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FINMA's mandate and core values

FINMA is an independent supervisory authority with the legal
mandate to protect clients and ensure the proper functioning
of the financial markets. FINMA thus contributes to enhancing
the reputation, competitiveness and future sustainability 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. It carries out its activity independently and in a
consistent manner. Its staff are responsible, have high standards of integrity and are able 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, together with the trading venues, it supervis-
es compliance with market conduct rules as well as the disclosure of shareholdings at listed companies.

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 the restructuring proceedings and bankruptcies of companies subject to financial
market laws.

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 cross-border tasks that are related to its supervisory activity. It represents Switzerland
in international fora and cooperates with foreign regulators.




2021 in milestones

Marlene Amstad takes
up her duties as

Chair of FINMA's
Board of Directors.
p-78

Regulations implement-
ing FinSA and FinlA
come into force.

p. 30, p. 47 ff., p. 83 ff.

FINMA welcomes small
banks to the annual
symposium, held in an
entirely digital format
for the first time.

p-73

JANUARY

FEBRUARY

For the first time, all of
the domestic systemically
important banks now
have credible resolution
strategies.

p. 58

Banks around the
world suffer large
losses as a result of
dealings with financial
firm Greensill and
hedge fund Archegos.

FINMA CEO Mark
Branson is appointed
President of the
Federal Financial
Supervisory Authority
BaFin in Germany.

FINMA opens enforce-
ment proceedings
against Credit Suisse
in connection with the
“Archegos” and
“Greensill” cases.

p- 39



https://www.finma.ch/en/news/2021/04/20210422-mm-cs-verfahren/
https://www.finma.ch/en/news/2020/11/20201112-medienmitteilung-folgeregulierung-fidleg-finig/
https://www.finma.ch/en/news/2020/11/20201112-medienmitteilung-folgeregulierung-fidleg-finig/
https://www.finma.ch/en/documentation/finma-publications/addresses-and-specialist-articles/kleinbankensymposium-2021/
https://www.finma.ch/en/documentation/finma-publications/addresses-and-specialist-articles/kleinbankensymposium-2021/
https://www.finma.ch/en/documentation/finma-publications/addresses-and-specialist-articles/kleinbankensymposium-2021/
https://www.finma.ch/EN/news/2021/03/20210319-mm-resolution-bericht/
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FINMA's Takeover and State
Liability Committee rejects
the appeal against the
Swiss Takeover Board's
ruling 750/02 regarding
Swiss Steel Holding AG.

p- 56

Diem Networks GmbH
withdraws its
application for authori-

sation as a payment
system in Switzerland,
which was at an
advanced stage.

p- 19

Established supervisory prac-
tice on supplementary
health insurance regarding
the protection of insured
persons from abuse is inte-
grated into a circular.

p. 64

Specific transparency
obligations for climate risks
come into force.

p. 28 ff.

FINMA enables the scanning
of chips embedded in
biometric identity docu-
ments for the purposes of
digital client onboarding.

p. 18

Negotiations com-
mence regarding an
agreement on
cross-border market
access for financial
services between the
United Kingdom and
Switzerland.

The Federal Council ap-
proves the appointment of
Urban Angehrn as FINMA's
new CEO with effect from

1 November 2021.
p- 80

AUGUST

The Distributed
Ledger Technology Act
comes into force.


https://www.finma.ch/en/news/2021/05/20210520-meldung-verfuegung-swisssteel/
https://www.finma.ch/en/news/2021/05/20210520-meldung-verfuegung-swisssteel/
https://www.finma.ch/en/news/2021/05/20210520-meldung-verfuegung-swisssteel/
https://www.finma.ch/en/news/2021/05/20210520-meldung-verfuegung-swisssteel/
https://www.finma.ch/en/news/2021/05/20210520-meldung-verfuegung-swisssteel/
https://www.finma.ch/en/news/2021/05/20210512-mm-rs-10-03-krankenzusatzversicherung/
https://www.finma.ch/en/news/2021/05/20210517-mm-rs-16-07-online-identifizierung/
https://www.finma.ch/en/news/2021/05/20210517-mm-rs-16-07-online-identifizierung/
https://www.finma.ch/en/news/2021/05/20210517-mm-rs-16-07-online-identifizierung/
https://www.finma.ch/en/news/2021/05/20210517-mm-rs-16-07-online-identifizierung/
https://www.finma.ch/en/news/2021/05/20210517-mm-rs-16-07-online-identifizierung/
https://www.finma.ch/en/news/2021/05/20210531-mm-transparenzpflichten-zu-klimarisiken/
https://www.finma.ch/en/news/2021/05/20210531-mm-transparenzpflichten-zu-klimarisiken/
https://www.finma.ch/en/news/2021/07/20210713-mm-finma-fuehrung/
https://www.finma.ch/en/news/2021/07/20210713-mm-finma-fuehrung/

FINMA approves the first-
ever stock exchange and
central securities depository
for the trading of tokens.
p. 20 f.

FINMA reports on the status
of the LIBOR transition.
p. 38 f.

FINMA recognises the ad-
justed AMAS self-regulation
as a minimum standard.

p- 47

FINMA concludes proceed-
ings against Credit Suisse
in connection with
observation activities and
Mozambique loans.

p- 53

FINMA commits to
implementing the relevant
recommendations of

the Network for Greening
the Financial System.

p- 67

FINMA holds its third Asset
Management Symposium
on sustainable finance with
a focus on greenwashing.
p-73

The recovery plans of

SIX x-clear and SIX SIS are
approved for the first time,
subject to conditions.

p- 59

FINMA approves the
first crypto fund
pursuant to Swiss law.
p- 48

SEPTEMBER

The Federal Council ap-
points two new members to
FINMA's Board of Directors.
p-78

OCTOBER

FINMA concludes final
enforcement proceedings
in connection with

the Venezuelan oil
conglomerate PDVSA.

p- 53

NOVEMBER

DECEMBER

The Federal Council
reinstates mandatory
working from home.

The Swiss parliament

adopts an amendment
to the Banking Act
concerning insolvency,
deposit protection
and segregation.



https://www.finma.ch/en/news/2021/09/20210910-mm-sdx/
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https://www.finma.ch/en/news/2021/10/20211020-mm-finma-vr/
https://www.finma.ch/en/news/2021/10/20211020-mm-finma-vr/

FOREWORD BY THE CHAIR AND THE CEO

A financial centre founded on stability and focused

on the future

The coronavirus pandemic prompted market turmoil
on a global scale, putting the stability of the financial
sector to a very severe test. The financial markets and
most economies have since recovered. Nonetheless,
the risks for the financial sector remain real and some
risks have even increased. FINMA therefore remains
committed to stability and is playing its part in laying
down solid foundations for the future to build con-
fidence among all participants in the Swiss financial
market.

Stability promotes confidence

Following the financial crisis in 2008, financial requ-
lation was overhauled worldwide to make financial
institutions more resilient and thus bolster the stabil-
ity of the financial system. These achievements un-
derwent their first real test during the coronavirus
pandemic. In-depth analysis by FINMA in recent
months has demonstrated unequivocally that the
increased capital and liquidity buffers have had an
important stabilising effect on the Swiss financial
institutions. The capital buffers proved to be particu-
larly beneficial when the hedge fund Archegos in-
flicted losses ranging from significant to substantial
on the two large Swiss banks. This event showed that
the proportionality principle —i.e. requiring the large
banks to hold bigger safety buffers — is an essential
part of the regulatory architecture.

