments, forward-looking risk manage-
ment and adjustments to their business models.

The most significant transition risk for insurers stems
from their involvement on the capital markets (TV1).
This includes potentially substantial credit risks (de-
faults on bonds) and market risks (e.g. depreciation
in the value of shares or government bonds), in the
event of a drastic repricing of CO,-intensive assets.
As a result of the growing attention being paid to
ESG criteria in investment schemes, particularly
among large insurers, this risk can be mitigated to
some extent. However, a high level of exposure
among the potential “losers” from the transition may
significantly increase the risk in individual cases. The
liability-side transition risk (TV2) appears to be rela-
tively moderate, except in the case of highly special-
ised insurers. The transition risk for real estate and
mortgages (TV3) is estimated to be somewhat lower.
This is firstly because the risk is highly unlikely to
crystallise suddenly (slow implementation of new
sustainability standards) and, secondly, because in-
surers generally have the financial capacity to reno-
vate their real estate in good time so as to comply
with the relevant standards and thus counteract cli-
mate-related value losses.
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Focus of conduct supervision

Effective conduct supervision builds trust in Switzerland as a financial centre. Although
progress has been achieved, FINMA once again set its focus on combating money laun-
dering and terrorist financing during 2020, particularly in connection with block-
chain-based transactions. An additional focal point was the code of conduct set out in
the new Financial Services Act, which financial institutions must observe in relation to

their clients.

Although many institutions further improved their
money laundering prevention measures, and suc
ceeded in spotting a greater number of suspicious
assets, which they then reported to the Money Laun-
dering Reporting Office Switzerland (MRQOS), the
risks faced by financial institutions operating in the
cross-border asset management business remained
high. Client relationships with wealthy politically ex-
posed persons as well as state or quasi-state organ-
isations and sovereign wealth funds involve a risk of
corruption and embezzlement. Complex structures
may entail an increased risk of money laundering,
particularly when domiciliary companies are used.

Preventive money laundering supervision

In previous years, some wealth management banks
were heavily embroiled in notorious money launder-
ing scandals involving funds originating from
emerging markets. Numerous enforcement cases
(notably in connection with TMDB, Petrobras, Ode-
brecht, Petréleos de Venezuela S.A. and FIFA) were
concluded during this period and many institutions
improved their anti-money laundering mechanisms
in the course of this review. However, the risk situ-
ation remained unchanged. Even in 2020, FINMA
encountered supervised institutions that were failing
to exercise the appropriate due diligence when
dealing with high-net-worth clients from emerging
markets.

FINMA ordered several internationally operating
banks to ensure that incomplete explanations from
clients regarding the origin of funds or assets were
followed up on and clarified. This applies in particu-
lar to high value assets from emerging markets that
purportedly originate from inheritances, extremely
fortunate investments or high-value cash gifts.
Where such representations were made, the institu-
tions were required to determine the precise origin

of the assets and check, inter alia, whether the client
could be acting as a front for another person.

FINMA also determined during 2020 that banks, in
particular, were taking the reporting obligation seri-
ously and reporting suspicious relationships to the
MROS. In isolated cases, however, certain institutions
had taken the view that a decision by the criminal
prosecution authorities to discontinue legal proceed-
ings meant that the assets could then be regarded
as being of legal origin. FINMA reminded these in-
stitutions that the actions of the criminal prosecution
authorities have no bearing on the origin of assets
and that the relationships must continue to be mon-
itored closely for any suspicious circumstances.

If the contracting partner of a financial intermediary
is itself subject to an adequate level of prudential
supervision and regulation in relation to combating
money laundering and terrorist financing, the finan-
cial intermediary need not identify the beneficial
owner. Regulations operate on the assumption that,
in such cases, the prudentially supervised institution
itself will comply with the obligations under anti-
money laundering law. From time to time, FINMA
determined that certain financial intermediaries were
making excessive use of this option. In this respect,
certain individual banks had entered into relation-
ships with institutions registered in offshore jurisdic-
tions, whose status as a bank was questionable. On
several occasions, the clients of such institutions were
found to be involved in suspected cases of fraud,
insider trading and tax evasion. The Swiss banks were
subsequently unable to provide the criminal prose-
cution authorities with the identities of the beneficial
owners. FINMA reminded the institutions that they
need to clarify, in each individual case, whether a
specific foreign financial intermediary requires pru-
dential monitoring measures or holds the necessary



licence, particularly when such intermediaries are
based in smaller countries. It does not suffice to sim-
ply rely on the general money laundering supervision
arrangements that are in effect within a foreign ju-
risdiction. Similarly, regulations provide only for an
exemption from the requirement to systematically
identify the beneficial owner. So that high-risk trans-
actions can be investigated, for example, it may still
be necessary to obtain information about the bene-
ficial owners.

FINMA investigates tip-offs concerning violations of
the Anti-Money Laundering Act (AMLA), irrespective
of whether they are received from the institution
itself, other authorities or whistleblowers. It therefore
remains in regular contact with exposed institutions,
even during periods when audits and on-site super-
visory reviews are not being conducted. In previous
years, there was a rise in the number of tip-offs from
the media, particularly from reports generated by
investigative journalists. The “FINCEN Files” are a
prominent example from 2020. This concerned over
2,000 reports of suspicions made to the USA’s an-
ti-money laundering authority, the Financial Crimes
Enforcement Network (FINnCEN), which became pub-
lic due to a data breach. In this regard, many financial
intermediaries conducted extensive investigations, in
some cases on their own initiative and in other cases
at the request of FINMA. In doing so, the familiar
pattern emerged, whereby a series of institutions
were providing services to a high-risk customer base.
A large number of the institutions handled the asso-
ciated risks in @ manner consistent with the regula-
tory requirements, made the necessary enquiries and
reported suspicious clients to MROS long before
publication of the FinCEN Files. Other such institu-
tions will need to further improve their compliance
framework.

Combating money laundering on

the blockchain

Effective monitoring of compliance with the regula-
tions poses a new challenge in terms of combating
money laundering and terrorist financing in cases
where transactions are executed on the blockchain.
The usual monitoring principles that apply to com-
bating money laundering continue to apply in these

cases too. Hence, the standard Know Your Custom-
er regulations must be complied with and the man-
datory enquiries into the transaction must be carried
out. In 2020, the Financial Action Task Force on Mon-
ey Laundering (FATF) assessed the Swiss anti-money
laundering regulations for virtual asset service pro-
viders and found them to be mostly compliant.

With respect to the rules governing payment trans-
actions, FINMA is continuing to apply the approach
set out in its FINMA Guidance 02/2019 “Payments
on the blockchain”. According to this, the applicable
Swiss provisions governing the exchange of informa-
tion during payment transactions (also referred to as
the “Travel Rule”) must be applied equally to block-
chain transactions. Unless and until a technical solu-
tion is found that guarantees compliance with the
“Travel Rule”, financial intermediaries subject to
FINMA supervision may only send or accept crypto-
currencies to or from the external wallets of their
own customers. In order to execute compliant trans-
fers, financial intermediaries must verify, by appro-
priate technical means, their client’s power of dispos-
al over the external wallet.

FINMA audited a number of financial service provid-
ers to ascertain how they are implementing these
requirements. A frequently encountered solution
involves the financial intermediary agreeing with its
client, in advance, on the amount (e.g. a micro-pay-
ment) and time of execution of a transfer. A second
solution involves asking the client to send a clear
message to the blockchain within a specified time
period. This procedure must be performed at the
time of the first transfer. The address can then be
added to a “"White List” so that a corresponding
check need no longer be carried out for subsequent
transfers with the same address. This procedure is
then repeated at regular intervals specified by the
institution and, for example, following high-risk
transactions so that there are no doubts concerning
the power of disposal over the external wallets. In
the case of transactions where the counterparty is a
service provider using collective wallets, it is not tech-
nologically possible to implement this procedure. In
such cases, FINMA will accept a verification of the
power of disposal by means of a screenshot: The
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recipient financial intermediary must demand a
screenshot of the transaction announced by the cli-
ent. The provided document serves as proof that the
client has power of disposal over the debited account
held with the virtual asset service provider (VASP).

Findings from suitability supervision

During 2020, FINMA also examined, by means of on-
site reviews, off-site reviews, supervisory discussions
and annual data collection, whether the institutions
were prepared for the new rules of conduct set out
in the Financial Services Act (FinSA) that must be ob-
served in relation to investment clients. In doing so,
it determined that the provisions were still not being
implemented uniformly across all of the institutions.

For example, less stringent rules of conduct apply to
transaction-related advice than to portfolio-related
investment advice. FINMA took steps to ensure that
the affected institutions were providing clear infor-
mation to their clients about the services being pro-
vided. The institutions may dispense with the more
stringent rules of conduct applicable to portfo-
lio-based advice only if they inform the individual
clients that the advice they are being given relates
solely to the recommended financial instrument itself
and does not take account of their respective indi-
vidual situation (e.g. portfolio or financial standing).

On-site supervisory reviews demonstrated that some
institutions were demanding high fees for providing
information about withheld retrocessions. This can
have the effect of deterring clients from requesting
the relevant information and undermines the statu-
tory right to receive information. FINMA therefore
made it clear to these institutions that it regards a
moderate flat-rate fee to be the maximum permissi-
ble fee for providing information about retrocessions.

In the area of risk diversification, which financial ser-
vice providers are required to recommend, FINMA
identified significant differences in some cases. It
called upon financial service providers whose thresh-
olds differ significantly from the customary values
within the industry to inform their clients of their
resulting cluster risks.

FINMA assessed a series of CFD providers to deter-
mine how they are implementing the rules of con-
duct. CFDs are contracts for differences that carry
particular risks for investors, since the risk of loss can
exceed the value of the amount invested. FINMA
called upon the relevant CFD providers to provide
better information on the risks generally arising from
these products.

Licensing of reviewing bodies for prospectus-
es and registration bodies for client advisers
FINMA issued licences for two reviewing bodies for
prospectuses, with effect from 1 June 2020. The re-
viewing bodies are tasked with checking, prior to
publication, the prospectuses to be published in con-
nection with a public offer of securities, or the ad-
mission of securities to trading on a stock exchange,
with regard to their completeness, coherence and
clarity, and approving them.

During the year under review, FINMA also licensed
three registration bodies. The registration bodies are
responsible for maintaining the register of advisers
provided for under the Financial Services Act (FinSA).
Client advisers of financial service providers must reg-
ister with them if they are not subject to supervision
and provide their services in Switzerland. In this re-
spect, the registration bodies verify, in particular, that
the applicants have the required knowledge of the
code of conduct as well as the necessary expertise.



During the course of the procedure for licensing the
reviewing bodies and registration bodies, FINMA
considered it important, inter alia, to ensure coordi-
nation between the reviewing bodies as well as be-
tween the registration bodies.

Market integrity

Effective market supervision increases the market
participants’ trust in the proper functioning of mar-
kets and ensures fair and transparent pricing. Effec-
tively combating market abuse simply requires that
securities firms ensure transactions are reported to
the reporting offices fully and without qualitative
defects together with an in-depth analysis of these
data by the trading surveillance units responsible for
the trading venues, as well as targeted enforcement
by FINMA.

The outbreak of the coronavirus pandemic has pre-
sented organisational challenges to the finance in-
dustry, including in the area of securities trading. On
the one hand, employees working on the trading
floors had to be protected against the health risks
and, on the other hand, operational trading had to
be maintained without interruptions. Despite signif-
icant market turbulence with record-high levels of
volatility the securities firms were able to continue
the trading activities without interruptions or appre-
ciable losses. To mitigate the risks of staff being un-
able to work, many institutions distributed their
trading organisation across different sites. In addi-
tion, a significant number of trading staff were or-
dered to work from home. In view of this new oper-
ational situation, FINMA temporarily relaxed the
specific rules governing trading floors and engaged
in constructive discussions with the supervised insti-

tutions during the process of implementing the or-
ganisational adjustments. Home-based trading car-
ries new conduct-related risks; in particular, it is
easier for traders to misuse private and unauthorised
means of communication and, by way of example,
exploit trade secrets. The institutions addressed these
risks by means, in particular, of technical monitoring
and targeted control measures.

Swiss trading venues are obliged to systematically
assess the completion notifications sent to their re-
porting offices by securities firms. Alongside trans-
action notifications, their monitoring systems must
also evaluate, inter alia, order book data and provide
a complete picture of the market activities. The trad-
ing surveillance units responsible for the various trad-
ing venues are furthermore required to share data
and information in such manner that any market
abuse spanning multiple trading venues can be iden-
tified. If any irregularities are detected, the trading
surveillance units must report these to FINMA and
the Office of the Attorney General.

Each year, FINMA and the Office of the Attorney
General receive several dozen tip-offs from Swiss
trading venues concerning potential market abuse.
In most cases, FINMA will, at first, address the initial
grounds of suspicion autonomously and inde-
pendently. The data contained in the reports received
from the trading venues are used as the primary
source of information. Whereas trading surveillance
units are required to conduct their analyses using
anonymised personal keys, FINMA re-identifies the
relevant data for the purposes of its enquiries with
the securities firms involved. FINMA is therefore
aware of the true identities of the individual persons
behind the transactions. In the case of certain types
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of events, such as corporate takeovers, the persons
who had knowledge of the insider event will then be
identified in cooperation with the relevant listed
companies. On a case-by-case basis, FINMA will then
obtain secondary trading data from the respective
securities firm. This trading data often spans several

On-site supervisory reviews

2020
2019
2018

years and relates to specific individual persons. It is
therefore possible to establish a typical, individual-
ised trading pattern for an individual person. FINMA
uses specific technologies to perform these data
analyses and data visualisations. In doing so, internal
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2020

0 100 200 300 400 500

Enforcement proceedings
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and external data sources are integrated, and the
personal networks between the suspiciously acting
persons and the primary insiders are determined and
graphically processed. A decision on the further
course of action to be pursued is taken only once
these initial analytical steps have been completed. In
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this respect, the potential further steps primarily in-
clude closing the case, supervisory or enforcement
measures, and coordination with the Office of the
Attorney General.

M Total number of en-
forcement investiga-
tions

M sub-total for en-
forcement investiga-
tions relating to
combating money
laundering

600 700 800

B Total number of en-
forcement proceed-
ings
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bating money
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Money laundering supervision in numbers
Preventing money laundering plays an important role
in the prevention of crime. A well-functioning an-
ti-money laundering mechanism is also essential to
the success of the financial centre. As part of its su-
pervisory activity, FINMA strives intensively to prevent
money laundering.

A significant part of FINMA's enforcement activities
involves combating money laundering. FINMA is en-
titled to conduct enforcement investigations if it has
reason to believe that supervisory law may have been
breached. If FINMA considers that supervisory law
has been breached, and there is no other way to
restore a normal state of affairs, it will initiate en-
forcement proceedings.

FINMA will file criminal charges for criminal breaches
of supervisory law (especially breaches of the report-
ing obligation under Art. 9 AMLA or activities with-
out required authorisations).