These crises have been dealt with successfully in recent
months, but that should not lull us into a false sense
of security. The Swiss financial market will inevitably
face further challenges in future. The economic out-
look remains uncertain and has the potential to erode
the profitability of individual financial institutions over
time. It is therefore notable that an important last
building block of the regulatory architecture is still
outstanding. The “Basel IlI" project addresses long-
standing weaknesses in the banking sector and will
make large institutions in particular more robust by
regulating them in a proportionate manner. The im-
minent finalisation of the liquidity regulations for large
banks also seeks to ensure that the Swiss financial
centre is well-prepared for any future crises. Clients
must continue to have confidence in the stability of
the Swiss financial institutions.

Confidence in financial institutions is underpinned by
good risk management and exemplary leadership.
FINMA therefore puts considerable emphasis on
these standards in its supervisory work. In 2021 we
saw once again that shortcomings in business con-
duct, for example anti-money laundering, can se-
verely damage a financial institution’s reputation.
Where necessary FINMA's enforcement activities
have ensured that full compliance with the law is
restored.

A solid foundation for the future - focus on
sustainability and digitalisation

Stability and confidence will be equally indispensable
to the Swiss financial centre going forward and de-
serve our protection. They provide security while also
leaving space for innovation. FINMA engages in
depth with the whole spectrum of issues the financial
sector is set to face in the future.

The push for greater sustainability is particularly im-
portant in this regard. The disclosure rules on climate
risks for large banks and insurers implemented by
FINMA in mid-2021 are an important milestone in
managing climate risks in the financial sector. Togeth-
er with partner authorities in Switzerland and abroad,
in academia and the financial industry, FINMA is con-
tinuing to work on making these risks more measur-
able. One of the strengths of the Swiss financial
centre FINMA is keen to promote is that the promis-
es made by sustainable products are consistently
fulfilled. Therefore FINMA used the tools at its dis-
posal to combat greenwashing in 2021.

Digitalisation will give rise to new risks and opportu-
nities for financial institutions. FINMA has always
approached innovative projects with an open mind
and on the basis of the “same risks — same rules”
principle. Current legislation in Switzerland, enhanced
by recent additions, provides an excellent framework
for this by ensuring appropriate protections combined
with equal treatment of all participants on the finan-
cial markets. New developments such as projects in
decentralised finance will pose new and different
challenges to this framework and FINMA's supervi-
sion. A high level of technical expertise will remain



central to how FINMA approaches this demanding  This report provides an overview of FINMA's activities
task in future. FINMA strives to continuously optimise  in 2021, highlights important milestones during the
its internal processes via digitalisation, and its staff year and discusses FINMA's approach to regulation
deepen their skills and knowledge through training. against the backdrop of its statutory responsibilities.
This strengthens FINMA's solid foundations for tack-

ling the upcoming challenges.

T

We hope you enjoy reading the report.

Prof. Marlene Amstad Dr Urban Angehrn
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Institutions and products overseen

Individuals or companies wishing to accept money from investors, offer insurance
products, set up funds or operate in another manner in the Swiss financial markets
must, depending on their activity, be licensed, recognised, authorised, approved

or registered by FINMA. The statutory requirements and supervisory intensity vary
depending on the type of authorisation concerned. In total, FINMA oversees some
30,000 institutions and products across several types of authorisation. Not all of those
are supervised by FINMA directly.
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MARKET DEVELOPMENTS AND INNOVATION

Market developments

The Swiss financial centre was once again strongly influenced by the
pandemic and the continuing low interest rates in 2021. However,

banks, insurance companies and asset managers held their own well
in this challenging environment.

'Profitable means that a
business yields a profit.

Return on capital, by con-

trast, indicates the rela-
tionship between profit
and the capital invested —
i.e. how effectively the
capital was used.

The economic environment for the Swiss financial
centre remained challenging in the year under re-
view. However, thanks to government intervention
and the recovery of the economy, the downward
risks due to the coronavirus pandemic did not mate-
rialise. Credit defaults were limited thanks to the low
risk of loss for banks towards sectors that had suf-
fered particularly from the consequences of the pan-
demic. While the banks’ profitability increased, the
continuing low interest rates once again proved a
burden. Prices rose further in the real estate market,
as did the volume of mortgages despite tightened
self-regulation. The business of insurance companies
was most strongly impacted by the coronavirus pan-
demic, followed by the major storm damage. The
theme of sustainability generally gained importance,
while the ongoing pandemic further advanced digi-
talisation in terms of both client contact and internal
processes.

Market developments among banks

and securities firms

Swiss banks and securities firms for the most part
operated successfully in the year under review, de-
spite the challenging environment. Thanks to gov-
ernment support packages and monetary policy in-
terventions, the recession due to the coronavirus
pandemic took a V-shaped course and the Swiss
economy recovered rapidly.

New licences

2021 |TT— o
2020 NIRRT Y,
2019 [HNTT——— S
0 4 8 12

Market exits

2027 I 3
2020 IR 1 o 6
2019 I— 4

0 4 8 12

The 2021 financial statements of banks and securities
firms were sound. Despite relatively high growth of
loans to customers, there were no major value ad-
justments, nor was there a marked reduction in pro-
visions. The reasons for this included the monetary
and fiscal support measures and the limited risk of
loss for banks towards those sectors that had suf-
fered strongly due to the pandemic. Regarding lend-
ing, the number of borrower insolvencies has so far
been remarkably low despite the coronavirus crisis.
The year under review accordingly saw the continu-
ation of an unusually long phase without major cred-
it defaults. However, the situation could change with
the discontinuation of the support measures poten-
tially delaying necessary structural change. Custom-
er deposits rose again in 2021, prompting many in-
stitutions to reduce their criteria for passing on
negative interest rates to both institutional and retail
clients. The capital situation of Swiss banks was
sound across all peer groups.

The profitability of the various groups of banks de-
veloped positively altogether in 2021. However, the
return on capital' remained at a low level or even fell
further. Retail banks fundamentally held up well in
the challenging environment and stabilised their in-
come; however, their return on capital fell even fur-
ther from a low level. Margins remained under pres-
sure, particularly among institutions with business

M Banks

Il of which branches
M securities firms

lll of which branches



models heavily dependent on the interest margin
business. Interest income was in many cases only
kept stable thanks to quantitative growth of the lend-
ing business, particularly in the investment properties
segment. The commission business and services con-
tinued to perform positively, but remained of minor
importance for retail banks.

Wealth management banks recorded an increase in
gross operating profit for the fifth year in succession
in 2021. This was driven by the result from trading
activities and commission. Assets under manage-
ment increased significantly due to a net inflow of
client assets and above all thanks to record price
peaks at key stock exchange centres. The return on
equity (RoE) of wealth management banks only rose
slightly and thus remained stable, as has been the
case for years.

Trends already observed for some time continued in
the Swiss real estate market and were accentuated
by the consequences of the pandemic. Despite on-
going high vacancy rates, investment properties re-
mained highly sought after among investors due to
the lack of alternative investment opportunities.
Prices in the owner-occupied sector rose more sharp-
ly than in previous years due to the increased de-
mand, now also visible on the outskirts of major
centres. The tightened self-regulation in the funding
of investment properties that entered into force at
the beginning of 2020 had little impact on the vol-
ume of mortgages, which was 3.3% above the pre-
vious year’s level. However, with regard to credit
quality, the tightened self-regulation led to a signif-
icant decrease in the share of new mortgages with
a high loan-to-value ratio (LTV) in this segment, as
intended.

Compared with the previous year, the issue of sus-
tainability rose further up the list of priorities for most
supervised institutions. ESG topics (environment,
social and governance) could in future lead to lasting

changes not only in the asset management business,
but also in lending and investment banking.

Furthermore, the pandemic accelerated digitalisation
in terms of both client contact and internal process-
es. The ongoing digitalisation of the financial system
and the entry of new players to the market are pro-
moting new business models and driving the devel-
opment of new services. The focus is on payment
apps, asset management tools and automated pro-
cesses for lending. On the one hand, FINMA ob-
served at the institutions a trend towards more out-
sourcing, such as the use of cloud solutions instead
of traditional data centres. At the same time it noted
that new IT solutions enable the extensive integration
of other service providers, especially FinTech compa-
nies. These IT solutions are dynamic, highly flexible,
and use standardised technical interfaces.

Market developments among

insurance companies

The insurance sector maintained good overall risk
capacity according to the Swiss Solvency Test (SST)
in the year under review (see “SST figures by insur-
ance sector”, page 42). The coronavirus pandemic
was the most significant, but by no means the only
challenge giving rise to uncertainty. Further challeng-
es included the exceptionally high hail damage as
well as new opportunities and risks in the cyber
realm. Non-life insurers and reinsurers in particular
responded swiftly and comprehensively to the cir-
cumstances, for example by adjusting their coverage.
For life and health insurers, the persistently low in-
terest rates, increasing life expectancy and possible
turbulence on the overheated real estate market
remained issues that required intensive risk manage-
ment and needed to be taken into account in the
valuation of investments and reserves.

The market developments in non-life insurance re-
mained strongly impacted by the coronavirus pan-
demicin 2021. Mobility decreased due to employees

13
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New licences
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working from home and limited travel opportunities,
investments in the residential sector increased, online
trading grew considerably, and there was a rising
awareness of the growth of cyber risks. This led to
new client expectations and posed both challenges
and opportunities for insurers. Fears that the pan-
demic would exert a strongly negative impact on the
overall economic situation and thus also significant-
ly impair the non-life insurance industry proved un-
duly pessimistic.

With regard to severe weather events, 2021 was a
year of exceptional losses. Comprehensive motor
vehicle insurance and insurance against natural haz-
ards in particular sustained losses that far exceeded
the customary values. According to an estimate by
the largest non-life insurers, storm-related losses
exceeded expectations by around CHF 1 billion. Ma-
jor hailstorms in June 2021 played a particular role
here.

The global reinsurance sector sustained losses from
disaster events in 2021 that were above the average
of the last ten years. Hurricane “Ida” alone caused
losses of around USD 30 billion. Generally speaking
it was possible to establish higher premiums when
renewing annual policies. A degree of consolidation
was observed among reinsurers in Switzerland. The
number of reinsurance companies decreased.

M Life insurers

Il of which branches
B Non-life insurers*
llll of which branches

8 10 Reinsurers
| Captives
* Excluding health insurance
companies
8 10

Supplementary health insurance generated stable
year-on-year premium income of CHF 10.2 billion in
2021. Benefit payments fell by 4.6% from CHF 7.3 bil-
lion to CHF 7.0 billion. Increased payments under
daily sickness benefits insurance were more than
offset by reduced claims of supplementary health
benefits of both an inpatient and outpatient nature.

Licences were granted to four non-life insurers in the
year under review, two of which were branches of
foreign insurance companies. There were also seven
market exits in total, four of which were caused by
mergers. One life insurer and two reinsurance cap-
tives were released from supervision.

Market developments in the

Swiss fund market

The friendly market environment, particularly on the
stock markets, continued to have a positive effect on
the asset management industry and the Swiss fund
market. The dominant theme here was sustainable
investing. The more robust economic development
and good development of the financial markets
meant that aggregate net assets under management
by open-ended Swiss collective investment schemes
reached a new peak of just under CHF 1,200 billion
at the end of September 2021. Shares and bonds
were the most significant asset classes with CHF 408
and 337 billion respectively. The number of approved



Swiss and foreign collective investment schemes
also developed positively, reaching new peaks of
1,850 Swiss and 8,360 foreign collective investment
schemes as at the end of 2021. A five-year compar-
ison of the net assets under management according
to fund type reveals that other funds for traditional
investments and in particular other funds for alter-
native investments saw above-average growth.
Despite ongoing margin and cost pressure, the num-
ber of licensed institutions and specifically managers
of collective assets increased further. FINMA also li-
censed two representations of foreign managers of
collective assets for the first time in the year under
review.

Total Swiss funds
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Total foreign funds
|
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Total institutions

2021 217 M Fund management companies
2020 . 300 I Managers of collective assets
2019 I EH Custodian banks
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Innovation

Technological innovation is also opening up a wide range of opportunities for new
and enhanced processes and business models in the financial markets. FINMA
actively monitored these innovations in 2021 in order to offer financial institutions
modern regulatory conditions adapted to the technological possibilities.
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FINMA updated the circular for the online client iden-
tification process in the year under review. It also
further developed the regulatory principles with the
Distributed Ledger Technology (DLT) Act. For the first
time it authorised two financial market infrastruc-
tures based on DLT, and four institutions had ob-
tained the FinTech licence launched in 2019 by the
end of 2021.

Digital client onboarding - keeping up with
technological developments

Digitalisation is providing companies with increasing
opportunities for process optimisations and efficiency
gains that also stand to benefit their clients. FINMA is
open to such developments. It set out its practice for
enabling new clients to be identified digitally for the
first time back in 2016 in Circular 2016/07 "Video and
online identification”. The requirements for effective-
ly preventing money laundering need to be met and
the specific risks in the digital environment taken into
account. In order to facilitate modern processes adapt-
ed to the technological possibilities, the circular is reg-
ularly adjusted to reflect technological developments.
This has already happened twice since it entered into
force in 2016.

Compared to in-person interactions, the digital
sphere entails higher risks of false documents (that
are genuine but originate from a third party) or fraud-
ulent documents (that have been manipulated) being
used. Financial intermediaries therefore have to im-
plement specific security mechanisms for video or
online identification. Technological developments are
enabling these security mechanisms to be improved
and designed more efficiently.

One such development was included in the revision
of the circular in 2021 for the online client identifica-
tion process. Previously, financial intermediaries were
obliged to check the identity of a client by means of
a bank transfer from an existing bank account. As an
alternative, the identity of clients can now be verified

using a biometric passport chip. Financial intermedi-
aries can also now use geolocation to verify home
addresses.

Status of FinTech licence and implementation
of DLT Act

The FinTech area is continuing to develop from a reg-
ulatory perspective. In the year under review, new
experience was gained with the FinTech licence that
entered into force in 2019. At the same time, the
regulatory principles for the Distributed Ledger Tech-
nology (DLT) Act were further developed, with the
DLT trading facility offering a new licence type for
innovative business models.

The FinTech licence in accordance with the Banking
Act (Art. 1b BA) entered into force at the start of
2019. Four institutions had obtained this licence by
the end of 2021. The licensing procedure for three of
these four institutions was conducted in the year un-
der review. It appears that the FinTech licence is par-
ticularly attractive for innovative service providers in
the area of payment transactions. The lower require-
ments compared with a banking licence take account
of the lower prudential risks of payment service pro-
viders. The lower requirements facilitate access to the
financial market. These simplifications continue to
attract interest in the licence. FINMA has therefore
conducted a large number of meetings with poten-
tially interested parties, including in the year under
review. However, some interested parties are recon-
sidering when they realise that despite the simplifica-
tions mentioned the applicants still have to fulfil
stringent requirements. While the capital and organ-
isational requirements are significantly reduced com-
pared with a banking licence, no concessions are
made in terms of the anti-money laundering require-
ments, as payment services pose high inherent mon-
ey laundering risks. The requirements placed on ap-
plicants should therefore not be underestimated.
Interested parties are advised to study the statutory
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requirements in detail and if necessary to obtain ex-
pert advice.