2020 22
2019 31
2018 12
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Supervisory activity by sector

FINMA’s level of supervision is most intensive in areas in which the risks for
the Swiss financial centre are greatest. At the same time it remains committed
to a proportional approach. The four supervisory divisions closely monitor
developments in the relevant sectors. Key supervisory instruments include on-
site supervisory reviews, stress tests, specific surveys and high-level meetings.
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In its capacity as an integrated supervisory authority,
FINMA observes general developments in all areas
of the Swiss financial centre and monitors the risks
associated with the supervised institutions’ activities
in the financial market. This risk-based, comprehen-
sive perspective ensures that similar or identical sit-
uations receive the same supervisory treatment
across all supervised institutions. Sector-specific is-
sues are dealt with by the responsible supervisory
divisions. Close cooperation between the divisions
ensures knowledge management at all times within
the entire authority.

Banking supervision

FINMA's supervisory activities were once again con-
ducted in a risk-oriented and proportional way in the
year under review. Regular audit work was supple-
mented by on-site supervisory reviews. For the first
time, institution-wide stress tests were conducted for
all systemically important banks. The focus was on
the risks caused by the coronavirus pandemic. The
introduction of the new expected credit loss ap-
proach (ECL approach) in banks’ accounting in the
midst of the pandemic proved to be a challenge. The
approach aims to support the early detection of
emerging credit risks. The small banks regime came
into force at the start of 2020 with 64 institutions
approved to take part. The banks participating in the
small banks regime are exempt from certain supervi-
sory requirements in the interests of proportionality.

Complex accounting issues emerge in times of crisis.
Despite the high level of uncertainty affecting chang-
es in the environment, accounting’s objective in par-
ticular is to deliver as accurate a picture as possible
about the current state of a company’s financial
health. Both the International Financial Reporting
Standards (IFRS) and also — since 2020 — US GAAP
use an ECL approach for recognising credit loss al-
lowances. Implementing these requirements repre-
sented a significant challenge in the coronavirus

crisis. A positive effect of the new ECL approaches is
that they allow emerging credit risks to be identified
at an early stage. This helps banks avoid any accu-
mulation of loss allowances at a later time in a crisis.

The IFRS ECL approach is multi-stage. As a general
principle, exposures are initially allocated to Stage 1,
where loss allowances are based on 12-month ex-
pected credit losses. If credit risk has increased sig-
nificantly, the financial instruments are transferred
to Stage 2, where loss allowances are calculated
based on lifetime expected credit losses. This transfer
can therefore materially impact the level of the loss
allowances. For this reason, like many other supervi-
sory authorities, FINMA provided information about
the application of the ECL approach in IFRSs in the
current crisis in its Guidance 02/2020.

Institution-wide stress tests have been conducted for
several years now with the two Swiss global system-
ically important banks (G-SIBs). For the first time,
these stress tests were also established for systemi-
cally important banks (D-SIBs) not considered inter-
nationally active in 2020. The results of the stress
tests were calculated by the banks themselves.
FINMA assessed these stress tests based on compar-
ative analyses and defined add-ons if necessary.

The underlying scenarios are a key element of stress
tests. Their content (narrative) as well as their dura-
tion and severity significantly impact the results. Fol-
lowing the rapid global spread of the coronavirus
pandemic in early 2020, FINMA started focusing on
the issue of potential negative effects on the resil-
ience of the institutions it supervises as a matter of
urgency. In addition to the proven standard scenario
(global recession / euro crisis), it therefore promptly
defined a very severe coronavirus-specific stress sce-
nario and deployed it at institutions selected on the
basis of their risk profile. In cases where the institu-
tion’s financial resources did not prove to be ade-


https://www.finma.ch/en/news/2020/03/20200331-meldung-finma-aufsichtsmitteilung-02-2020/

quate across the entire scenario horizon, this situa-
tion was discussed with the supervised institution
and further measures were initiated where consid-
ered necessary.

Additionally, FINMA conducted stress tests at further
institutions selected on the basis of their risk profile —
initially on topics that it has already been investigat-
ing for several years with these tests:® namely in the
risk area of the low interest rate environment (inter-
est rate risk stress test) and also with regard to a real
estate market correction with a focus on investment
property (stress test for buy-to-let mortgages).® This
allows FINMA to compare the results over time and
provides a valuable basis for developing the regula-
tory framework further and for assessing banks’ in-
ternal risk modelling approaches.

The small banks regime exempts Category 4 and 5
banks that fulfil qualified requirements from certain
supervisory requirements. FINMA approved 64 insti-
tutions to participate in the regime when it came into
force on 1 January 2020. The high degree of interest
in the small banks regime shows that this further
reinforcement of the risk-based supervision of small-
er institutions meets a genuine need. FINMA expects
that the institutions covered by the small banks re-
gime will save costs in the medium term because of
the exemptions and relief relating to quantitative and
qualitative requirements. They will do so, for exam-
ple, thanks to the waiver on calculating risk-weight-
ed assets and the structural liquidity ratio, or due to
reduced requirements in the course of implementing
future regulatory amendments. Strict compliance
with the authorisation criteria continues to guarantee
the soundness of the Swiss financial centre.

The completion of the successful, rapid development
phase of the small banks regime was addressed in
depth at the third Small Bank Symposium in January

2020. FINMA's annual meeting with the representa-
tives of Category 4 and 5 banks was also a valuable
opportunity for a lively exchange of views with the
participants on the potential risks to the Swiss finan-
cial centre from the perspective of the small banks.

In line with its risk-based supervisory approach
FINMA uses on-site supervisory reviews to supple-
ment its regular supervisory activities. The former
encompass longer supervisory reviews and deep
dives (shorter on-site supervisory reviews of topical-
ly less extensive issues).

The themes of the on-site supervisory reviews'® con-
ducted in 2020 were diverse. Consistent with the Risk
Monitor published by FINMA and FINMA's annual
targets for 2020, the focus was on combating mon-
ey laundering, the mortgage lending business and
rules of conduct in the investment business. Reviews
were also conducted in the large banking groups’
investment banking divisions, focusing on liquidity
risk management and interest rate risk, as well as
operational risk management in the areas of out-
sourcing, cloud risk management and cyber risks. In
addition, FINMA conducted an on-site supervisory
review of the internal single-entity financial state-
ments based on recognised international standards
at UBS and Credit Suisse. These internal financial
statements form the basis for calculating eligible and
required capital at the single-entity level. The two
on-site supervisory reviews should also be seen in
connection with FINMA's stronger focus on supervi-
sory aspects of financial reporting. In total, FINMA
conducted 104 regular on-site reviews in the year
under review, including 55 longer supervisory re-
views and 49 deep dives, of which 3 were outside
Switzerland. This represents an increase of approxi-
mately 11% compared with the previous year. In
addition to these regular reviews, FINMA subse-
guently conducted intensive on-site supervisory re-
views at a total of three institutions. Because of the

8See “Mortgage market
measures”, FINMA Annu-
al Report 2018, page 36 f

?See Risk Monitor 2019 for
further details.

°From 2020, on-site super-
visory reviews will include
both deep dives and
longer supervisory re-
views. This will increase
the number of on-site
supervisory reviews in
comparison with previous
reports.
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On-site supervisory reviews: banks

2020
2019
2018

20 40 60 80

Banks
104 B UBS/Credit Suisse
(Supervisory
Category 1)
100 120 M Banks in Supervisory
Categories 2, 3, 4
and 5

94
92

Average number of on-site supervisory reviews per institution in the banking sector
In brackets: number of on-site reviews per category

2020 2019 2018
Category 1 25.50 (51) 22.50 (45) 19.00 (38)
Category 2 4.67 (14) 3.33(10) 3.00(9)
Category 3 1.00 (27) 1.23(32) 1.00 (26)
Category 4 0.18 (10) 0.09 (5) 0.19(11)
Category 5 0.01 (2) 0.01(2) 0.04 (8)
All institutions 0.39 (104) 0.35 (94) 0.34 (92)

coronavirus pandemic, 71 on-site reviews were con-
ducted remotely in full or in part. Some planned on-
site supervisory reviews had to be cancelled entirely
because it would not have been feasible to conduct
them remotely.

Insurance supervision

In particular the positive developments on the finan-
cial markets in 2019 led to an almost market-wide
improvement in solvency figures at insurance com-
panies in the year under review. This positive effect
was offset in the reinsurance sector, because this
sector saw an expansion of business into areas with
a high loss potential. Not a single insurance company
had an SST ratio below 100% as at 1 January 2020.

FINMA is responsible for approving the tariffs for
supplementary health insurance products, which are
governed by the Insurance Contract Act (ICA).

When FINMA reviews the tariff adjustment of a prod-
uct, it takes into account how much service providers
have charged in the past for benefits which are cov-
ered by the insurance product. In order to achieve
fair pricing, it must be ensured that only additional
benefits over and above the benefits provided under
compulsory health insurance are charged in supple-
mentary health insurance. Therefore, the insurance
companies must have in place an effective system of
controls to ensure that the compensation paid to
service providers for such additional benefits is rea-
sonable and plausible. Such controls protect insured
persons from abuse and help guarantee that their
premiums only pay for benefits which are covered by
their products. FINMA conducted on-site superviso-
ry reviews at five supplementary health insurance
companies in 2020 to verify that they had complied
with the supervisory requirements. The selection and
overall market share of these five institutions indicate
that the results of the reviews are representative for
the market as a whole.



The supplementary health insurance companies are
faced with conflicting objectives. On the one hand,
the policyholders trust that the supplementary health
insurance companies will provide them with the ben-
efits promised in the insurance contract and will set-
tle all services billed by the hospitals that are not
covered by compulsory health insurance. On the
other hand, the charges billed by the hospitals to the
supplementary health insurance companies are
based on contracts in which the supplementary ben-
efits (both hotel and medical services) are often in-
adequately defined. In particular it is often not clear
which of these services should already be covered by
compulsory health insurance. This makes it impossi-
ble to conduct an actual economic assessment of the
supplementary benefits, and hence to verify the cor-
responding service charges from a business manage-
ment perspective. In the case of hotel services, there
are significant differences in the compensation paid
without any clarity about which supplementary ben-
efits justify these price differences. For example, the
difference in charges for benefits between semi-pri-
vate and private insured persons are difficult to ex-
plain. There is evidence that the actual hotel costs in
hospitals are often much lower than what they
charge.

In the course of its on-site supervisory reviews,
FINMA identified medical services that were based
on tariffs under the Insurance Contract Act, which
are now obsolete. In some cases these obsolete tar-
iffs also cover services that are part of compulsory
health insurance under the Health Insurance Act
(HIA) introduced in 1996. This could therefore lead
to double billing. FINMA views these tariffs as prob-
lematic.

Many of these findings are attributable to shortcom-
ings in the contracts between the service providers
and the insurance companies. It appears that supple-
mentary health insurance policyholders generally pay
excessive premiums or do not receive appropriate

benefits for the premiums they pay, and hence are
not adequately protected from abuse. FINMA there-
fore decided to deal comprehensively with this issue.
It is stepping up its dialogue with stakeholders, in-
cluding industry associations, the Federal Office of
Public Health (FOPH) and the price supervisor, and
will take appropriate supervisory measures. FINMA
also communicated its position to the public in a
press release on 17 December 2020.

The revision of the Insurance Supervision Ordinance
(ISO) in 2015 gave preference to the use of standard
models over internal models for insurance compa-
nies. Since then, the proportion of insurance compa-
nies that still need an internal model has fallen from
half to around one quarter. Around half of these
insurers use an internal model solely to model natu-
ral catastrophe risks for which FINMA does not pro-
vide a standard model.

Accordingly, FINMA's responsibility to ensure the ap-
propriateness of the standard models it provides has
grown. In particular FINMA needs to address chang-
es in the risk environment of insurers on an ongoing
basis. One focus in 2020 was on the reparameterisa-
tion of the non-life insurance standard model. Thanks
to the involvement of the industry, this process was
implemented on the basis of data that can be con-
sidered to be representative for the market.

Another focus was on developing and testing a re-
vised stochastic standard model for modelling cred-
it risk. FINMA achieved this in a very short time, with
the result that the model can already be used by
insurance companies in the 2021 Swiss Solvency Test
(SST). The mandatory introduction is planned for the
2022 SST.
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52  SST figures by insurance sector

SST 2020 SST 2019
Insurance Number of insurers with Number of insurers with
sectors SST ratio SST ratio below 100% SST ratio SST ratio below 100%
Life 201% 0(16) 193% 1(16)
General health insurers 302% 0(19) 272% 0(19)
Non-life insurers 263% 0(52) 247 % 1(51)
Reinsurers 194% 0 (24) 198% 0(26)
Reinsurance captives 299% 0(26) 275% 0(27)
Total 226% 0(137) 218% 2 (139)

The number before the brackets refers to the number of companies with an SST ratio below 100%, while the number in brackets refers to the total number of
companies. Example: “1 (16)" means that 1 of 16 companies has an SST ratio below 100%.

Technical provisions form the core component of li-
abilities in the balance sheets of life insurance com-
panies. FINMA therefore comprehensively assesses
these provisions based on extensive annual report-
ing. Because of the persistently low interest rates,
on-site supervisory reviews conducted in 2020 placed
an additional focus on technical provisions.

Life insurance policies guarantee benefits that often
accrue over a long time horizon. The technical inter-
est rate corresponds to the return that has to be
generated to meet these benefit obligations. Life
insurance companies are exposed to interest rate risk
from the standpoint that their investments might not
generate the required return. For example, if a person
aged 25 takes out a Pillar 3a policy with a 40-year
term, it is difficult to find an investment security with
a corresponding term and yield.

In practice, life insurance companies invest a signifi-
cant proportion of their assets in interest rate sensi-
tive investment instruments in order to address in-
terest rate risk. The chart on page 53 illustrates the

10-year rolling average of 10-year Swiss Confedera-
tion bonds (100/10/10) and three different forecast
scenarios for an investment portfolio (interest rates
continue to fall, interest rates stay constant, and in-
terest rates rise).

The 100/10/10 yield is shown from 2015 to 2020,
from 2020 with the forecast scenarios (dotted).

As can be seen from the chart, the 100/10/10 yields
continue to decline in all of the scenarios, and there
is only a gradual recovery starting in 2022 in the
“interest rates rise” scenario.

Each life insurance company applies a prudent dis-
count rate to ensure that adequate provisions are set
aside. The prudent discount rate is used to discount
the promised benefits and must therefore reflect
potential future returns on the corresponding invest-
ments, including any necessary reinvestments. In
addition, it needs to include an appropriate safety
margin. FINMA's task is to assess the interaction be-
tween the obligations entered into and potential
future returns, and to intervene in the event of any
deficiencies in the resulting technical provisions.
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FINMA regularly conducts on-site supervisory re-
views at insurers. Charges billed by medical service
providers was an issue at several supplementary
health insurance companies (see also “Review of
supplementary health insurance benefits”, page 50).
The focus was on the contractual arrangements with
the service providers and on the governance with
regard to the controls on billing by the service pro-
viders.

In light of the persistently low interest rates, on-site
supervisory reviews of life insurers’ provisions were
another focus. Actuarial principles for provisioning,
the processes for reviewing provisions and estab-
lished controls were analysed in this context.