The entry into force of the Federal Act on the Adap-
tation of Federal Law to Developments in Distributed
Electronic Register Technology (DLT Act) on 1 August
2021 extended the scope of application of the FinTech
licence to certain deposit-taking activities of payment
tokens. Furthermore, the DLT trading facility pursuant
to the Financial Market Infrastructure Act (Art. 73a
ff. FINMIA) also created a new financial market infra-
structure for the multilateral trading of DLT securities
(standardised book-entry securities suitable for mass
trading that are held on a blockchain and can be
transferred). In contrast, for instance, to stock ex-
changes, a DLT trading facility can also admit end
customers as participants and also offer settlement
and custody services alongside trading. This combi-
nation of activities that were previously not compat-
ible serves to create scope for innovative new business
models. However, it also entails a wide range of re-
quirements for applicants. FINMA has therefore pub-
lished detailed guidelines on its website. No supervi-
sory experience has so far been gained with the new
rules.

Issue of stable coins by supervised institutions
In September 2019, FINMA published an initial indi-
cator in its supplement to its guidelines for enquiries
relating to initial coin offerings of how in its super-
visory practice it would assess stable coins under
Swiss supervisory law. The “Libra/Diem” project,
which enabled FINMA to develop its practice and
expectations placed on issuers of stable coins and
payment systems based on stable coins, is of particu-
lar note here. Libra/Diem decided during the year
under review to launch the payment system from the
USA due to the fact that the USA was intended to
be an important target market, with the project set
to be based solely on a stable coin linked to the dol-
lar. FINMA remains involved with stable coin projects

of existing institutions and start-ups. It responded to
a large number of enquiries for such projects in the
year under review. While most of these came from
institutions with no financial market licence, some
supervised banks also approached FINMA with stable
coin projects.

When responding to these enquiries from banks, in
each case FINMA conducted an overall assessment of
the risks, particularly including the risks posed to the
integrity of the financial market. If a bank wishes to
issue stable coins on a transaction system with open
access such as Ethereum, the increased money laun-
dering and reputational risks must particularly be
taken into account. Due to the open nature of such
systems, the issuing institution only retains control
after the stable coin has been issued in the event of
a potential redemption against the underlying value.
The anti-money laundering due diligence obligations
can accordingly only be met vis-a-vis the first and the
last person to dispose of the stable coin. Intermediate
persons buying or selling the stable coin on the open
platform lie outside the control of the issuing institu-
tion. This risk can create reputational damage for
both the institution concerned and the entire Swiss
financial market.

In order to address these risks, contractual and,
where appropriate, technological transfer restrictions
are required for the issue of stable coins by super-
vised institutions. All persons disposing of stable
coins must be sufficiently identified by the issuing
institution or by adequately supervised distribution
partners in order to comply with the due diligence
obligations under the Anti-Money Laundering Act
for all transactions with stable coins.

Decentralised finance (DeFi)

Many projects submitted enquiries to FINMA from
the emerging area of “decentralised finance” in the
year under review. This term describes a new form
of openly accessible financial services. The develop-

19


https://www.finma.ch/en/authorisation/fintech/fintech-bewilligung/
https://www.finma.ch/en/news/2019/09/20190911-mm-stable-coins/
https://www.finma.ch/en/news/2019/09/20190911-mm-stable-coins/

20

ment, which has become known by the abbreviation
“DeFi”, is linked to open-access, programmable
blockchain systems in the form of smart contracts.
DeFi has so far emerged particularly in the form of
DeFi applications that facilitate financial market ser-
vices such as the trading of tokens and the lending
business. DeFi is largely based on peer-to-peer mod-
els. Traditional intermediaries such as banks and se-
curities firms therefore do not play any role. Any
service in the financial market that can be realised as
a computer program can in principle also be imple-
mented as a DeFi application. Unlike traditional fi-
nancial market services, there are no individually
identifiable or controlling operators for genuine DeFi
applications.

When processing enquiries, it is important to distin-
guish projects without identifiable operators from
those that describe themselves as DeFi but are actu-
ally organised and controlled centrally and therefore
similar to traditional financial market intermediaries.
Such projects fall within the scope of financial market
law. The specific enquiries to FINMA concerned trad-
ing platforms via which tokenised securities or cryp-
tocurrencies can be traded. When responding to
such enquiries, FINMA utilises the following ap-
proaches:

— FINMA applies the existing rules to DeFi applications
and in doing so abstracts from the use of specific
technologies or procedures (principle of technology
neutrality).

— If a DeFi application offers the same service and
poses the same risks as intermediaries in the tra-
ditional financial market, FINMA also applies the
same rules (same risks, same rules).

— If, from an economic perspective, a DeFi applica-
tion offers an activity under financial market law
that would require licensing, FINMA also assumes
a licensing requirement in the case of new types
of technical or legal implementation (substance
over form).

Stock exchange and central securities
depository approved for the first time

for the trading of tokens

On 10 September 2021, FINMA issued two approvals
to operate financial market infrastructures based on
distributed ledger technology (DLT): one to SIX Dig-
ital Exchange AG to act as a central securities depos-
itory and one to the associated company SDX Trading
AG to act as a stock exchange. The Swiss financial
centre thus for the first time has infrastructures that
facilitate the trading of digitalised securities in the
form of tokens and their integrated settlement.
FINMA applied the existing provisions of financial
market law in a technology-neutral way here in keep-
ing with the “same risks, same rules” principle.

The licences granted took the traditional route,
namely approval to act as a stock exchange and cen-
tral securities depository in accordance with the Fi-
nancial Market Infrastructure Act. They have facili-
tated a close-knit value chain ranging from issue and
trading through to the settlement and custody of
tokenised assets. After exchange execution, transac
tions are settled gross and immediately. There is no
clearing by a central counterparty of the transactions
to be settled. Furthermore, owing to the close link-
age of trading and settlement, stock exchange trans-
actions only become legally binding once the central
securities depository has fully settled them from ex-
isting stocks of the participants. The SDX offering is
aimed at supervised financial institutions.

Artificial intelligence in the

Swiss financial market

The area of “artificial intelligence” (Al) and in par-
ticular “machine learning” has seen spectacular pro-
gress in the last decade. On the one hand, machine
learning has enabled new connections and problem
solutions to be found in the form of practically im-
plementable algorithms that without these technol-
ogies would have remained concealed. On the other



hand, it is often not possible to explain in detail how
some of these algorithms are discovered by the ma-
chine. In isolated cases, these algorithms result in
errors that are difficult to explain. There are also ex-
amples of such algorithms that — unintentionally —
lead to systematic discrimination.

Owing to the abundance of data, the financial mar-

ket offers a promising field for the use of Al. Based

on surveys at selected banks, FINMA compiled an

initial review of the areas of use for Al applications

in the year under review. These include

— client and transaction monitoring, for instance
with regard to money laundering, credit card mis-
use and payment transaction fraud;

— portfolio analysis and suitability analysis;

— trading systems and trading strategies;

— process automation for document processing, IT
or human resource management and deployment
in marketing and sales promotion.

FINMA is planning further work and analyses in 2022
concerning the use of these technologies in areas
relevant to supervisory law. It will concentrate on
data management, governance and the control en-
vironment of the applications.

A detailed survey of one hundred Swiss insurance
companies conducted by FINMA showed that Al is
already widely used in this sector (see page 44). The
insurers use it mainly in customer interactions, as well
as in claims processing and distribution. Al is also
used for pricing applications. In relation to govern-
ance, the insurers have begun to set up committees
to professionalise and further develop their Al-spe-
cific processes.

FINMA has also developed initial applications based
on Al that are used to support data-driven supervision.
These tools have been used for a number of years and
include automated data evaluation for analysing irreg-

ularities. Such applications can be found in the Asset
Management division with respect to certain invest-
ment vehicles and in the Banks division in connection
with selected financial institutions.
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Wide public interest in FINMA's work

Over 6,600 clients, investors, lawyers and other interested parties contact
FINMA by phone or in writing every year. The questions they ask are gener-
ally 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.