For the first time, management of cyber risks was the
subject of on-site supervisory reviews at insurers in
2020. The focus was on governance relating to the
management of cyber risks and cyber security as well
as measures to protect data, infrastructures and ap-
plications from cyber threats.

01.01.19

01.01.20 01.01.21 01.01.22 01.01.23 01.01.24

FINMA sent ad hoc surveys to insurers in connection
with developments surrounding the coronavirus pan-
demic. Specialists from the on-site supervisory review
teams participated in the evaluation of these surveys
and further clarifications.

Markets supervision

In the year under review, the Financial Institutions
Act (FinlA) and the Financial Services Act (FinSA)
came into force. Accordingly, implementing this leg-
islation for the first time required substantial work.
FINMA licensed several supervisory organisations
which oversee independent portfolio managers and
trustees. In relation to the Financial Market Infra-
structure Act (FMIA), FINMA developed criteria for
assessing the authorisation requirement for new,
easily accessible digital retail payment systems. The
focus was on protecting market participants and the
functioning of the market. FINMA also required op-
erators of organised trading systems (OTSs) which
trade contracts for difference to explain how they
meet their supervisory duties.

—e— 100/10/10
100/10/10
interest rates rise
by +50 bp/a
100/10/10
interest rates stay
constant

—e— 100/10/10
interest rates fall
by -50 bp/a
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On-site supervisory reviews: insurance companies

2020
2019
2018

Insurance
51 B insurance companies
in Supervisory
42 Categories 2 and 3
M Insurance companies
in Supervisory
Categories 4 and 5

50 60

Average number of on-site supervisory reviews per institution in the insurance sector

In brackets: number of on-site reviews per category

2020 2019 2018
Category 2 and groups 1.36 (15) 1.36 (15) 0.75(9)
Category 3 0.68 (25) 0.57 (21) 0.43(16)
Category 4 0.11(7) 0.19 (12) 0.11 (6)
Category 5 0.04 (4) 0.13(12) 0.11(11)
All institutions 0.25 (51) 0.30 (60) 0.21 (42)

Following the entry into force of the FinlA and the
FinSA, and the corresponding revision to the Financial
Market Supervision Act (FINMASA), FINMA must
authorise the supervisory organisations (SOs). The
mission of the SOs is to continuously supervise inde-
pendent portfolio managers and trustees. In turn,
FINMA supervises the SOs. In the course of this, it
examines in particular whether the licensing require-
ments are permanently met and how the SOs super-
vise compliance with the statutory requirements by
portfolio managers and trustees. FINMA stipulates
uniform concepts and rating systems for the super-
vision of portfolio managers and trustees, issues new
licences to financial institutions and retains respon-
sibility for enforcement.

Within six months of the new legislation coming into
force, a total of five organisations applied to FINMA
for authorisation as an SO. As part of the licensing
procedure, FINMA reviewed the requirements for a
guarantee of irreproachable business conduct and

independence, an adequate organisation and the
necessary human resources, as well as whether the
minimum financial requirements were met. To do
this, FINMA entered into a regular, in-depth ex-
change of information with the individual applicant.
Within the deadline of six months after submission
of the application, FINMA authorised two SOs in July
and one each in August, September and October
(see table on page 55).

Under the Financial Market Infrastructure Act (FMIA),
payment systems are subject to an authorisation re-
quirement if this is necessary for the proper function-
ing of the financial market or the protection of finan-
cial market participants. In the case of retail payment
systems, FINMA defined criteria to be used for veri-
fying these requirements in 2020.

Payment systems are commonly divided into large
value payment systems, which are typically used to
process time-critical interbank payments, and mass
(or retail) payment systems, which are characterised
by a large number of low-volume transactions. In line



with FINMA's practice, both large value and retail
payment systems may be subject to the authorisation
requirement if they reach a relevant volume. Techno-
logical change has given rise to innovative retail pay-
ment systems that are easily accessible and not
classified as systemically important by the Swiss
National Bank (SNB). FINMA developed criteria to
expand on the authorisation requirement for these
types of payment systems. The annual transaction
volume and the number of end customers are key
indicators in this context, although there are no fixed
thresholds. Rather, all circumstances applicable to the
individual case must be taken into account. On the
one hand, this approach ensures that financial mar-
ket participants are protected when they use retail
payment systems, and on the other, very small pro-
viders are exempted from the authorisation require-
ment, in line with the lawmakers’ intention.

FINMA surveyed Swiss operators of organised trading
systems (OTSs) in the year under review. CFD and FX
derivatives trading systems (contracts for difference

Supervisory organisation Legal form

and foreign exchange transactions) are also general-
ly classified as OTSs.

FINMA considered that OTSs with CFD and FX deriv-
atives trading were also involved in secondary market
activities, which is why they had to be classified as
operating an OTS. The reason for this is the system-
atic provision of closing prices in the trading systems
by the operator so that buyers can close out their
positions at any time; this is a typical feature for sec-
ondary trading of derivatives.

From the investor protection perspective, OTSs on
which CFDs can be traded constitute the greatest
risk, not least because of the widespread high lever-
age and the risk of loss associated with these plat-
forms, which are mostly also accessible by retail in-
vestors. FINMA expressed its expectation to the
operators of CFD OTSs that CFD traders must inform
their clients at the latest after the end of the FinSA
transitional periods about the proportion of clients
who lose money with CFDs at the institution or even
have to pay additional amounts (see “Findings from

Applicant Authorisation date

Organisme de Surveillance des Association
Instituts Financiers (OSIF), Geneva

OAR ARIF 6 July 2020

Organisation de surveillance financiere  Association
(OSFIN), Neuchatel

SRO PolyReg and OAD FCT 6 July 2020

Organisme de Surveillance pour Association OAR-G 11 August 2020
Intermédiaires Financiers & Trustees

(SO-FIT), Geneva

FINcontrol Suisse AG, Zug Limited company SRO VQF 29 September 2020
Schweizerische Aktiengesellschaft fir  Limited company SRO VSV 27 October 2020

Aufsicht (AOQS), Zurich
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1 Gating refers to the intro-
duction of provisions in
the fund contract that al-
low the proportionate re-
duction of redemption re-
quests if a certain
percentage or threshold is
reached for a certain
point in time, if there are
exceptional circumstances
and if this is in the inter-
ests of the remaining in-
vestors. It is designed to
reduce the probability
that the fund manage-
ment company will have
to dispose of investments

of the fund at possibly un-

favourable conditions in a
fire sale.

2Swing pricing protects a
fund’s investors who are
already invested from di-
lution because of transac-
tion costs triggered by
high subscription and re-
demption activity. This is
achieved by adjusting the
net asset value of the
fund, and hence the unit
prices, up or down (the
swing).

suitability supervision” section, page 44). Addition-
ally, the OTS operators concerned must explain how
they comply with their supervisory obligations.

FINMA performs annual on-site supervisory reviews
at self-regulatory organisations (SROs) and financial
market infrastructures. In 2020, FINMA determined
the focus of SRO audits to be the implementation of
risk-based supervisory approaches. The authorisation
and monitoring of the SROs and SOs is performed
by the same people within FINMA. Due to the de-
mands on these resources for processing authorisa-
tion applications received from SOs, FINMA decided
to postpone the majority of on-site supervisory re-
views at SROs to 2021. The focus of financial market
infrastructure audits was on trading surveillance.

Asset management supervision

Corporate governance and supervision of real estate
funds were a key focus in asset management. De-
mand for the latter was uninterrupted and growth
of aggregate assets under management was only
slowed temporarily by the coronavirus crisis. For the
first time FINMA approved a limited partnership for
collective investment schemes (LP) for ship mortgag-
es and a mortgage fund that allows investments in
subordinated mortgage loans in the year under re-
view. Furthermore, numerous institutions were al-
lowed to have a reduced audit frequency under the
Financial Institutions Act (FinlA). In the course of
progressive digitalisation, FINMA gradually trans-
ferred the supervisory reporting by audit firms to the

survey and application platform (EHP) to facilitate the
data-driven evaluation of supervisory information.

Liquidity management in the management of collec-
tive investment schemes is a key area of FINMA's su-
pervisory work. In the case of open-ended funds, li-
quidity is understood to mean the capacity of the
market to absorb the securities held in the fund and,
linked to this, the ability of the fund management to
pay these out in the event that fund units are re-
deemed by the investors. Discrepancies between the
liquidity of the assets of open-ended collective invest-
ment schemes and the redemption profiles can lead
to forced sales in stressed markets. This can lead in
turn to large losses, and there is a risk that redemp-
tions cannot be settled within the contractually agreed
period. The growing role of funds in the markets can
therefore amplify any future financial crisis by increas-
ing the pressure to sell. Fund contracts must thus
provide for liquidity management mechanisms that
are aligned with the investment strategy, such as de-
ferred repayment, gating'" or swing pricing'?. Effective
liquidity management should safeguard investor pro-
tection even when the markets are stressed and hence
support the robustness of the markets and mitigate
systemic risk. Funds with increased liquidity risk must
have available additional liquidity management tools,
and they must be able to demonstrate to the super-
visory authorities that they would be in a position to
maintain their investment strategy and make redemp-
tions even under stressed market conditions. FINMA
monitored these issues using desk reviews and on-site
supervisory reviews during the year under review, and

On-site supervisory reviews: self-regulatory organisations, directly subordinated financial intermediaries and
financial market infrastructures

2020
2019
2018

3

M self-regulatory
organisations
M Financial market
infrastructures



called for improvements at certain funds or financial
intermediaries. The situation in the Swiss fund market
has improved substantially since the 2008 financial
crisis. As a minimum, all funds now provide for defer-
ral of redemption. In dialogue with the institutions,
FINMA also increased awareness of liquidity risk so
that they can be better prepared for crisis situations
and market stress.

The focus on special products in the Swiss market
continued in the year under review. For example, for
the first time FINMA approved a limited partnership
for collective investment schemes (LP) that offers a
qualified group of investors an opportunity to invest
in holding companies for river cruise ships (shipping
fund).

FINMA also approved a mortgage fund that invests
in subordinated mortgage loans. The mortgage loans
are subordinated by means of mortgage notes issued
for the short-term financing of real estate projects
and properties in Switzerland (subordinated mort-
gage business). FINMA's approval focused on the
multi-stage due diligence and selection process at
the parties involved, specifically the criteria and risk
assessment models used by the lending institution.
An independent external real estate appraiser was
engaged to ensure the appropriate valuation of the
real estate serving as collateral for the loans. Addi-
tionally, the fund is structured as an alternative fund
and is only open to qualified investors.

The growth in real estate funds that has been evident
for many years was only slowed temporarily by the
coronavirus crisis, with investor demand seemingly
uninterrupted.

Assets under management by Swiss real estate funds
came to around CHF 73.2 billion as at 30 September
2020. Their growth over the last five years has been
a striking 70%. Average listed real estate fund pre-
miums'® are now approaching their all-time highs
again. There was a sharp, short-term drop in listed
real estate fund premiums in the wake of the coro-
navirus crisis. These fell from 32% at the end of 2019
to less than 20% at mid-March 2020. They recovered
over the course of the year and were around 40%
as at 31 December 2020, although growth was
mixed depending on the investment focus of the
funds. Funds with a significant proportion of com-
mercial real estate or special properties benefited less
from the recovery than pure-play residential real es-
tate funds. The number of funds trading on the stock
exchange at a discount to their net asset value rose
from two to five since the beginning of the corona-
virus crisis. Overall, real estate funds exhibited strong
resilience up to now, both with regard to the valua-
tion of real estate and with regard to profit.

As part of its supervisory activities, FINMA continues
to closely monitor the development of real estate
funds, including any effects of the coronavirus crisis.

'3Percentage difference be-
tween the stock exchange
price and the net asset
value (after deferred tax-
es) of the fund units; a
positive premium means
that the market considers
the product to be attrac-
tive and investors are pre-
pared to pay more.
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When the FinlA came into force, FINMA was able to
approve the first applications for a reduced audit
frequency at FinlA institutions in 2020.

In the course of the revision of FINMA Circular 2013/3
“Auditing” in 2018, a new option for a reduced au-
dit frequency (regulatory audits only every two years)
was introduced for smaller licence holders under the
Collective Investment Schemes Act (CISA) and the
FinlA. Following the entry into force of the FinlA ef-
fective 1 January 2020, this option is now available
to FinlA institutions for financial years beginning on
1 January 2020 or later.

The boards of directors of 34 FinlA institutions (ap-
proximately 15% of the entire supervised communi-
ty) filed a corresponding application in the course of
2020. FINMA assessed the application on the basis
of the individual institution’s risk situation and ap-
proved 33 applications. FINMA decides annually on
whether to continue the reduced audit frequency in
an evaluation process based on the institutions’ risk
situation. In those years in which no regular regula-
tory audit is performed, the institutions submit a
report to FINMA on the compliance of their business
activities with the statutory requirements.

To simplify the data-driven evaluation of supervisory
information, the gradual transfer of supervisory re-
porting by audit firms to the survey and application
platform (EHP) started in 2020. The audit report for
custodian banks under the CISA served as a pilot
project in 2019 and was successfully implemented.

In the course of 2020, the audit reports of the other
licence holders (fund management companies, man-
agers of collective assets, SICAVs, LPs) as well as
representatives of foreign collective investment
schemes were also migrated to the EHP.

The FinlA introduced a new requirement for the au-
thorisation and supervision of asset managers in the
occupational pensions business. Managers of pen-
sion scheme assets now have to be authorised by
FINMA and supervised either by a supervisory organ-
isation or directly by FINMA.

Managers of pension scheme assets who are now
subject to an authorisation requirement under FinlA
must comply with the FinlA requirements and file an
authorisation requirement with FINMA by no later
than 31 December 2022. They can continue operat-
ing until their application is decided, provided they
are affiliated with an SRO under Article 24 AMLA.

When processing licensing applications from man-
agers of pension scheme assets, FINMA pays particu-
lar attention to the risks that may be associated with
this business activity. For example, there may be
personnel who work at both the mandated asset
manager and the pension scheme itself, which could
lead to conflicts of interest. As a result, it is important
to ensure that the specific risks arising from the man-
agement of pension scheme assets are adequately
taken into account in the asset management institu-
tion’s risk management system.

Pension schemes that outsource asset management
to an occupational pension scheme manager super-


https://www.finma.ch/en/~/media/finma/dokumente/dokumentencenter/8news/medienmitteilungen/20171130-mm-rs-pruefwesen.pdf?la=en
https://www.finma.ch/en/~/media/finma/dokumente/dokumentencenter/8news/medienmitteilungen/20171130-mm-rs-pruefwesen.pdf?la=en

vised by FINMA must comply with the statutory pro-
visions governing occupational pensions. The Occu-
pational Pension Supervisory Commission (OPSC)
and the regional and cantonal OPA supervisory au-
thorities are responsible for supervising compliance
with these statutory provisions by the pension
schemes. FINMA monitors compliance with supervi-
sory law by the managers of collective investment
schemes and is therefore in regular contact with the
OPSC about the authorisation and supervision of
managers of pension scheme assets.
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FINMA focused on the risk management of products
in 2020: The handling of liquidity risks and the ap-
plication of stress scenarios in particular were studied
in depth against the backdrop of the new regulatory

requirements. Furthermore, on-site supervisory re-
views were conducted in the areas of compliance
with rules of conduct (suitability of products and
services, market integrity and preventing money
laundering) and cyber risk. A new topic in 2020 was
the asset management of pension fund assets.



On-site supervisory reviews: asset management institutions
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2018
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Enforcement

In 2020, FINMA conducted numerous investigations and many proceed-
ings against companies and individuals. These included proceedings that
were complex and international in scope.
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FINMA applies enforcement as a visible means of
acting against breaches of supervisory law and to
restore compliance with the law. FINMA enforcement
proceedings may be conducted against licence hold-
ers and their employees, against unauthorised finan-
cial services providers and against any participants in
the Swiss financial market. Another important aspect
of enforcement is the mutual administrative or legal
assistance involving foreign supervisory authorities
and domestic prosecution authorities.

The enforcement proceedings end with a decision in
the form of a ruling from FINMA. These can be con-
tested before the courts by the parties involved. This
resulted in a total of 41 court rulings in 2020. The
statistics show that the appeals bodies upheld 88%
of FINMA's enforcement rulings, meaning the major-
ity were upheld wholly or predominantly.

Enforcement proceedings due to major short-
comings in combating money laundering

In recent years, the Swiss financial centre has regu-
larly been exposed in connection with international
corruption cases, which has led to a number of en-
forcement proceedings — some lasting several years —
against supervised institutions and individuals in-
volved. After more than 20 cases against institutions
and responsible managers such as those related to
1MDB, Petrobras and FIFA were concluded between
2016 and 2019, FINMA issued two rulings in 2020
relating to business relationships associated with
Petroleos de Venezuela S.A. (PDVSA).

In the case of the bank Julius Baer, INMA uncovered
systematic failings to comply with legal obligations
to combat money laundering. Specifically, the bank
failed to sufficiently establish the purpose and back-
ground of its business relationships. For example,
information was frequently missing as to how indi-
vidual clients had come by their wealth, why they
wanted to open an account with Julius Baer and what
business they were planning to transact. Suspicious

transactions were not systematically monitored and
insufficiently queried. FINMA proceedings also
showed that organisational failings and misplaced
incentives encouraged breaches of the legal obliga-
tions to combat money laundering. The bank’s remu-
neration system at the time focused almost exclusive-
ly on monetary aspects and paid scant regard to
compliance and risk management. All in all, the bank
had a poor compliance and risk culture in which legal
obligations to combat money laundering were not
given the required degree of importance. The bank
was prohibited from carrying out transactions that
significantly increase operational risks (namely mon-
ey laundering risks) as well as the level of complexity
of the organisation, such as significant acquisitions
of companies, until compliance with the law was re-
stored. In addition, FINMA ordered measures regard-
ing the assessment and containment of client advis-
er risks, the remuneration policy and the organisation
of the board of directors.

In the case of Banca Credinvest, in the context of
business relationships linked to the PDVSA cases,
FINMA also found that the bank’s anti-money laun-
dering processes and risk management were inade-
quate. In particular, the bank breached its duty of due
diligence in relation to combating money laundering
between 2013 and 2017. Specifically, the bank failed
to adequately identify its clients and beneficial own-
ers, failed to sufficiently monitor its clients’ transac-
tions, documented the processes incompletely and
reported suspicious activities to the Money Launder-
ing Reporting Office Switzerland (MROS) too late. In
order to restore compliance with the law, besides a
series of organisational measures FINMA ordered that
the bank may not accept any new high-risk clients
(e.g. politically exposed persons) for three years or
until all measures have been implemented and re-
viewed at a later stage.


https://www.finma.ch/en/news/2020/02/20200220-mm-jb/
https://www.finma.ch/en/news/2020/10/20201006-mm-verfahren-banca-credinvest/

Update on industry bans - standard practice
and stock-take

In 2017, FINMA ordered a two-year industry ban for
a serious breach of supervisory law against a general
counsel of a bank in the context of the TMDB mon-
ey laundering scandal. On 11 March 2020, the Fed-
eral Supreme Court confirmed this order, in the light
of its landmark ruling BGE 142 1l 243, while also
specifying the requirements for the order of an in-
dustry ban pursuant to Article 33 FINMASA.'* The
general counsel, who was heavily involved in the
business relationships and transactions in question,
tried to exonerate himself inter alia by putting for-
ward arguments regarding internal responsibilities of
the executive board of which he was not a member.
The Federal Supreme Court held in that regard that
the sanction of imposing an industry ban was not
supposed to be circumvented by referring to the in-
ternal division of responsibilities or the failure to es-
tablish proper organisational structures. According to
the Federal Supreme Court, organisational deficien-
cies cannot remove the individual responsibility for a
breach of supervisory law. In addition, the Federal
Supreme Court dismissed an appeal against a five-
year industry ban imposed by FINMA on the former
chair of the board of directors of a private bank for
serious breaches of supervisory law.' In its ruling, the
Federal Supreme Court clarified important procedur-
al issues and upheld the actions taken by FINMA. In
particular, it reiterated that an industry ban pursuant
to Article 33 FINMASA does not constitute a criminal
sanction, which is why the procedural guarantees of
Article 6(1) ECHR do not apply to it.

Industry bans were introduced into Swiss supervisory
law on 1 January 2009. If it finds that a serious breach
of supervisory law has been committed, FINMA can
ban individuals responsible for such breach from act-
ing in a senior role at an organisation supervised by
FINMA for up to five years. In accordance with its
enforcement policy of September 2014, FINMA takes
targeted action against individuals responsible for

serious breaches of supervisory law. In order to im-
pose an industry ban, FINMA has to prove that the
individual concerned has causally and culpably caused
the serious breach of supervisory provisions through
their individual misconduct. In recent years, FINMA
has repeatedly taken this measure in serious cases
and imposed a total of 38 industry bans between
2014 and 2020. The duration of the industry bans
imposed ranged from several months to the maxi-
mum five years. Despite the generally limited scope
of application, an industry ban under supervisory law
is a severe sanction, which has both a preventive and
punitive effect. An industry ban is often perceived as
more severe than organisational measures or even a
confiscation of unlawfully earned profits. Most of the
industry bans imposed by FINMA to date have been
upheld by the courts or accepted by the parties. A
number of proceedings are still pending before the
courts. In FINMA's experience to date, the measure
has proven to be an effective tool for enforcing and
upholding supervisory law and achieving supervisory
goals.

As of 1 January 2020, with the introduction of Arti-
cle 33a FINMASA, the legislator has extended the ban
on traders practising their profession, which to date
applied under the Stock Exchange Act, to client ad-
visers of supervised institutions. Accordingly, FINMA
may prohibit such individuals from trading in financial
instruments or acting as client advisers for a limited
period of time, or permanently in the event of a re-
peat offence, if they seriously breach the provisions
of the financial market legislation, the implementing
provisions or internal company regulations.

FinTech: progress and status report

In the past few years, a key priority for FINMA has
been dealing with enquiries in connection with Fin-
Tech-based business models. In 2020 alone it con-
ducted around 100 preliminary investigations in this
context. A substantial driver for this was the large
number of initial coin offerings (ICOs) in Switzerland.

'“Federal Supreme Court
ruling 2C_192/2019 of
11 March 2020.

">Federal Supreme Court
ruling 2C_771/2019
of 14 September 2020;
see also Federal
Supreme Court ruling
2C_790/2019 of 14 Sep-
tember 2020.
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In an ICO, investors typically transfer assets to an ICO
organiser and receive newly created blockchain-based
tokens in return. FINMA recently noticed a certain
decrease in the number of such offers. In addition, it
tended to receive fewer reports of FinTech service
providers who might be operating without authori-
sation. This decreasing trend is probably due not least
to the fact that those active in the FinTech sector are
now more familiar with the legal parameters for such
offerings. FINMA was therefore able to complete the
majority of outstanding investigations. To ensure that
the requirements of financial market law are met in
the FinTech sector, FINMA closely supported the pro-
viders concerned in implementing measures or or-
dered such measures as part of enforcement proceed-
ings.

Business models involving blockchain technology still
attract considerable interest among investors. Dubi-
ous financial market players continue to take advan-
tage of this by launching corresponding offers and
often recruiting customers via an internet presence.
Typically, they try to mislead investors into investing
in cryptocurrencies under false pretences involving
companies and products that do not exist. If such
financial market players are known to FINMA, it in-
cludes them on its warning list and thereby alerts
investors. It also consults with domestic criminal au-
thorities and foreign supervisory authorities in this
regard. In the year under review, 140 financial market
players were placed on the warning list.

Enforcement proceedings for serious
corporate governance failings

By law, a bank must organise its management in a
way that is appropriate to its business operations. On
1 July 2017, FINMA specified the requirements re-
garding the internal organisation and the internal
control system in the FINMA Circular 2017/1 "Cor-
porate governance — banks”. Shortcomings in cor-
porate governance have led to various breaches of
supervisory law in recent years; in particular a lack of
checks and balances has been a contributory cause
of misconduct in terms of supervisory law.

In a case concluded in June 2020, the principal share-
holder of a bank, who was neither a member of the
executive board nor of the board of directors, inter-
fered too deeply in the bank’s operational matters.
Specifically, conflicts of interest arose in individual
investments in the private equity sector that were not
adequately resolved. FINMA accused the bank of al-
lowing the principal shareholder to influence the
bank and of failing to regulate the relationship with
him. Given the present shareholder structure, accord-
ing to which the principal shareholder controlled a
large part of the voting rights, it would have been
appropriate to put in place a clear demarcation and
provisions regarding the relationship with the princi-
pal shareholder. The requirements under supervisory
law for corporate governance and risk management
were thus breached.


https://www.finma.ch/en/finma-public/warnliste/
https://www.finma.ch/en/news/2016/11/20161101-mm-rs-corporate-governance-bei-banken/
https://www.finma.ch/en/news/2016/11/20161101-mm-rs-corporate-governance-bei-banken/

In the course of the proceedings, the bank had al-
ready taken a range of measures to strengthen cor-
porate governance. In its final ruling, FINMA appoint-
ed an audit mandatary to review the measures taken
and placed the bank under additional reporting ob-
ligations to its board of directors for a minimum pe-
riod of three years from the date the audit report was
available.
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Recovery and resolution

The two large banks’ emergency plans have been deemed to be effective since
the end of 2019. There was further progress in the emergency plans of the
domestic systemically important banks. The resolution strategy for central
counterparties remains a priority issue.
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In the course of its annual assessment, FINMA again
subjected the emergency plans of UBS and Credit
Suisse to close scrutiny in 2020. These were deemed
to be implementation-ready for the first time at the
end of 2019. Moreover, FINMA guided the domestic
systemically important banks (D-SIBs) in their ongoing
efforts to close the remaining gaps in their emergen-
cy plans. The global resolvability of UBS and Credit
Suisse also progressed further as scheduled. In addi-
tion, FINMA worked actively alongside Swiss author-
ities to tie up loose ends in the “too big to fail”
legislation. At international level there was a renewed
focus on possible resolution strategies and instru-
ments for central counterparties (CCPs) and FINMA
further developed its approach to Swiss CCPs in re-
sponse. It also monitored a large number of ongoing
liquidation and bankruptcy proceedings. A further
important part of FINMA's work was overseeing su-
pervised entities that had become destabilised and
recognising foreign bank insolvency proceedings.
During the year under review, no bankruptcy or for-
mal restructuring procedure under the Banking Act
had to be ordered for any licensed bank or insurance
company.

Emergency planning for systemically impor-
tant banks

FINMA assessed the two large banks’ 2020 emergen-
cy plans as ready to implement. As in the previous
year, Credit Suisse met the statutory requirements in
full. At UBS, the Swiss entity continued to have a
material contingent liability for third-party debt of the
parent bank. This liability was further reduced in the
year under review in line with the agreed schedule
for eliminating the liability by the end of 2021. The
UBS emergency plan is therefore effective with this
proviso.

The three domestically focused banks also submitted
updated emergency plans during 2020. In FINMA's
view they all still fell short of the requirements for
effectiveness based on the current status of the dis-

cussions with the D-SIBs as at the end of 2020. Zur-
cher Kantonalbank (ZKB) and Raiffeisenbank met the
liquidity requirements, but are only planning to have
built up the required gone concern funds in full by
2026. PostFinance was still lacking the required gone
concern funds. The Federal Council’s decision to pro-
pose, as part of the draft partial revision of the Post-
al Organisation Act, an assurance whereby the Con-
federation will cover the remaining equity shortfall
as the (indirect) owner of PostFinance in the event of
its bankruptcy, is to be seen in this context. This as-
surance would be limited in time and amount and
would be remunerated at a fair market rate. FINMA
will closely monitor the three domestically-focused
banks in their further work.

Review of capital rebates

The amendments to the Capital Adequacy Ordinance
announced by the Federal Council in 2019 mean that
a limit on the current rebate potential will enter into
force from 1 January 2022. The annual process of
evaluating and granting rebates is therefore drawing
to a close. Both UBS and Credit Suisse received addi-
tional rebates of 5% each during the year under re-
view. This meant that at the end of 2020 UBS had
obtained 47.5% of the maximum rebate and Credit
Suisse 45.0%. Further improvements are expected
by the end of 2021.

Crisis management colleges

As the home supervisor of two global systemically
important banks (G-SIBs), FINMA is responsible for
coordinating the cross-border resolution of these in-
stitutions in the event of a crisis and ensuring coop-
eration between the competent authorities. In nor-
mal business periods the crisis management group
(CMG) focuses first and foremost on resolution plan-
ning to ensure the resolvability of the institutions.
Senior policy makers from the various authorities in
the CMG carry out an annual assessment of resolva-
bility as part of the FSB Resolvability Assessment Pro-
cess (RAP). In 2020 FINMA again convened several



colleges with the most important foreign supervisory
and resolution authorities for the banks concerned.
Until now these included authorities from the US, the
UK (crisis management college [CMC]) and the
Asia-Pacific region (APAC college). The European
Central Bank and the Single Resolution Board also
joined the CMG of one of the Swiss G-SIBs in 2020
after taking over responsibility for supervising an
EU-based subsidiary in 2019.

After the central counterparty SIX x-clear was desig-
nated as systemically important in more than one
jurisdiction in 2017, FINMA also established a CMG
for SIX x-clear. FINMA has thus been holding a further
annual CMC for SIX x-clear since 2018, in which
13 domestic and foreign authorities currently take
part. Its work focuses on assessing resolvability as well
as cooperation and coordination both for recovery
and resolution planning and the eventuality of a cri-
sis at SIX x-clear.

Recovery and resolution for financial market
infrastructures

SIX x-clear and SIX SIS submitted revised versions of
their recovery plans in the spring of 2020. As system-
ically important financial market infrastructures, they
are required to show how they would stabilise their
businesses in a crisis to enable systemically important
business processes to continue. FINMA reviewed and
evaluated the revised recovery plans in consultation
with the Swiss National Bank (SNB). Both financial
market infrastructures have made further improve-
ments in their plans compared with the previous ver-
sions. However, they still fall short of the expectations
communicated to the two companies by FINMA as a
result of the last assessment. FINMA therefore con-
tinues to view the work as not yet complete.