071

enquiries

enquiries about
authorised institutions
' (banks, insurers, etc.)

© 1,422

unauthorised institutions reported

1 ,462 regulatory enquiries

1,255

supervisory-related enquiries
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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
as well as the measures they are taking to protect their clients. In the year
under review, the supervisory work has focused, above all, on the continuing
low interest rates and the trends in the real estate market, as well as on cyber
risks and climate risks.

Thanks to government support packages and mone-
tary policy interventions, the coronavirus pandemic
caused less economic damage than had been feared
during 2021. However, it contributed to expansionary
monetary policy and, in some cases, increased the risks
faced by the financial centre. Consequently, FINMA
once again made interest rate movements and the real
estate market priority areas for its prudential supervi-
sory work. It also focused on cyber security and corpo-
rate governance. In connection with the transitional
periods stipulated in the Financial Institutions Act (Fin-
IA) and the Financial Services Act (FinSA), particular
attention was paid to portfolio managers and trustees.

Low interest rate environment

FINMA considers the risks arising from the persistent-
ly low interest rate environment to be one of six top
risks for the financial market and is carefully moni-
toring the developments in various sectors.

The expansionary operating conditions on the money
and capital markets have intensified even further as
a result of the coronavirus crisis. Consequently, the
pathway towards normalisation has now become even
more challenging and will therefore involve higher
risks. Following a long downward trend in long-term
interest rates, a relatively strong counter movement
was seen for the first time during February of the year
under review. Interest rates sank again until the sum-
mer, however, and consequently the ten-year market
interest rate became negative (-0.18%) once more;
but then, from September, it began to climb back into
positive territory once again. The emerging higher in-
flationary trends may lead to an adjustment in the very
expansionary money and capital market policy, par-
ticularly in the US or the EU. Rising inflation rates in
these economic regions mean that there is an increas-
ing level of uncertainty in relation to the future inter-
est rate trajectories of the respective central banks,
and that interest rate rises have become more likely.

In the year under review, the persistently low interest
rate environment and the flat yield curves continued
to have a negative impact on the profitability of
banks operating in the interest margin business. The
measures taken by banks to stabilise earnings — such
as increased credit volumes, fee increases, the in-
creasing practice of passing negative interest rates
on to clients, or cost-reducing measures such as out-
sourcing or consolidations — involve various risks.

For life insurance companies, the process of gener-
ating the returns required in connection with legacy
insurance contracts, as well as when entering into
profitable new business transactions, has remained
challenging. In order to cover long-term guarantee
commitments, the insurance companies purchase
long-term bonds yielding very low interest rates. This
means that the low yields set at the acquisition date
are fixed for several years. The low interest rate en-
vironment has also resulted in decreased demand for
life insurance products with saving components and
interest rate guarantees, since the interest rate guar-
antees have adapted to the low interest rate environ-
ment. Clients are increasingly choosing products for
which they bear the investment risk themselves. The
low interest rate environment continues to pose a
risk in respect of certain business models based on
insurance products with a saving component.

During 2021, FINMA's supervisory work in relation
to banks focused on identifying institutions with po-
tentially excessive interest rate risks (also known as
outlier institutions), and on conducting specific, on-
site supervisory reviews and stress tests. In this re-
spect, increased attention was paid to the capacity
to bear short- to medium-term yield risks under var-
ious interest rate scenarios. FINMA also conducted
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regular monitoring to establish how, and under what
conditions, banks were passing on negative interest
rates to their clients, which may pose risks to ensur-
ing stable refinancing.

Excessive interest rate risks were highlighted in dis-
cussions with certain individual banks, most of which
subsequently implemented risk-mitigating measures.
Implementing such measures frequently involved the
use of interest rate swaps to hedge against interest
rate risks, or the use of Pfandbrief loans to make
adjustments to the balance sheet structure. In indi-
vidual cases capital add-ons were also effected in
order to ensure an adequate risk-bearing capacity.
During the course of on-site supervisory reviews,
FINMA identified some individual banks that also
needed to make improvements to their implementa-
tion of the revised regulation that entered into force
at the beginning of 2019 (Circular 2019/02 “Interest
rate risks — banks”). The relevant banks were called
upon to make the necessary adjustments and FINMA
will monitor and support the implementation of its
recommendations.

As part of its ongoing supervisory role, which in-
cludes auditing insurance reports, FINMA has carried
out monitoring to ensure that insurance companies
are not providing guarantees which would be unlike-
ly to be met, given their amount or duration. It also
conducted checks to ensure that adequate provisions
were in place to cover the incurred liabilities. These
checks were performed as part of the annual review
of provisions and, in the event of any irregularities,
through institution-specific on-site supervisory re-
views. FINMA also advocated for improved transpar-
ency towards consumers.

Trends in the real estate market

The substantial risks in the mortgage and real estate
markets were further accentuated as a result of the
price increases during 2021. The strong demand seen
in the tenant market — also during the coronavirus

pandemic — at least helped to ward off further in-
creases in the risks faced by the residential invest-
ment property sub-market. In the owner-occupied
housing market, the rate of growth in real estate
prices attained levels last seen eight years ago, which
was attributed to brisk demand coupled with a de-
pleted level of supply in this sector. As incomes have
remained stable, the gap between residential house
prices and wages has increased even further. FINMA
therefore continues to regard a potential correction
on the real estate and mortgage market as one of
six top risks.

The banks have responded to falling interest margins
and increased competitive pressure by improving ef-
ficiency and, above all, by expanding volumes, in-
cluding in the mortgage sector (+3.3% compared
with the previous year). In the case of domestic mort-
gages, they maintained their market share? of ap-
proximately 94%. The market share of insurance
companies — for which limits in tied assets have a
restrictive effect — decreased slightly to below 4%.
Alongside the accelerated volume expansion, FINMA
observed an increase in the affordability risks asso-
ciated with the granting of new mortgages, particu-
larly in the residential investment property sector.

On 1 January 2020 the Swiss Bankers Association
introduced stricter self-regulation requirements on
the maximum loan-to-value ratio for new financing
loans for investment properties, not least as a result
of the additional involvement of FINMA. This tight-
ening has already led to a reduction in banks’ mort-
gage portfolio risks —including during the year under
review. FINMA monitored compliance with the strict-
er requirements and took action in cases where
banks had not adequately implemented these adjust-

2Sources:
SNB: Year-end statistics;
FINMA: Insurance market
report 2020; FSO: Pension
fund statistics 2019.
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ments. Furthermore, FINMA strongly recommended
that the stricter requirements should also be applied
to the buy-to-let financing sub-segment, which is
not officially covered by the self-regulation. During
the course of implementing the final provisions of
“Basel IlI”, FINMA also called for an improvement in
the risk sensitivity of the capital requirements for
mortgages.

FINMA utilised its regular supervisory instruments,
such as on-site supervisory reviews and stress tests,
in order to identify elevated risks affecting individu-
al supervised institutions in connection with the real
estate and mortgage market. The above two ap-
proaches prompted the institutions concerned to
implement risk-mitigating measures in the areas of
lending and risk management as well as in their in-
ternal directives. In this regard, FINMA has improved
its data-driven supervisory techniques in the credit
area through the addition of new monitoring tools.
Besides the increased use of existing data sources, it
also investigated the use of additional information
on credit portfolios.

Governance

In the year under review, FINMA continued with its
intensified supervision aimed at enhancing the cor-
porate governance of large banks and insurance
companies (see also: FINMA Annual Report 2019,
page 22, and FINMA Annual Report 2020, page 33).