Alongside general preparatory work for both finan-
cial market infrastructures, the focus in resolution
planning in 2020 was on the conceptual approach
to a resolution strategy for SIX x-clear. This involved

identifying potential resolution scenarios and thor-
oughly examining the applicability of the various
resolution instruments discussed at international lev-
el for central counterparties to SIX x-clear. The reso-
lution plan, which is a FINMA responsibility, has to
show how a restructuring or liquidation of the sys-
temically important financial market infrastructure
could be carried out if FINMA were to order one. This
work also forms the basis for identifying any need for
additional regulation in this area.

Significant insolvencies

FINMA is responsible for initiating bankruptcy and
liguidation proceedings for licensed financial institu-
tions. External liquidators are often deployed to con-
duct the proceedings under FINMA's oversight. Im-
portant milestones were again reached in most of
these bankruptcy and liquidation proceedings during
the year under review. We set out the progress that
has been made in a number of particularly important
cases below.

The claims of first- and second-class creditors are ful-
ly covered in the bankruptcy proceedings of Banque
Privée Espirito Santo (BPES). In 2020 the liquidator
made further disbursements to first- and third-class
creditors who had so far not taken part in the first
instalment payment determined in 2017. A series of
transaction agreements and the completion of pend-
ing legal cases also helped to move the liquidation
forward. The negotiations with the other companies
in the group to resolve intra-group claims continued.
Progress was also made in realising inventory posi-
tions.

Around 1,600 claims totalling CHF 380 million were
submitted in the bankruptcy proceedings that opened
in 2015. There were six appeals lodged against the
schedule of claims published in 2017, of which two
cases amounting to around CHF 16 million are still
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pending. The realisation of the disputed and illiquid
assets is continuing. The liquidators were authorised
to enforce potential claims of around CHF 14.4 mil-
lion through the courts. Civil, criminal or administra-
tive cases relating to further assets of around CHF 55
million are ongoing. First- and second-class claims
have been met in full out of the realised assets and
an instalment of 38% has been paid on the third-
class claims. Apart from this, the work in administer-
ing the estate comprised the remaining client posi-
tions (around CHF 11.8 million), the fulfilment of tax
and reporting obligations and money laundering
checks.

After important court cases were concluded in 2019,
the last unresolved foreign court case pertaining to
the realisation of assets was settled during the year
under review. Additionally, the realisation of illiquid
assets (e.g. the winding-down of special purpose ve-
hicles as issuers of structured securities) progressed.
An instalment totalling 67.57% had been paid on
the recognised third-class claims by September 2020
out of the assets realised by that date. A further
CHF 36.7 million was thus paid out for third-class
claims compared with FINMA's last annual report.
One appeal against the schedule of claims is still
pending.

Strengthening the governance of depositor
protection

Deposits of up to CHF 100,000 per client are covered
by the depositor protection scheme in the event of
the failure of a bank or securities firm in Switzerland.
The esisuisse association is responsible for raising the
funds required for this through contributions from its

members and making these funds available to the
bankruptcy liquidator appointed by FINMA. esisuisse
is a self-regulatory organisation (SRO) of the banks
and securities firms and fulfils a public function in
deposit protection. FINMA approves the self-regula-
tion.

FINMA actively promotes independent governance
of esisuisse to strengthen public confidence in its de-
posit insurance function. For several years now, the
board of esisuisse has thus included independent
members alongside representatives of the financial
industry. The powers of these independent board
members have been strengthened over the last year,
so that in future they would be responsible for run-
ning esisuisse in cases where it is required to conduct
a pay-out to protect deposits. This is intended to pre-
vent any conflicts of interest for members of the fi-
nancial industry in dealing with sensitive institu-
tion-specific and client data.

Dealing with destabilised institutions

FINMA works with licence holders who are at serious
risk of becoming destabilised. Such a risk is often
associated with breaches of financial market law by
the licence holder. A destabilisation can be financial
in nature and be caused by non-compliance with
regulatory key figures and indicators laid down for
the licence holder or by looming over-indebtedness
or illiquidity. Alternatively, serious corporate govern-
ance or conduct problems and failures in risk man-
agement can also be destabilising. In all of these
cases FINMA attempts to stabilise the licence holder
sustainably and to work towards restoring full com-
pliance with regulatory requirements. If this is impos-
sible, it will support licence holders in exiting the



market voluntarily, or alternatively facilitate as order-
ly a liquidation as possible. In all situations the focus
is on the legally protected interests of clients and
creditors alongside the public interest in the proper
functioning of the financial markets.

During the year under review FINMA was involved in
stabilising several smaller insurers and one small
bank. In the case of the small bank, FINMA oversaw
the sale of the bank and its subsequent merger with
the institution that acquired it.
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Regulation

FINMA regulates only when necessary to meet its supervisory goals.
Itis committed to principles-based and proportional regulation on
the basis of a robust regulatory process.
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Where expressly provided for in a law or ordinance,
FINMA may issue ordinances in specified areas of
supervision covering technical details and topics sub-
ject to rapid change. It also publishes circulars, in
which it sets out its supervisory practice and how it
proposes to interpret laws and ordinances. By deploy-
ing these tools and in dialogue with other public
bodies and interest groups, FINMA further enhanced
the proportionality of regulation during the year un-
der review. This included the ongoing implementa-
tion of Basel Il in the amended Capital Adequacy
Ordinance, the issue of the implementing provisions
for the new Financial Services and Financial Institu-
tions Acts and the draft for the new disclosure rules
for climate-related financial risks.

Implementation status of final Basel lll reforms
The Basel Ill finalisation package published by the
Basel Committee on Banking Supervision (BCBS) in
December 2017 was the concluding part of the cat-
alogue of measures to address shortcomings in bank-
ing regulation highlighted by the financial crisis of
2007 to 2009. The final package contains revised
rules on determining the capital requirements for
credit, market and operational risk, the output floor
for modelled approaches and the leverage ratio. Swit-
zerland’'s Capital Adequacy Ordinance is being
amended under the lead of the State Secretariat for
International Finance (SIF) to implement these regu-
lations. At the same time FINMA is incorporating its
relevant circulars into a new FINMA Capital Adequa-
cy Ordinance. Both projects are being carried out in
close conjunction with the Swiss National Bank (SNB)
and various industry representatives. The amend-
ments are based on a guidance document agreed
jointly by the authorities and industry representatives
in March 2019. Due to the impact of the coronavirus
pandemic, the BCBS and the SIF decided in March
2020 to defer the implementation date by one year
to 1 January 2023.

Climate risks

Climate change could give rise to significant long-
term risks for financial institutions. Transparency by
supervised entities about their climate-related finan-
cial risks is a first important step towards identifying,
measuring and managing these risks. FINMA has
identified a need for regulatory intervention on the
disclosure of climate-related financial risks and up-
dated the disclosure rules for large market partici-
pants during the year under review. More uniform
and comprehensive disclosure of the large financial
market players’ climate-related risks promotes great-
er transparency and market discipline and will also
improve comparability over time.

FINMA's aim is to have a proportional and princi-
ples-based approach to this disclosure. Banks and
insurers in categories 1 and 2 will be required to make
their climate-related risks transparent alongside the
financial risks they already disclose. The regulatory
approach being taken by FINMA is based on the rec-
ommendations of the Task Force on Climate-related
Financial Disclosures (TCFD), which are widely recog-
nised internationally. A number of category 1 and
category 2 banks and insurers have already commit-
ted to disclosing their climate-related financial risks
on the basis of the TCFD principles.

FINMA carried out a pre-consultation on the propos-
als for a change in disclosure practice. It therefore
invited representatives from the banking, insurance
and asset management sectors, various NGOs, aca-
demics and officials to a regulatory roundtable in the
summer of 2020. This is a format available to the
Board of Directors. FINMA's regulatory approach met
with broad agreement at the roundtable.

After carrying out the interdepartmental consulta-
tion, FINMA launched the public consultation in No-
vember 2020. The publication and entry into force
of the revised disclosure circular is planned for mid-
2021.


https://www.finma.ch/en/documentation/dossier/dossier-green-finance/

Implementing provisions for FinSA and FinlA
The Financial Services Act (FinSA) and Financial Insti-
tutions Act (FinlA) along with the implementing or-
dinances enacted by the Federal Council entered into
force on 1 January 2020. This legislation obliges
FINMA to issue implementing regulations in certain
selected areas, mostly of a technical nature, and
hence a number of existing FINMA ordinances and
circulars needed to be amended. FINMA published a
new, streamlined Financial Institutions Ordinance
(FinlO-FINMA) in 2020, amended some existing ordi-
nances and circulars and repealed three circulars
completely. A consultation was carried out on this
implementing regulation between February and April
2020. FinlO-FINMA regulates the details of profes-
sional indemnity insurance for portfolio managers,
trustees and managers of collective assets, threshold
values for authorisation as a portfolio manager and
risk management and internal control systems for
managers of collective assets.

In the FINMA Money Laundering Ordinance the
threshold for client identification in exchange trans-
actions involving cryptocurrencies was reduced from
CHF 5,000 to CHF 1,000. This put international stand-
ards into effect and reflected the elevated money
laundering risks in this area. The new rules took effect
on 1 January 2020.

Amendments to FINMA circulars

FINMA's circulars set out how it applies financial mar-
ket legislation in practice. The circulars give substance
to non-specific legal principles and lay down guide-
lines for the exercise of discretion. FINMA's aim is for
its supervisory practice to apply financial market leg-
islation in a uniform and measured way.

The "Direct transmission” Circular entered into force
on 1 January 2017. It deals with the direct, legally
sanctioned and timely exchange of information be-

tween supervised entities and foreign public author-
ities. At the time of its adoption, FINMA announced
that it would review the circular two years after it
entered into force. It therefore carried out an ex-post
evaluation from July to September 2019. Interested
parties shared their experiences with the circular and
made suggestions for improvement. FINMA evaluat-
ed the responses it received and then carried out a
partial revision of the circular. After the interdepart-
mental consultation, a public consultation was car-
ried out from August to October 2020. The revised
circular is due to be published and enter into force in
the first half of 2021.

From the time of its first publication in 2016, the
circular was expected to be updated regularly in line
with technological developments. After the partial
revision in 2018, the circular is scheduled to be part-
ly revised again in 2021 to keep it up to date with
changes in the marketplace. This revision is expected
to take account of the criticism by some market par-
ticipants of the use of bank transfers as part of the
identification process. Furthermore, parts of the cir-
cular will be rewritten to make it easier to understand
and implement. After carrying out a pre-consultation
and the interdepartmental consultation, FINMA
launched the public consultation in November. The
revised circular is set to enter into force in mid-2021.

Preventing unfair practices in supplementary health
insurance is particularly important, as it is often dif-
ficult or impossible for older people or those with
chronic conditions to switch their insurance cover,
which limits competition in this segment. In a ruling
of November 2019 the Federal Supreme Court en-
dorsed parts of FINMA's current practice towards
combating abuse in this area. This led FINMA to in-
tegrate its supervisory practice of protecting policy-
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holders from unfair discrimination and excessive
profit margins in supplementary health insurance into
its Circular 2010/3 “Health insurance under the ICA".
After the interdepartmental consultation, a public
consultation was carried out from September to No-
vember 2020. Publication and entry into force are
planned in the first quarter of 2021.

In November 2019 the Federal Council decided to
introduce the net stable funding ratio for banks in
mid-2021 and to amend the Liquidity Ordinance ac-
cordingly. This necessitated changes in FINMA's su-
pervisory practice, which are set out in Circular
2015/2 "Liquidity risks — banks"”. After the interde-
partmental consultation, a public consultation was
carried out from May to June 2020. The draft was
finalised in November 2020. The amended circular
will enter into force in mid-2021, at the same time
as the Federal Council’s revised Liquidity Ordinance.

Format compliance of FINMA regulations

FINMA aims to ensure that its regulations are issued
in the appropriate format. Hence the provisions on
banks' accounting that entered into force on 1 Jan-
uary 2020 were raised from circular to FINMA ordi-
nance level. A number of circulars could also be re-
pealed in their entirety as part of the implementing
regulation for the Financial Services and Financial
Institutions Acts. FINMA has reviewed the format
compliance of all of its regulation. The review con-
cluded that its regulation has largely been issued in
the correct format, but that transferring circular con-
tent to ordinance level would make sense in certain
areas. This applies in particular to the technical details
on banks’ capital and liquidity requirements when
implementing the Basel standards and the technical
details on insurers’ capital requirements. FINMA will
make these adjustments organically, i.e. in the course
of regulatory projects that are required for other rea-
sons. The work has already begun in the banking
field. In the insurance sector it will be tackled as part

of the regulatory work required following the upcom-
ing revision of the Insurance Supervision Act (ISA).
FINMA will report on progress in improving the for-
mat compliance of its regulations in its annual report.

Total length of regulations in 2020

In terms of pages, the total length of FINMA's ordi-
nances and circulars fell by 7% in 2020 compared
with the prior year. The number of pages in circulars
fell by 11% to 1,057 (2019: 1,195), while ordinanc-
esincreased by 16% to 243 pages (2019: 208). These
changes were largely due to the reorganisation of the
regulatory architecture in financial accounting.
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International affairs

Internationally binding standards are of great importance for an export-oriented
financial centre like Switzerland’s. FINMA represents Swiss interests in interna-
tional forain coordination with the Federal Department of Finance and plays a
central role in reviews of Switzerland’s compliance with international standards.

International cooperation enables Switzerland to par-
ticipate in the standard-setting process and secure
access to foreign markets. It is therefore of critical
importance. As part of this cooperation FINMA sits
on international bodies such as the Financial Stabili-
ty Board (FSB), the Basel Committee on Banking Su-
pervision (BCBS), the International Association of
Insurance Supervisors (IAIS) and the International
Organization of Securities Commissions (I0SCO). The
key elements of the positions taken when represent-
ing Switzerland on these bodies are determined joint-
ly with the Federal Department of Finance. FINMA's
international responsibilities are set out in the Ordi-
nance to the Financial Market Supervision Act (Arts. 2
1o 4).

Financial Stability Board

The Financial Stability Board (FSB) is responsible for
monitoring financial stability globally and acts as the
link between the G20 and the standard-setting bod-
ies in coordinating financial market regulation. Mon-
itoring implementation of the standards introduced
after the financial crisis at a national level and ana-
lysing their impact on the financial markets are fur-
ther important areas of work. In 2020 the FSB fo-
cused from March onwards on monitoring and as-
sessing the risks to global financial stability deriving
from the coronavirus pandemic. It also continued
workstreams that were already in progress.

The Swiss National Bank (SNB) and the State Secre-
tariat for International Finance (SIF) represent Swit-
zerland in the FSB Plenary, the FSB's decision-making
body. FINMA is a member of the Standing Commit-
tee on Supervisory and Regulatory Cooperation and
chairs the Resolution Steering Group. FINMA has also
joined the Steering Committee on NBFI, which is
tasked with organising and completing the interna-
tional work on non-bank financial intermediation.
During the year under review FINMA's main focus in
these groups and committees was on the projects
relating to the coronavirus pandemic. It was also in-

volved in the projects on the adequacy of a central
counterparty’s (CCP) financial resources in the event
of resolution, general principles for global stable
coins and questions relating to the replacement of
LIBOR. The review of the implementation of resolu-
tion standards in banking, particularly the TLAC (To-
tal Loss-Absorbing Capacity) standards, was also an
area of emphasis for FINMA. Rigorously monitoring
implementation in this area not only remains critical
to the effective resolution of global systemically im-
portant banks (G-SIBs) and mitigating systemic risk,
but also to ensuring a level competitive playing field
for global banks.

Basel Committee on Banking Supervision
Switzerland was a founding member of the Basel
Committee on Banking Supervision (BCBS) and is
represented by FINMA and the SNB in its internal
fora. The overarching aim of the BCBS is to enhance
the stability and resilience of the international bank-
ing system. In recent years the BCBS finalised the last
important components of its post-financial crisis Ba-
sel lll reforms. Hence other issues moved centre stage
during the year under review, especially the promo-
tion of effective banking supervision, monitoring the
final Basel lllimplementation in member jurisdictions,
evaluating the impact of reforms and assessing
emerging risks. Issues such as climate risks, the pru-
dential treatment of crypto-assets and the replace-
ment of LIBOR also remain on the agenda.

International Association of Insurance
Supervisors

The International Association of Insurance Supervi-
sors (IAIS) promotes effective and globally consistent
supervision of the insurance industry with a view to
protecting policyholders and contributing to financial
stability. The IAIS" main focus during the year under
review was the work towards implementing the ho-
listic framework to assess and mitigate systemic risk,
which was launched in 2019. The IAIS surveyed mem-
ber supervisors in jurisdictions with large internation-
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al insurance groups, including Switzerland, on the
progress made in implementing the holistic frame-
work. As expected, there are still a number of gaps
in Switzerland’s implementation. The planned partial
revision of the Insurance Supervision Act (ISA), on
which the Federal Council published its dispatch on
21 October 2020, will update the legal framework
for the specific supervision of international insurance
groups along with other changes.

2020 was also the start of the five-year monitoring
period for the Insurance Capital Standard (ICS), which
is intended to become a group solvency standard for
internationally active insurance groups. A number of
insurers in Switzerland (Baloise, Helvetia, Swiss Life,
Swiss Re and Zurich) meet the IAIS criteria for an
internationally active insurance group. The IAIS also
responded to the coronavirus pandemic in a number
of specific ways. There was increased exchanging of
information between the member authorities and
surveys were carried out during the course of the
year, for example on the impact of the coronavirus
pandemic on solvency, profitability and liquidity, to
obtain an up-to-date picture of the insurance groups
and IAIS member jurisdictions.

International Organization of Securities
Commissions

As a member of the Board and various groups in the
International Organization of Securities Commissions
(I0SCO) for many years, FINMA again participated in

a number of technical projects in 2020 and main-
tained important contacts with other supervisory
authorities. I0SCO'’s objectives include investor pro-
tection, ensuring fair, efficient and transparent mar-
kets, mitigating systemic risk, developing and mon-
itoring the implementation of internationally consist-
ent standards of securities market regulation and
promoting effective international cooperation.

Important results in the year under review included
the publication of reports on the regulation of cryp-
to-asset trading platforms and on how IOSCO prin-
ciples and standards should apply to stable coins.
IOSCO also published recommended practices on
processes for deference with the aim of preventing
regulatory duplication and overlap in cross-border
transactions. I0OSCO also looked into the causes and
impact of the market stress triggered by the corona-
virus pandemic. FINMA contributed relevant exper-
tise to these projects.

Network for Greening the Financial System

Within the scope of its mandate, FINMA participates
actively in international discussions on improving
sustainability in the financial sector. Together with
the SNB, it has joined the Network for Greening the
Financial System (NGFS), a group of central banks
and supervisors committed to better understanding
and managing environmental and climate risks in the
financial sector. The NGFS published a number of
reportsin 2020, including on environmental risk anal-



ysis by financial institutions and climate scenario
analysis in the financial sector. FINMA was involved
chiefly in the work on integrating climate-related
financial risks into prudential supervision, which led
among other things to the publication of a non-bind-
ing NGFS guide for supervisors.
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Experiences from the lockdown influence
the workplace of tomorrow

Due to the coronavirus pandemic, FINMA employees worked largely from home in
2020. While continuous improvements were made to the technical equipment and
processes during this phase to overcome the challenges of working together entirely
virtually, lessons were also drawn for future cooperation. FINMA employees will be
permitted to spend up to half of their contractual working hours at home in the “new
normal”.

O
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FINMA in dialogue

FINMA informs its stakeholder groups in an open and transparent manner.
It provides politicians with information about its supervisory and regulatory
activities, exchanges information with numerous interest groups and in-
forms the public about its activities in the appropriate way. In doing so, it
complies with its legal mandate of accountability.
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FINMA maintains a dialogue with politicians, super-
vised institutions and individuals, the public and oth-
er interest groups. In the year under review, FINMA
engaged in exchanges on numerous topics relating
to its responsibilities and its role in government pol-
icy, such as the challenges posed by the pandemic,
the accentuated risks in the fields of the mortgage
market, cyber security and climate change and the
“Blockchain Act”. FINMA held various discussions
with associations and other stakeholder groups and
participated in topic-specific working groups. It in-
formed the public by means of a range of press re-
leases and publications and by responding to more
than 7,000 enquiries.

In November 2020, the Federal Council approved
FINMA's new strategic objectives for the period 2021
t0 2024. Their focus lies on the topics of capitalisation
and liquidity of financial institutions, mitigating the
“too big to fail” problem, combating money laun-
dering, technology-neutral regulation and adapting
to the reality of new business models.

Renewal of the strategic goals

The year 2021 marks the start of a new strategy
period for FINMA. In accordance with FINMA's legal
mandate and Article 9 FINMASA, the Board of Di-
rectors defined the strategic goals for 2021 to 2024
and submitted them to the Federal Council for ap-
proval. The strategic goals show how FINMA intends
to fulfil its legal mandate and where its focus will lie.
Its work is geared to current economic developments
and the corresponding risks so that the Swiss finan-
cial services industry remains robust and resilient.

With its strategic goals for the period 2017 to 2020,
FINMA has taken important steps in the areas of
capitalisation and liquidity, mitigating the “too big
to fail” problem, combating money laundering, tech-
nology-neutral regulation and adapting to new busi-
ness models. From this perspective and taking into
account that the coronavirus crisis has exacerbated

existing risks and increased the uncertainty of future
developments, the strategic goals for 2021 to 2024
have been formulated in a way that is open to future
developments as well as being a continuation of the
previous strategy period. At the same time the new
strategic goals underline FINMA's now greater focus
on forward-looking risk management and sound
corporate governance, on money laundering risks in
the context of digitalisation and on climate-related
financial risks. As an authority, FINMA will also con-
tinue to develop its data strategy and maintain its
attractive and flexible working environment to equip
employees for future challenges (see chart on the
back cover of the report).

Annual accountability

Each year, the Chair of the Board of Directors and Chief
Executive Officer meet the parliamentary supervisory
committees, i.e. the Control Committees (CCs) and the
Finance Committees (FCs) of the Federal Assembly, to
fulfil their accountability obligation. In the year under
review, questions were asked about the most signifi-
cant risks for the financial market and issues relating
to FINMA's management. The impact of the coronavi-
rus pandemic on the Swiss financial centre received
special attention in this year's consultations. The ac-
centuated risks in the fields of mortgage market, cyber
security and climate change were discussed.

The annual meeting with the Federal Council, as pro-
vided for by the Financial Market Supervision Act
(FINMASA), takes place every autumn. At this meet-
ing, FINMA provides an update on its progress in
achieving its strategic goals. The 2020 meeting also
included a discussion of FINMA's strategic goals for
2021 to 2024 with the Federal Council, which the
latter subsequently approved.

Provision of expert information to
parliamentary committees

In the year under review, FINMA also provided infor-
mation on specific topics to parliamentary commit-


https://www.finma.ch/en/news/2020/11/20201118-mm-strategische-ziele-2021-2024/

tees. In meetings of the Commission for Economic
Affairs and Taxation (EATC), it provided information
on its assessment of economic and financial condi-
tions during the coronavirus pandemic, on regulato-
ry relief during the crisis and on risks in the non-bank-
ing sector. In addition, FINMA attended two meetings
of the EATC on bringing federal legislation into line
with developments in distributed ledger technology,
on the “Blockchain Act” and on the revision of the
Banking Act, as well as two meetings of the Commit-
tee for the Environment, Spatial Planning and Energy
of the National Council on the complete revision of
the CO, Act.

Discussions with important stakeholder
groups

FINMA held annual or semi-annual discussions with
key associations of supervised institutions and en-
couraged regular exchanges through topic-specific
working groups.

As in previous years, FINMA also organised a round
table for a number of organisations involved in client
protection. The event was attended by consumer
protection organisations (Foundation for Consumer
Protection, Konsumentenforum), the Health Insur-
ance Ombuds Office, the Private Insurance Ombuds
Office and the price supervisor. Various topics relat-
ed to supplementary health insurance were dis-
cussed, for instance transparency in cost settlements
of medical service providers and the revision of
FINMA Circular 2010/3 "“Health insurance under
the ICA”.

Expert panels and symposia with market
participants

Dialogue with supervised institutions is encouraged,
particularly through subject-specific expert panels
made up of high-level representatives from the su-
pervisory and private sectors. The panels enable a
direct and open exchange between the parties re-
sponsible for making decisions at the supervisory and

financial market level. Their discussions look at spe-
cific supervisory and regulatory issues and the current
market situation. In the banking sector, the expert
panels in the fields of asset management, retail bank-
ing, capital markets, private banking and small banks
proved their worth and were continued in the year
under review. In the insurance sector, equivalent bod-
ies for non-life, health and life insurance were the
forum for discussions between FINMA and super-
vised parties in the year under review.

Enquiries

In the year under review, over 7,000 financial market
clients, investors, lawyers and other interested parties
contacted FINMA. This means that the volume of
enquiries again increased compared to the previous
year. Enquiries often provide FINMA with valuable
information on individual players in the financial ser-
vices industry, which can be specifically targeted in
its supervisory activities.

In the year under review, FINMA fielded a total of
2,437 telephone enquiries and 5,034 written enquir-
ies. The enquiries concerned licensed institutions,
licensing requirements and queries of a regulatory
nature. More than 1,730 enquiries were received in
relation to unauthorised financial market participants
who frequently misled their clients about being lo-
cated in Switzerland or about possessing a FINMA
licence. Every year, these enquiries prompt FINMA to
conduct several hundred in-depth investigations and
to take measures which, depending on the outcome
of the review, may lead to enforcement proceedings
or an entry on the warning list. The objective is to
draw investors’ attention to possible dangers in the
financial services industry.

The number of questions about authorisations for
Switzerland increased sharply in 2020. These were
related in particular to the Financial Services Act (Fin-
SA) and Financial Institutions Act (FinlA) which en-
tered into force at the beginning of the year. The
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notification procedure and the handling of the tran-
sitional periods for submitting an application to be-
come licensed as a portfolio manager or trustee led
to numerous queries that had to be clarified with the
financial intermediaries and their advisers.

Despite the omnipresence of the coronavirus pan-
demic since the beginning of 2020, this topic gave
rise to enquiries to FINMA in isolated cases only,
which can be taken as a sign of confidence in the
stability of Swiss financial and insurance institutions.
No fewer than 1,700 enquiries concerned queries of
a regulatory nature.

Public reporting

The majority of public reporting takes place via
FINMA's website. Additional transparency is created
via specific publications regarding regulatory activi-
ties and the way in which FINMA fulfils its statutory
responsibilities. The Risk Monitor summarises the
most important risks for supervised institutions and
provides an overview for the public of the superviso-
ry work carried out. In the Resolution Report, FINMA
discloses the progress made in its work on recovery
and resolution planning for systemically important
Swiss financial market players and thus provides in-
formation on the status of their emergency planning.
By publishing its strategic goals (see section “Re-
newal of the strategic goals”, page 78), FINMA
demonstrates its priorities in fulfilling its legal man-
date.

In the year under review, FINMA actively provided
information regarding developments and topics rel-
evant to the financial centre in 10 news articles and
34 press releases. A total of 805 press enquiries were
received by the FINMA press office. More than
10,000 interested parties are currently taking advan-
tage of the option of receiving tailored information
from FINMA by subscribing to news and document
updates. The numbers are rising. The same applies
to the number of FINMA followers on social media.

In addition to up-to-date information, FINMA's web-
site provides comprehensive information on issues
dealt with by the supervisory authority and its regu-
latory principles. There are lists of all authorised fi-
nancial actors and databases on enforcement pro-
ceedings and the related court rulings. In addition,
specific publications are available — the annual re-
ports of course — but also the insurance report, which
sheds light on that specific market segment. Various
statistics are also available regarding FINMA itself,
enforcement and the insurance market. FINMA also
compiles the most information on relevant topics in
web dossiers, such as on the mortgage market, Fin-
Tech, cyber risks, combating money laundering and
"too big to fail".


https://www.finma.ch/en/dokumentation/finma-publikationen/berichte/risikomonitor/

Audits on behalf of FINMA

FINMA calls on the support of third parties in all aspects of its supervisory

work. Its key focus in this context is on effectiveness and efficiency

of the agents and mandataries. The latest figures show for the first time

the signficant cost savings that have been made thanks to a sweeping
revision of the regulatory auditing process.

FINMA is a lean organisation by international stand-
ards, considering the size of the Swiss financial cen-
tre. This is possible not least because FINMA calls on
support from third parties in fulfilling its supervisory
remit. FINMA appoints audit firms to extend its reach
in its supervisory activities. It can also commission
mandataries for specific cases relating to aspects of
ongoing supervision, enforcement or restructuring
and liquidation proceedings.

Audit firms play a key role

The appointed audit firms produce a risk analysis and
audit strategy for their assigned financial institution.
FINMA amends the audit strategy if necessary. In the
insurance sector FINMA defines the audit strategy
and the audit programme. Audit firms report their
findings to FINMA on the basis of their auditing ac-
tivities. They must maintain their independence. In
addition, they must take a critical approach and guar-
antee an objective assessment. The Federal Audit
Oversight Authority (FAOA) issues regulatory auditor
authorisations.

The costs of regulatory audits conducted by audit
firms are borne by the supervised institutions. Audit
firms report their invoiced fees to FINMA on an an-

nual basis. The average hourly rate for a regulatory
audit is CHF 230 and CHF 154 for a financial audit.
In the year under review, the use of audit firms ac
counted for 35% of the total supervisory costs in-
voiced by FINMA and audit firms for the Swiss finan-
cial market. The extent to which audit firms are used
in the Swiss financial market varied considerably from
sector to sector. In banking supervision, they account
for 45% of costs, with average hourly rates for reg-
ulatory audits varying according to the size of the
bank (see chart “Average hourly rates for regulatory
audits of banks”). Since FINMA undertakes most of
the supervisory work in the insurance sector itself,
costs attributable to audit firms in this sector were
just 14%.