In the banking sector, the weaknesses that were
identified during the course of 2020 in the corporate
governance systems of the five “outlier institutions”
were remedied. For all banks in supervisory catego-
ries 1 to 3, FINMA has made further progress with
systematically addressing the strategic action areas
defined at the end of 2020. The issues relating to
bank governing bodies with multiple mandates and
to the handling of conflicts of interest were compiled

into a questionnaire, which was sent to the institu-
tions for a one-off self-assessment. The first evalua-
tion results are expected by mid-2022. The issue of
“checks and balances” within operational manage-
ment was scrutinised more closely as part of the
periodic analysis of the management structures of
institutions in the supervisory categories concerned.
Unbalanced management structures will be correct-
ed. The question of when and how the third action
area aimed at managing the overall composition of
the bank councils of cantonal banks will be dealt with
remains open.

To address the procedures for effecting changes to
bank governing bodies, FINMA has published a set
of Guidelines, which it prepared in consultation with
the Swiss Bankers Association. As a form of guidance
for the supervised institutions, this provides a trans-
parent explanation of FINMA's current practice for
dealing with changes to governing bodies. Verifying
that the requirements for irreproachable business
conduct are met continues to consist of the two el-
ements of professional suitability (fitness) and per-
sonal integrity (properness). Institutions are now
required to submit the requirements profile as well
as explanations with regard to the selection process
and the suitability assessment performed in respect
of the candidate.

During the year under review, FINMA also used a
structured procedure to assess key aspects of corpo-
rate governance within insurance companies. Data
collected from the insurance companies served as
the main basis for this assessment. The latter focused
on the company-wide management and control
mechanisms, the modus operandi of the board of
directors and the operational executive board, as well
as the independence and responsibilities of the su-
pervisory functions. This data collection process was
performed for all insurance companies and insurance
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groups or conglomerates that are subject to institu-
tional supervision by FINMA, including branches of
foreign insurance companies. Reinsurance captives
were not included.

The assessment findings revealed that most insurers
have generally sound corporate governance struc-
tures. For those companies demonstrating significant
weaknesses, FINMA specified the corrective actions
to be taken in each case. Across the institutions, it
identified the most significant weaknesses in the ar-
eas of fitness and properness (professional and per-
sonal suitability) as well as potential conflicts of in-
terest for persons providing a guarantee for proper
business conduct. These topics remain a focal point
of corporate governance supervision.

In addition, FINMA reviewed its tools for supervising
corporate governance in insurance companies and
introduced some further developments, e.g. in the
area of monitoring to ensure that governing bodies
have appropriate professional knowledge and expe-
rience, and are composed of members who have ad-
equate time availability, as well as in the area of han-
dling conflicts of interest.

After conducting a survey on various aspects of cor-
porate governance at selected institutions in the as-
set management sector during 2020, FINMA as-
sessed all of the fund management companies and
managers of collective assets during 2021. FINMA
displayed the results on a heat map, which provided
an overview of the potential action areas and
indicated outliers. In particular, FINMA identified iso-
lated institutions that showed signs of a de facto
concentration of power in the CEO. Corporate gov-
ernance also presents a challenge when the licensee
is an integrated part of a financial group with de-
pendent board members, dual reporting lines and
intra-group delegations and bodies. Such findings

were incorporated into the process for ongoing su-
pervision of the institutions. No urgent need for ac-
tion was identified among the remaining fund man-
agement companies and managers of collective
assets, even if potential for improvement was iden-
tified in the case of various institutions.

Findings from cyber supervision

During the year under review, successful cyber at-
tacks on established companies from all industry
sectors, both in Switzerland and the rest of the
world, were reported in the headline news. FINMA
has also observed an increasing number of reported
cyber attacks. Since the entry into force, in Septem-
ber 2020, of the clarifications on the duty to report
cyber attacks, as published in FINMA Guidance
05/2020, a total of 95 cyber attacks of substantial
importance for the affected institutions have been
reported. The worst-affected institutions were
banks, followed by asset managers and insurance
companies.

FINMA continues to regard cyber risks as one of the
principal risks faced by the Swiss financial centre.
During the year under review, it has therefore allo-
cated further resources to this area. Compared with
2020, FINMA also conducted a significantly greater
number of cyber-specific on-site supervisory reviews.

Supervised institutions are paying increasing atten-
tion to cyber risks, which they very frequently iden-
tify as one of their main risk areas. Between 2019
and 2021 FINMA almost tripled the number of on-
site supervisory reviews conducted at institutions. A
further increase in the number of reviews is planned
for the year 2022. However, during the year under
review, it was also established that some supervised
institutions were failing to provide regular reports on
these risks to their executive board or their board of
directors.
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With regard to identifying institution-specific poten-
tial threats from cyber attacks, some institutions
lacked a clear definition of the scope and content of
their critical and/or sensitive company-specific data.
Consequently, these institutions reported difficulties
in implementing the targeted protective measures.

To gain a more comprehensive and realistic insight
into the capacities of institutions to withstand cyber
attacks, FINMA's cyber supervision encompassed, for
the first time, two different threat-based scenario
analyses during the year under review. Firstly, the
processes for detecting and responding to a cyber
attack were tested by means of tabletop exercises,
which simulate attack scenarios. Secondly, FINMA
commissioned specialists to conduct scenario-based
tests under controlled conditions and in consultation
with the institutions.

The majority of the findings from the on-site super-
visory reviews concerned the protection of business
processes and technological infrastructure. Some
supervised institutions showed room for improve-
ment in the areas of cyber training and awareness.
In order for the protective measures to be effective,
it is essential to ensure that employees at all hierar-
chical levels are kept regularly informed about the
cyber risks and that they know and understand the
most common methods of attack, such as phishing;
they must also know who to contact within the com-
pany if they spot any signs of a cyber attack.

More than half of the received reports of cyber at-
tacks of substantial importance involved attacks on
availability through distributed denial of service
(DDO0S). Since the reporting obligation was intro-
duced in September 2020, three waves of DDoS
have been observed in total. In particular, the first
wave in September 2020 had serious consequences
and, in some cases, affected the availability of re-
mote-working infrastructure, online services, email
infrastructure and other systems. Some institutions

had neglected their defence mechanisms in this
area. The second most frequent reporting category
involved attacks on third parties. Approximately
25% of the affected supervised institutions were
not attacked directly; instead, they were attacked
indirectly via their key service providers.

With respect to the identification and logging of cyber
attacks, it was clear that some institutions had been
failing to monitor their technological infrastructure in
a timely and systematic manner. In some cases critical
log data was not being analysed, or such analyses
were being performed only during office hours.

In the year under review, most institutions imple-
mented precautionary measures to ensure the
prompt restoration of normal business operations
following extraordinary events. In many cases, how-
ever, there was still a lack of specific measures for
restoring operations following cyber attacks.

Climate risks

As part of its strategic goals for the period 2021-
2024, FINMA is making a contribution towards the
sustainable development of the Swiss financial cen-
tre. Overall, financial institutions and supervisory
authorities across the globe are still in the process of
developing established practices with respect to cli-
mate risks. Inspired by international developments,
FINMA took further steps during the year under re-
view that are intended to drive this process forward
for the Swiss financial centre.

During 2021, FINMA continued to encourage super-
vised institutions to take appropriate measures to
address climate risks. It is primarily the responsibility
of the institutions to identify and reduce these risks
and to develop their risk management accordingly.
In this respect, the supervisory approach is generally
comparable to the approach adopted for other risk
drivers, and it is risk-based and proportionate.