Significant cost savings thanks to revised
regulatory auditing process

In order to optimise the cost-benefit ratio in regula-
tory auditing, FINMA employed specific measures
towards an increased risk orientation. With the revi-
sion of FINMA Circular 2013/3 "Auditing”, the super-
visory reporting templates were significantly stream-
lined, multi-year audit frequencies (two and three
years) were introduced and the audit intervals were
consistently scheduled according to risk. Since the

Average hourly rates for regulatory audits of banks
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'®The figures reported each
year relate to audits con-
ducted in the previous
financial year. Regulatory
audit costs include the
basic audit and any addi-
tional audits. Other costs
associated with regulatory
audits (such as expendi-
ture on special audits re-
quired by law) over which
FINMA has no control are
not included.

Fees charged by audit firms for regulatory audits

Annual fees per supervisory area in CHF millions'®

2020 2019 2018 2017 2016
Banks and securities firms 55.1 76.9 81.4 86.7 89.4
Insurance 6.8 7.7 7.2 6.3 6.6
Markets 0.8 1.6 1.9 2.3 1.3
Asset management 9.9 13.1 13 12.4 12.6
Total 72.6 99.3 103.5 107.7 109.9

costs of regulatory auditing by audit firms can only
be fully reported in the following year, the figures
from the 2019 audit year are disclosed in this annual
report. They show that the increase in efficiency
achieved through the measures taken led to consid-
erable savings in the ongoing costs of the supervised
institutions. The costs for the basic and additional
audits for banks and securities firms were able to be
reduced by just over 30%. FINMA will conduct an
impact analysis after three full audit years to examine
the cost-benefit ratio. The desired goal of perma-
nently reducing audit costs by 30% seems achieva-
ble.

FINMA mandataries — an important instrument
for specific supervisory and enforcement issues
Mandataries are an important supervisory instrument
for FINMA. In contrast to auditors, mandataries are
not usually commissioned for recurring audits with a
predefined audit programme; instead they are de-
ployed to look into specific issues relating to supervi-
sion and enforcement. FINMA’s mandates are as
varied as the areas they cover and thus require differ-
ent types of specialisation. Their costs are borne by

the supervised institutions. The following are the five

types of mandatary and the areas they operate in:

— audit mandataries: authorised financial interme-
diaries;

— investigating agents: authorised financial inter-
mediaries;

— investigating agents of unauthorised activities

— restructuring agents and crisis managers:
authorised financial intermediaries;

— bankruptcy and liquidation mandataries.

The selection of a mandatary is a two-step process.
All interested providers can apply to be included in
a publicly accessible list of candidates.

FINMA has defined requirement profiles for its stand-
ard mandates. Candidates who meet the require-
ment profile are accepted onto the list. There were
88 mandataries on the FINMA list at the end of the
year. When selecting a mandatary, FINMA refers to
this list on a case-by-case basis. If no suitable man-
datary is available, FINMA may commission an expert
who does not appear on the list.



Candidates for a specific mandate are selected on
the basis of different criteria. The FINMA mandataries
must be suitably qualified and independent (cf.
Arts. 24a and 36 FINMASA). Qualification, i.e. the
ability to carry out a mandate, and independence are
the central factors for the appointment of a manda-
tary in a specific case. Other selection criteria are
language skills or the area of activity as well as ex-
pertise in the specific field. Depending on the man-
date, sufficient resources may also be required. In
addition, the proposed fees are a deciding factor
when awarding the contract.

FINMA assigned 25 mandates during the year under
review. As part of its selection process it ensures that,
if possible, mandates are not awarded overly fre-
guently to one single mandatary.

FINMA monitors the status of mandates at all times
and checks that the costs borne by supervised insti-
tutions are proportionate. Costs for all FINMA man-
dataries commissioned in 2020 came to CHF 20.4
million."”

Costs for FINMA mandataries by fee volume and number of mandates granted
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7Invoices received as of
mid-February in each
case.

8Subsequently corrected.

2020 2019 2018

.Catf:gory of supervised Fee volume Number of Fee volume Number of Fee volume Number of
institution in CHF m mandates in CHF m mandates in CHF m mandates

commissioned commissioned commissioned
Auditing of authorised 12.8 8 8.9 12 3.8 13
financial intermediaries
Investigations of authorised 2.1 4 3.9 6 1.8 4
financial intermediaries
Investigations of unauthorised 0.6 7 0.6 8'® 0.7 10
activities
Liquidation proceedings 0.2 1 0.4 1 0.3 2
Bankruptcy liquidation proceed- 4.7 5 4.3 5 6.6 13
ings
Total 20.4 25 18.1 32 13.2 42
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Board of Directors and Executive Board

FINMA is a public law institution in its own right. Its strategic orientation is
defined by the Board of Directors. The Executive Board, under the leadership
of the CEQ, is responsible for day-to-day operations.

9To ensure transparency,
FINMA maintains a public
list of the interests of
members of the Board of
Directors.

The Executive Board leads FINMA in operational
terms and is responsible for the supervision of Swiss
financial market participants in accordance with stat-
utory and strategic provisions. It implements the
resolutions passed by the Board of Directors and its
committees. The Board of Directors is FINMA's strat-
egy-setting body and is responsible for overseeing
and controlling the Executive Board.

The Board of Directors

The Board of Directors is FINMA's strategic manage-
ment body. It directs, supervises and controls FINMA's
Executive Board. It decides on matters of substantial
importance, issues ordinances and circulars and is
responsible for FINMA's budget. The Board of Direc-
tors acts as a collective body. Its decisions are taken
by a majority of the votes of the members present.

Dr Thomas Bauer Chair
Prof. Dr Marlene Amstad Vice-Chair
Prof. Dr Ursula Cassani Bossy Member
Benjamin Gentsch Member
Bernard Keller Member
Dr Andreas Schlatter Member
Dr Renate Schwob Member
Martin Suter Member
Franz Wipfli Member

The Federal Council appoints the members of
FINMA's Board of Directors. On 13 March 2020, the
Federal Council appointed the previous Vice-Chair
Prof. Dr Marlene Amstad as Chair of FINMA's Board
of Directors effective 1 January 2021. She succeeds
Dr Thomas Bauer, who left the Board of Directors at
the end of December 2020. On 28 October 2020 the
Federal Council appointed Martin Suter, who was
already a member of the Board of Directors, as suc
cessor for the office of Vice-Chair. At the same time,
it elected Prof. Dr Susan Emmenegger, professor of
private and banking law at the University of Bern,

onto FINMA's Board of Directors effective 1 January
2021. Dr Renate Schwob left the Board of Directors
on 31 December 2020.

The Board of Directors has three committees, formed
from among its members: the Audit and Risk Com-
mittee, the Appointments Committee and the Take-
over and State Liability Committee. The Takeover and
State Liability Committee is the complaints body with
which appeals against rulings by the Swiss Takeover
Board may be lodged. It also rules on claims seeking
to establish state liability under the Government Li-
ability Act.


https://www.finma.ch/en/finma/organisation/board-of-directors/
https://www.finma.ch/en/finma/organisation/board-of-directors/
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Benjamin Gentsch

The standing committees of the Board of Directors and their members (31 December 2020)

Audit and Risk Committee

Appointments Committee

Takeover and State
Liability Committee

Dr Thomas Bauer

Chair

Prof. Dr Marlene Amstad

X

Prof. Dr Ursula Cassani Bossy

Benjamin Gentsch

Bernard Keller X

Dr Andreas Schlatter

Dr Renate Schwob

Chair

Martin Suter X

Franz Wipfli Chair
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The Executive Board

The Executive Board is FINMA's operational manage-
ment body. It is charged with supervising banks,
insurance companies, exchanges, securities firms and
other financial intermediaries in line with statutory
regulations and FINMA's strategy. It prepares deci-
sion-making materials for matters which fall within
the remit of the Board of Directors and is responsible
for implementing the resolutions of the Board and
its committees.

Mark Branson CEO

Birgit Rutishauser ~ Head of Insurance division
Hernandez

Jan Blochliger Head of Banks division

Léonard Bole Head of Markets division

Patric Eymann Head of Enforcement division
Thomas Hirschi Head of Asset Management division
Alexandra Karg Head of Operations division
Johanna Preisig Head of Strategic Services division

Rupert Schaefer Head of Recovery and Resolution division

The Board of Directors transfers the role of Deputy
CEO on a rotating basis to a member of the Executive
Board for a period of two years. It appointed Birgit
Rutishauser to act as Deputy CEO for the period be-
ginning 1 June 2019.

Thomas Hirschi has been a member of the FINMA
Executive Board since 1 January 2020 and is in charge
of the Asset Management division. In this role he
succeeds Michael Loretan, who passed away in 2019.
From 2015 to 2019, Thomas Hirschi was responsible
for the supervision of banks and insurance companies
licensed by the Financial Services Regulatory Author-
ity of the Abu Dhabi Global Market and before that
he held various senior positions at FINMA.

Johanna Preisig has been a member of the Executive
Board with responsibility for the Strategic Services
division since 1 July 2020. She previously held a man-
agerial role within FINMA's Recovery and Resolution
division.

Rupert Schaefer has headed the Recovery and Res-
olution division since 1 July 2020. He previously led
the Strategic Services division. Rupert Schaefer has
been a member of the Executive Board since 1 Jan-
uary 2015.

The Enforcement Committee (ENA) is a standing
committee of the Executive Board responsible for
making decisions on enforcement. It issues enforce-
ment rulings and decides whether to initiate and/or
discontinue proceedings.

Mark Branson, Chair
Patric Eymann
Johanna Preisig

Heads of divisions affected by particular cases may
also join the Enforcement Committee as voting mem-
bers on a case-by-case basis.
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Staff

FINMA is committed to a personnel policy which emphasises efficiency,
sustainability and transparency. A particular focus in 2020 was the promotion
of internal mobility and professional adaptability among the workforce.

88

Two personnel topics that shaped 2020 were the
implementation of the measures defined in 2019 in
connection with FINMA’s gender diversity targets,
and the implications of the coronavirus pandemic for
staff. The latter are described in detail in the section
“FINMA in the lockdown” (page 18). In addition,
FINMA's HR activities in 2020 focused on better sup-
porting employees with their own professional de-
velopment and helping them better adapt to change
in the workplace.

Enhanced promotion of internal mobility and
employee adaptability

To fulfil its duties FINMA relies on staff who are as
well qualified and high-performing as possible. In its
field of activity — which is changing constantly and
ever more rapidly due to internal and external influ-
ences — it isimportant for FINMA that its staff remain
flexible and can readily be deployed to other tasks.
To ensure this, they should receive the necessary sup-
port from FINMA to enable them to develop and
maintain the qualifications they require now and in
the future. This is why FINMA has always attached
great importance to staff development and the pro-
motion of lifelong learning.

To further strengthen this commitment, and to offer
staff additional incentives to engage in continual
training, FINMA launched a twelve-month pilot pro-
ject in 2020 entitling all employees to at least three
days of paid training a year. Employees were free to
use these guaranteed days of training for all forms of
continual training on any relevant topic. As part of
the pilot project, all employees were given free and
unrestricted access to an online learning platform
covering a broad range of topics. Overall, 1,229 days
of internal and external paid training were facilitated
in 2020 (2019: 1,217) despite a considerably more
complicated training environment due to the corona-
virus pandemic. This equates to some 2.5 days of paid
training per full-time equivalent (2019: 2.5). FINMA
considers these results a success. The entitlement to

paid days of training was thus increased to five at the
beginning of 2021, and permanently incorporated
into HR policy. The offers for online learning will be
continued.

FINMA also intends to enable more employees to
voluntarily swap their current role for another inter-
nal position after a certain period of time. It has
therefore further developed its job rotation models.
A systematic exploratory survey was carried out in
2020 for the first time among employees who have
already worked in the same position for a number of
years to gauge the level of interest and willingness
to make a voluntary job swap. This scheme offers
employees additional horizontal development paths
and opens up new career opportunities. In turn,
FINMA benefits from having employees who can
make broad use of their experience across sections
and divisions. In 2020, the percentage of vacant sen-
ior specialist and management positions filled from
within the organisation was 65% (2019: 43%),.

Finally, to offer those in the last phase of their careers
before retirement the greatest possible flexibility and
appropriate professional opportunities, FINMA also
extended its options for older employees. A system-
atic planning meeting will be held every three years
for employees aged 55 and over to discuss individu-
al career paths, the options available and any result-
ing measures.

Alongside the existing options for early or delayed
retirement, rainbow career positions will now be se-
lectively created for employees aged 58 or over. The
purpose of these positions is to offer highly experi-
enced staff and managers an additional way of step-
ping back from an operational full-time position.
With a reduced workload, they can then dedicate a
few years to handing over their valuable knowledge
and expertise, and mentoring younger specialists and
managers. Employees in a rainbow career position
can continue to contribute to their occupational pen-



sion scheme as if they were in a full-time position if
they so wish. The salary is adjusted according to the
position so that the employer pension fund contri-
bution is paid by FINMA at the same level as for the
previous full-time position.

Update on gender diversity targets

and measures

One of FINMA's key personnel policy objectives is to
ensure that the proportion of women at all manage-
ment levels is approximately the same as in the over-
all workforce. In the year under review, 28.9% of all
management positions were held by women (2019:
29.3%); overall, women accounted for 41.2% of the
workforce (2019: 39.5%).

In order to achieve this goal, FINMA has defined
maintenance and development targets for equality
of opportunity for men and women.

The purpose of the maintenance targets is to ensure
that good outcomes in terms of equal pay and em-
ployment conditions are maintained into the future.
To this end, FINMA has its salary policy reviewed
annually by an independent body using “Logib”, the
Federal Government’s equal-pay tool. In the year
under review, the wage differential measured in this
way amounted to 1.9% (2019: 1.7%). The slight de-
terioration can be attributed to fluctuations resulting
from the statistical method used that are not signif-
icant. The result was still well within the permitted
5% tolerance band.

The gender diversity development goals are defined
in terms of phased targets which over time will de-
liver appropriate and sustainable gender distribution

at each management level. Based on the 2020 work-

force, the indicative figures and percentages achieved

are as follows:

— at least 35% of lower specialist management
positions to be filled by women by 2022
2020: 32.5% (2019: 32.7%)

— at least 35% of lower management positions to
be filled by women by 2024
2020: 21.4% (2019: 23.8%)

— at least 33% of higher specialist and manage-
ment staff and executive management to be
filled by women by 2026
2020: 24.2% (2019: 21.7%)

The comparative gender monitoring measures for
personnel processes for the recruitment, selection,
assessment and development of employees are firm-
ly established and will be continued to support the
overarching objectives.