Alongside other measures, the priority areas during
the year under review included continuing the dis-
cussions with the largest supervised institutions on
how their climate-related financial risks can be ad-
dressed, as well as the formulation and further de-
velopment of supervisory approaches for monitoring
the climate risk management systems of banks and
insurance companies. These approaches form the
basis for the targeted application of existing super-
visory instruments and measures in the area of cli-
mate-related financial risks, and are generally aligned
with the relevant guidelines issued by international
standard-setting bodies. The initial approaches de-
veloped during the year under review will be applied
for the first time in 2022, particularly in order to
ensure compliance with new disclosure require-
ments. However, the supervisory work also encom-
passes other aspects, such as reviewing the risk man-
agement system or ensuring that the governance of
the supervised institutions takes adequate account
of climate risk issues.

In parallel, FINMA intends — during the course of the
coming years — to further develop and continuously
refine its supervisory practices by means of an itera-
tive process. In doing so, the experiences from the
specific application of these approaches will be tak-
en into account, in consultation with the supervised
institutions, as well as developments and advances
at the international level.

In the year under review, FINMA continued to ad-
dress the core question of how to quantify climate-re-
lated financial risks resulting from the transition to a
more climate-friendly economy. In the course of a
joint project, FINMA and the Swiss National Bank
(SNB) analysed the impact of a range of transition
scenarios on the portfolios of the two largest banks.
They analysed the banks’ exposure from securities
and loans where the counterparties are in those sec-

tors of the economy that are sensitive to climate
policy developments, and also conducted climate-re-
lated scenario analyses. The analyses were carried
out between May 2020 and December 2021 in co-
operation with the University of Zurich.

Objectives and methods

FINMA and the SNB had two objectives: firstly, to
gather experience in the field of climate-related sce-
nario analysis, and secondly, to obtain a more precise
picture about climate-related transition risks for the
two largest banks. The pilot project also implement-
ed the recommendation by the Basel Committee on
Banking Supervision (BCBS) on climate-related sce-
nario analysis.>

After evaluating a variety of methodologies, FINMA
and the SNB opted for the approach developed by
Professor Battiston (University of Zurich).* This ap-
proach was refined in cooperation with the Universi-
ty of Zurich and applied to the data of the two largest
banks. The analysis required a specific data survey at
these banks, where information about business loans,
shares and corporate bonds (including derivatives) on
the banks’ balance sheets was collected.®

The Battiston scenario analysis approach models sud-
den changes in the expectations of market participants
worldwide relating to a range of transition scenarios.
The basis is a scenario that does not feature any new
policy measures. This is compared with the market
expectations for scenarios based, for example, on
greenhouse gas emissions of net zero by 2050 or a
delayed transition starting in 2030. The changes in
market participant expectations in these scenarios lead
to the revaluation of the financial instruments in the
banks’ balance sheets. Financial instruments issued by
companies that depend on fossil fuels are particularly
impacted.

The transition scenarios used in the model were de-
veloped by the Network for Greening the Financial

3Principle 18 of the BCBS
consultation paper “Princi-
ples for the effective man-
agement and supervision
of climate-related financial
risks” states in particular
that supervisors should use
climate-related risk scenar-
io analysis to identify rele-
vant risk factors, the size
of portfolio exposures and
potential data gaps, and
(where appropriate) should
disclose the findings.

+Cf. Professor Battiston’s cli-
mate stress-test (Battiston
etal. 2017, Nature Climate
Change) and subsequent
developments (Roncoroni
et al. 2021, Journal of Fi-
nancial Stability; Battiston
etal. 2021, Science). A
more complete list is avail-
able online.

°Assets managed for
third-party account, loans
to private households (for
example, mortgages) and
government bonds were
not part of the analysis.
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5Cf. Vermeulen et al.:
The heat is on: A frame-
work for measuring finan-
cial stress under disruptive
energy transition scenarios
DNB Working Paper
No. 625, February 2019.

7In accordance with Battis-
ton’s classification of “Cli-
mate Policy Relevant Sec-
tors” (CPRS); exposures in
the CPRS “fossil fuel”,
“utilities”, “transporta-
tion” and “energy-inten-
sive”, but not in “build-
ings”, “agriculture” and
“finance”.

8In line with its practice in
the case of stress tests and
in light of the fact that
only two banks were ana-
lysed, FINMA does not go
into any detail about the
specific results of the sce-
nario analyses.

?Corresponding to the
BCBS's proposed recom-
mendations for consider-
ing climate-related finan-
cial risks (Principle 15).

System (NGFS) and are now used by supervisory au-
thorities as benchmarks. For comparative purposes,
a stress test methodology developed by the Nether-
lands Central Bank (DNB) was additionally imple-
mented.®

Results

Aggregated across the two largest banks (UBS and
Credit Suisse), about a quarter of the portfolios an-
alysed were exposed to sectors of the economy that
are particularly susceptible to transition risks.” Com-
pared with the market as a whole (market capitalisa-
tion based on a leading index provider), the banks
do not exhibit any significant concentrations in the
individual sectors of the economy. Their exposure to
the carbon-intensive sectors is low. For example, coal
producers only account for around 0.2% of port-
folios, aggregated across the two banks.

The scenario analyses provide initial indicators for
estimating transition risk.® To obtain a more accurate
estimate of the materiality of climate risks for banks,
however, a more detailed survey would be necessary.
This relates in particular to how long time horizons
are dealt with and the impact of transition scenarios
on companies and banks. Likewise, assumptions
about market and bank expectations that have al-
ready been priced in and the effect of previously
unconsidered transactions on potential climate-relat-
ed losses (for example, commission and mortgage
transactions) need to be taken into account. Physical
risks also need to be considered.

Corresponding studies at an international level will
also be important for answering these questions.

The results of the pilot project will flow into the over-
all assessment of climate-related transition risks at
large banks and into FINMA's supervisory dialogue
with the banks.? In light of the high level of uncer-
tainty surrounding the transition to a low green-

house-gas-emitting economy, the financial institu-
tions should also consider extreme but plausible
scenarios and estimate their impact on their business
models and risk positions. FINMA and the SNB will
continue to address quantitative approaches for
measuring climate risks. They will follow correspond-
ing studies at the international level and contribute
to answering the questions discussed.

Portfolio managers and trustees:

supervising and monitoring supervisory
organisations in taking the initial steps

during the applicable transition period

Since the Financial Institutions Act (FinlA) entered into
force on 1 January 2020, portfolio managers and
trustees have been required to obtain a licence.
FINMA has received notifications from 2,521 institu-
tions that intend to submit a licence application be-
fore expiry of the statutory deadline of 31 December
2022. In actual fact only 276 institutions submitted a
licence application by the end of 2021. In total, FINMA
has issued licences to 138 portfolio managers and
5 trustees.

Hence, the majority of portfolio managers and trus-
tees will be submitting their application in 2022. Both
the supervisory organisations (SOs) and FINMA will
thus be faced with a large quantity of applications
during 2022. In the year under review, FINMA has
gradually expanded its human resources responsible
for granting the expected applications from portfolio
managers and trustees. It has also established a
means for applications to be efficiently submitted
and processed using a digital and risk-based proce-
dure.

Responsibility for submitting applications on time by
31 December 2022 lies with the portfolio managers
and trustees. Before submitting a licence application
to FINMA, they must obtain confirmation of a po-
tential affiliation from an SO. They will therefore
need to allow an adequate amount of time for the
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Licensing procedures Applications submitted Applications approved
as at 31 December 2021

Portfolio managers with SO supervision 180 62
Portfolio managers with group supervision 82 76
Trustees with SO supervision 14 5

affiliation process. A failure to meet the statutory
deadline for submission of the licence application will
mean that the institution concerned is operating il-
legally, which may result in criminal consequences.
In consultation with the SOs, FINMA has therefore
advised the affected institutions to submit their ap-
plications as soon as possible, and to their SO by
30 June 2022 at the latest.