Staff expansion is still modest

Given the additional responsibilities that FINMA is
assuming in connection with the Financial Services
Act (FinSA) and the Financial Institutions Act (FinlA),
the Board of Directors increased the maximum num-
ber of full-time positions by 36.6 to 517.6 full-time
positions with effect from 1 January 2019. This spe-
cifically includes all of the personnel resources that
will be required in the coming years, mainly for the
authorisation, supervision and enforcement of finan-
cial market participants that are now subject to su-
pervision by FINMA.

Given the implementation timeline for FinSA and
FinlA, the additional resources will only become nec-
essary in the medium term and the actual number

FINMA publishes detailed personnel data annually on its website.
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of full-time positions will therefore rise gradually to-
wards the new upper limit. In the year under review,
therefore, only 5 new permanent full-time positions
were actually created and filled (2019: 11.9).

FINMA had an average of 549 employees in perma-
nent and temporary employment in 2020 (2019:
536). Around 25% of employees worked part-time,
i.e. less than 90% (2019: 27%).

Staff turnover within defined limits

The optimum staff turnover rate for FINMA is higher
than in the federal administration as a whole or in
public administration. As part of its personnel strat-
egy, FINMA aims for a medium-term average staff
turnover rate of 8% to 12%.

The analytical rigour of FINMA's supervisory activities
will be enhanced by the influx of know-how from
the financial sector and the fresh perspectives pro-
vided by new employees. In addition, a healthy dy-
namism in the personnel structure offers existing
employees greater opportunities to take on addition-
al responsibilities and explore new roles.

At 8% (2019: 8%), staff turnover in 2020 was again
at the lower end of the FINMA target range.

91



92

Operations

In keeping with FINMA’s data strategy, nearly all data collection was processed entirely via
the central survey platform in the year under review. Greater use was also made of the
distribution platform. The decreased total energy consumption was partly a result of the
pandemic, and partly the result of energy efficiency measures. The implementation

of the FinIA and FinSA legislation and the reorientation of regulations on auditing led

to aslightincrease in operating costs.

Following the successful launch of the survey and
application platform (EHP) in 2019, in the year under
review FINMA focused on increasing the usage rate,
expanding the range of functions by integrating fur-
ther business cases, and optimising user friendliness.
As the central platform for exchanging information
with supervised institutions and audit firms, EHP is
also a key component of FINMA’s data strategy.
FINMA made significant progress in implementing
EHP in the year under review.

EHP as an information hub

Almost all data collection within the framework of
ongoing supervisory activities was processed elec-
tronically via EHP in 2020. It is also possible to submit
applications via EHP. In certain areas, applications can
only be submitted via EHP. Some reports can also be
submitted via EHP, such as the reporting of cyber
attacks.

Furthermore, institutions that are not authorised by
FINMA can submit applications for various licences
via the newly-established self-registration process
and therefore apply for access to EHP. As a result,
FINMA expanded its user base by 3,193 institutions
in the year under review. The majority of these new
registrations concerned portfolio managers and trus-
tees, which have been subject to FINMA supervision
since the FinlA entered into force on 1 January 2020.
FINMA reviewed 83 such applications in the year
under review.

Key figures for EHP 2020
2019 figures in brackets

4,009 (+3,139)

registered supervised institutions and audit firms

10,831 (+7,231)

registered users

9,948 (+9,919)

surveys conducted

659 (+509)

applications submitted per month

7,912 (+6,142)

total applications submitted

In 2020, new functionalities were also introduced
that make EHP more transparent and user-friendly.
A support page with frequently-asked questions was
set up on the FINMA extranet web page, and support
capacity for external enquiries was increased to pro-
vide timely responses of appropriate quality.

FINMA's digitalisation measures are increasingly
bearing fruit and received extra impetus from the
coronavirus pandemic. An increasing amount of mail
is handled electronically. In the year under review,



Digital information submission trends

Documents submitted electronically as a percentage of all documents received
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64% of incoming mail was in electronic format.
Meanwhile, 23% of outgoing mail was sent electron-
ically. This represents a year-on-year increase in elec-
tronic correspondence of over 35%.

As supervised institutions and audit firms increasing-
ly submit information electronically, the efficient and
automated processing of this information is a key
challenge, but also an opportunity for FINMA. It in-
tends to process the information in as uniform and
standardised a manner as possible, with a view to
further increasing the efficiency and effectiveness of
core processes.

High-quality data forms the basis of the data-based
approach to supervision. FINMA guarantees this
through various measures, including (partially) auto-
mated data quality checks and reconciling with ref-
erence registers. Building on this, it began the fun-
damental optimisation of internal analysis tools in the
year under review. It deploys the appropriate tech-
nology as needed, alongside conventional databases
and analysis tools. To achieve further progress to-

Change from the prior year in %

+45
+83

40 50 60 70

wards more effective risk-based supervision, FINMA
established a Data Innovation Lab within the Banks
division. Based on current challenges in ongoing su-
pervision, the Data Innovation Lab realises prac
tice-related pilot projects. In the year under review
these included the use of machine learning to en-
hance time series analyses and forecasts as well as
the automatic processing of relevant text information
such as annual reports or press articles using natural
language processing.

FINMA also exchanged information continuously
with domestic and foreign authorities and experts
about the latest developments in the field of modern
analysis methods. There are plans to expand self-
service offerings for automated use by supervised
institutions.

Adequate consideration will be taken of the applica-
ble information security requirements in all projects.
FINMA will also continue to adapt the data strategy
published in 2019 to the current situation and to ap-
ply it in a consistent manner.
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FINMA's key environmental indicators

The positive trends of recent years continued and
FINMA was able to significantly improve its overall
energy efficiency. This was largely to do with the
exceptional coronavirus situation. Improved energy
efficiency and reduced staff presence in the office
greatly reduced year-on-year energy consumption at
both FINMA locations (Bern —13.7%, Zurich -23.6%).

Figures were available for the first time on heat gen-
eration in the Zurich office for the period 2018 to
2020. The heating system in Zurich uses natural gas,
which is not renewable. Only the Bern office is able
to use district heating, where 74.0% of heat gener-
ation come from renewable energy sources. If both
locations are considered together, the proportion of
renewable energy fell slightly in 2020 (-1.9%).

Key environmental indicators

FINMA's paper consumption also fell significantly
(=47.1% year-on-year). This was driven by the instruc
tion to work from home due to the pandemic, and
accelerated digitalisation.

In addition, various specific measures in buildings
focused on sustainability. In all tender processes —
including the one regarding the secure disposal of
business documents — FINMA took account of sus-
tainability criteria. In addition, the operator of the
staff canteen in Bern switched its takeaway packag-
ing to sustainable products that are biodegradable
and fairly produced.

FINMA's costs

FINMA's operating costs were stable for several
years. In the year under review, they rose by CHF

Change from

Unit 2017 2018 2019 2020 prior yearin %
Power consumption, Bern kWh 949,695 866,062 823,274 710,892 -13.7
Power consumption, Zurich kWh 102,282 100,758 107,006 81,804 -23.6
Consumption of district heating, kwh 1,186,540 948,928 1,056,248 1,004,466 -4.9
Bern
Consumption of heating energy, kWh 436,832 456,605 438,125 -4.0
Zurich (natural gas)
Total energy consumption kWh 2,238,517 2,352,580 2,443,133 2,235,287 -8.5
Proportion of total energy needs % 86.6 71.2 70.2 68.9 -1.9
met by renewable energy sources
Paper consumption per FTE kg 26.4 21.8 16.7 8.8 —47.1



3 million due to implementation of FinlA and FinSA.
FINMA's annual financial statements showed oper-
ating costs of CHF 126 million (2019: CHF 123 mil-
lion). Together with the statutory reserves, this
amounted to CHF 138 million (2019: CHF 135 mil-
lion). These expenses were covered by income from
supervisory fees and levies.

Annual financial statements for 2020

The 2020 Annual Financial Statements, which set out FINMA's results in detail, are published separately.
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Abbreviations

AMLA Swiss Federal Act of 10 October 1997 on Combating
Money Laundering and Terrorist Financing in the Financial
Sector (Anti-Money Laundering Act; SR 955.0)

APAC college Asia-Pacific college

Art. Article

BCBS Basel Committee on Banking Supervision

bp/a basis points/year

BPES Banque Privée Espirito Santo

CBOE Chicago Board Options Exchange

CC Control Committees of the Federal Assembly

CCP Central counterparty

CFD Contract for difference

CHF Swiss francs

CISA Swiss Federal Act of 23 June 2006 on Collective Invest-
ment Schemes (Collective Investment Schemes Act;

SR 951.31)

CMC Crisis management college

CMG Crisis management group

D-SIB Domestic systemically important bank

DLT Distributed ledger technology

EATC Economic Affairs and Taxation Committees

ECL Expected credit loss

EHP FINMA survey and application platform

ENA FINMA Enforcement Committee

ESG Environmental, social, governance

EU European Union

FAOA Swiss Federal Audit Oversight Authority

FATF Financial Action Task Force on Money Laundering

FC Finance Committees of the Federal Assembly

FDF Federal Department of Finance

FIFA Fédération Internationale de Football Association
FinlA Swiss Federal Act of 15 June 2018 on Financial Institu-
tions (Financial Institutions Act; SR 954.1)

FinlO-FINMA FINMA Financial Institutions Ordinance
FINMA Swiss Financial Market Supervisory Authority
FINMASA Swiss Federal Act of 22 June 2007 on the Swiss
Financial Market Supervisory Authority (Financial Market
Supervision Act; SR 956.1)

FinSA Swiss Federal Act of 15 June 2018 on Financial Servic-
es (Financial Services Act; SR 950.1)

FMIA Swiss Federal Act of 19 June 2015 on Financial Market
Infrastructures and Market Conduct in Securities and Deriva-
tives Trading (Financial Market Infrastructure Act; SR 958.1)
FOPH Federal Office of Public Health

FS-ISAC Financial Services Information Sharing and Analysis
Center

FSB Financial Stability Board

FTE Full-time equivalent

G-SIB Global systemically important bank

HC Headcount

HIA Swiss Federal Act of 18 March 1994 on Health Insurance
(Health Insurance Act; SR 832.10)

IBOR Interbank Offered Rate

ICA Swiss Federal Act of 2 April 1908 on Insurance Contracts
(Insurance Contract Act; SR 221.229.1)

1CO Initial coin offering

ICS Insurance Capital Standard

IFRS International Financial Reporting Standards

10SCO International Organization of Securities Commissions
ISA Swiss Federal Act of 17 December 2004 on the
Supervision of Insurance Companies (Insurance Supervision
Act; SR 961.01)

ISDA International Swaps and Derivatives Association

1SO Swiss Federal Ordinance of 9 November 2005 on the
Supervision of Private Insurance Companies (Insurance
Supervision Ordinance; SR 961.011)

IT Information technology

kg kilogram

kWh kilowatt hour

LIBOR London Interbank Offered Rate

Logib Federal government’s equal-pay tool

LP Limited partnership for collective investment schemes
m million

MROS Money Laundering Reporting Office Switzerland
n/a not available

NGFS Network for Greening the Financial System
Non-UCITS Non UCIT-compatible collective capital invest-
ments

OPSC Occupational Pension Supervisory Commission

OTC Over-the-counter

OTF Organised trading facilities

p. Page

para. Paragraph

PB Physical climate risks for banks

PDVSA Petroleos de Venezuela S.A.

PMCA Swiss Federal Act on the Control of the Trade in
Precious Metals and Precious Metal Articles of 20 June 1933
(Precious Metals Control Act; SR 941.31)

PRA Prudential Regulation Authority (UK)

PV Physical climate risks for insurance companies

RAP Resolvability Assessment Process

SIC Swiss Interbank Clearing system

SICAV Investment company with variable capital

SIF State Secretariat for International Finance

SNB Swiss National Bank

SO Supervisory organisation

SR Classified Compilation of Federal Legislation

SRO Self-regulatory organisation

SST Swiss Solvency Test

TB Transitory climate risks for banks



TCFD Task Force on Climate-related Financial Disclosures
TLAC Total loss-absorbing capacity

TV Transitory climate risks for insurance companies

UCITS Undertakings for Collective Investment in Transferable
Securities

US GAAP United States Generally Accepted Accounting
Principles

VASP Virtual Asset Service Provider

VIX Volatility Index

ZKB Zurcher Kantonalbank
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Supervision of Institutions Christoph Kuhn Restructuring and Insolvency
and Products Rupert Schaefer
Daniel Bruggisser International Cooperation
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Legal Expertise
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Organisation chart

(31 December 2020)

M Divisions
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* Member of the Executive Board

Strategic Services Operations

Johanna Preisig * Alexandra Karg *

Division Operating Office Division Operating Office
Florian Roth Niko Kehm
Regulation Facility Management
Noél Bieri and Procurement

Albert Gemperle

International Affairs
Franziska Low Finance
Thomas Fliickiger

Legal and Compliance

Renate Scherrer-Jost Human Resources
Kathrin Tanner Adrian Réthlisberger
General Secretariat Information and Communication
and Communications Technologies

Edith Honegger Christoph Hunziker




FINMA's ten strategic goals

for 2021 to 2024

The strategic goals show how FINMA intends to fulfil its legal mandate and where
its focus will lie. The goals concern various areas of client and system protection,

but also operational topics (see page 78).

Goals for client and system protection Operational goals

1 - Capital and liquidity

FINMA will safeguard the stability of supervised financial in-
stitutions, particularly by ensuring that banks and insurance
companies are well capitalised and have ample liquidity re-
sources.

2 - Conduct
FINMA will have a sustained positive impact on the conduct
of supervised financial institutions.

3 - Risk management and corporate governance
FINMA is committed to ensuring that supervised financial in-
stitutions maintain the highest risk management standards
and will promote responsible corporate governance through
its supervisory activities.

4 - Too big to fail
The plans provided for by law will be drawn up in order to
mitigate the “too big to fail” risk.

5 - Structural change

FINMA will seek to ensure that the financial system remains
robust in the light of forthcoming structural changes and its
clients are able to benefit from new opportunities without
being exposed to additional risks.

6 — Innovation
FINMA will promote innovation in the Swiss financial centre.

7 - Sustainability

FINMA will contribute to the sustainable development of the
Swiss financial centre by giving particular consideration to
climate-related risks in its supervisory work and urging finan-
cial institutions to tackle these risks transparently.

8 - International cooperation and regulation

FINMA will seek to ensure that Swiss financial regulation is
in line with international standards. It will represent Swiss
interests in international fora and make the case for credible
international standards. FINMA is a recognised, cooperative
and reliable partner for foreign supervisory authorities.
FINMA is committed to financial regulation that achieves tar-
geted reductions of risks while also being proportional and
as simple as possible.

9 — Resources

The resources required will be based
on the expenditure necessary for
FINMA's extended legal remit to be
fulfilled in an efficient manner. New
technologies will be used to help re-
alise gains in efficiency and effective-
ness.

10 - Staff

FINMA's staff are highly qualified and
receive continuous training. They are
highly motivated, demonstrate a high
level of integrity and are flexible.

As an attractive employer, FINMA is
committed to ensuring equal oppor-
tunities and that work can be suc-
cessfully combined with family life.
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