During the year under review, FINMA disseminated
its key information messages on the licensing concept
in the course of various industry events and media
reports. Along with the expectation that applications
should be submitted on time, it also provided infor-
mation on the business models that it considered to
be particularly high risk, and explained that licences
would be issued only to institutions with appropriate
risk management measures in place. This relates, in
particular, to the risks involved in cross-border finan-
cial services, in relation to the suitability of financial
services and to money laundering. Where business
models involve high levels of risk, the risk manage-
ment unit and the internal control mechanisms must,
as a general rule, be kept independent of the prof-
it-related activities — even in the case of smaller insti-
tutions.

The 2021 supervisory year was marked by regular
and intensive exchanges between FINMA and the
five supervisory organisations (SOs) that it authorised
in 2020. After authorising the SOs, FINMA's priority
was to implement and optimise the process for

licensing independent portfolio managers and trus-
tees via the SOs.

To ensure correct supervision of the portfolio man-
agers and trustees, FINMA issued the SOs with uni-
form guidelines and emphasised the importance of
their implementation. The guidelines included, by
way of example, approaches for evaluating the licens-
ing requirements and rating systems. Emphasis was
also placed on the need for the SOs to develop a
compliant IT infrastructure in a timely manner.

Furthermore, during this first year of supervision of
the SOs, FINMA invested significant time and effort
in answering policy questions.
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Focus of conduct supervision

Effective conduct supervision builds trust in the financial centre. Notwithstanding
the progress already achieved, FINMA once again made combating money laundering
and terrorist financing a priority area. This was particularly the case in the crypto
area, in which increasing numbers of institutions supervised by FINMA are now
offering services. The issue of greenwashing has also been brought into focus.

1OFATF Report “Updated
Guidance for a Risk-Based
Approach to Virtual Assets
and Virtual Asset Service
Providers”, October 2021.

""Booking centres, identifi-
cation rules, complex
structures, a more in-
depth focus on the topic
of politically exposed per-
sons, and trade finance.

2Article 10 AMLO-FINMA
requires that information
about the client and the
beneficiary be transmitted
with payment orders. The
recipient financial inter-
mediary then has the pos-
sibility to check, for exam-
ple, the name of the
depositor against sanction
lists. It can also check
whether the information
for the beneficiary is cor-
rect or whether it will re-
turn the payment in the
event of discrepancies.

In the year under review, FINMA analysed numerous
offered and planned services in the crypto area. It
provided the institutions with further details of its
expectations in relation to the money laundering
regulations, including in consultation with the
self-regulatory organisations responsible for the
money laundering supervision of numerous provid-
ers. Positive trends were seen with respect to the
preventive reports being made to the Money Laun-
dering Reporting Office Switzerland (MROS). Trans-
action monitoring has increasingly served as a source
of information. With the sharp increase in demand
for sustainable investment products, FINMA also
intensified activities aimed at preventing green-
washing.

Money laundering supervision

in the crypto area

Cryptocurrencies entail higher risks as a result, in
particular, of their anonymity and the technolo-
gy-driven speed of the transactions as well as the
fact that the transactions are not tied to a particular
location. By using cryptocurrencies, large amounts
can be transferred from one electronic account to
another in a matter of seconds, without the senders
or recipients of the transactions being identifiable.
The Financial Action Task Force on Money Launder-
ing (FATF) confirmed this finding in a report pub-
lished in 2021.1°

The institutions supervised by FINMA are increasing-
ly offering services in the crypto area, or planning to
launch such offers. In the year under review, FINMA
analysed a variety of business activities that banks
were planning to introduce in this area and reviewed
these with a particular focus on compliance with the
money laundering regulations. This also included
projects to issue stable coins (see “Issue of stable
coins by supervised institutions”, page 19).

FINMA also provided further details on its expecta-
tions for the auditing of institutions active in the

crypto area. During the summer of 2021, it supple-
mented the five existing risk-based modules, which
are used for reviewing compliance with the Anti-
Money Laundering Act (AMLA)," with a sixth module
on virtual assets (VAs) and virtual asset service pro-
viders (VASPs).

A large number of providers in the crypto area are
not supervised by FINMA and are instead affiliated
with self-regulatory organisations (SROs) that are
responsible for conducting money laundering super-
vision. The discussions between FINMA and the rel-
evant SROs focused on how to implement the travel
rule'? in conformity with FINMA Guidance 02/2019
“Payments on the blockchain” of 26 August 2019.
In order to gain insight into the specific supervisory
work being conducted in this area, FINMA performed
an on-site supervisory review at one of the SROs
during 2021.

During its discussions with the SROs, it also ad-
dressed the money laundering regulations that apply
to the exchange of cryptocurrencies. Whereas clients
were always identified in the case of long-term busi-
ness relationships, identity checks for spot transac-
tions with occasional clients were only being per-
formed if the transaction value exceeded a certain
threshold. On 1 January 2021, FINMA specified that
contracting parties must be identified if they are ex-
ecuting cryptocurrency exchanges with a value above
CHF 1,000 (previously CHF 5,000). The adjusted
threshold value meets the requirements of the FATF
recommendations and reflects the increased risks in
this area. It has been adopted by the SROs. One ap-
plication example would be the ATMs for cryptocur-
rencies. In order to effectively apply the threshold,
operators must implement technical measures to
ensure that their ATMs do not enable cryptocurren-
cy transfers to third-party wallets.

The following chart provides an overview of the ser-
vices offered by VASPs in Switzerland.
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Categorisation of virtual asset service providers (VASPs)

Number of institutions as at the end of June 2021, multiple answers possible

80

70 68

60

50

40

30

20

26

Fiat-to-crypto
exchange

Crypto-to-crypto
exchange

Money laundering supervision in numbers
Preventing money laundering plays an important role
in the prevention of crime. Well-functioning anti-
money laundering measures are also essential to the
success of the financial centre. As part of its super-
visory activity, FINMA strives to prevent money laun-
dering.

Enforcement investigations*
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Virtual asset
transactions
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Custody services ICO services

A significant part of FINMA's enforcement activity
during the reporting period involved combating
money laundering. FINMA conducted enforcement
investigations in cases where it had reason to believe
that supervisory law could have been breached. If
FINMA concluded that supervisory law had been
breached, and there was no other way to restore
compliance, it initiated enforcement proceedings.
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M Total number of
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enforcement investi-
gations relating to
combating money
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*  Excluding disclosures
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In the event of criminal breaches of supervisory law,
in particular breaches of reporting obligations under
Article 9 AMLA or activities being carried out without
the required licence, FINMA pressed charges.

2021 16
2020 20
2019 27

Trends in on-site supervisory reviews relating
to money laundering

The developments in the area of cryptocurrencies
have led to new risks in terms of money laundering
prevention. However, the traditional money launder-
ing risks still remain.

In the year under review, a positive trend was ob-
served in the fact that banks are increasingly using
transaction monitoring as a source of information for
the purposes of preventively reporting well-founded
suspicions to the Money Laundering Reporting Office
Switzerland (MROS) (MROS Annual Report 2020). If
this trend continues, it indicates that banks are mak-
ing increasing use of their internally available data.
Nevertheless, relevant client information that is avail-
able from public information sources still remains a
key component in terms of enabling financial inter-
mediaries to obtain and analyse information for mon-
ey laundering prevention purposes.

However, in the course of its supervisory work,
FINMA also identified weaknesses in the area of
transaction monitoring. In some cases, high-risk
transactions were not adequately investigated.
Weaknesses were also identified in risk assessments
relating to business relationships with domiciliary
companies. As a consequence of these deficiencies,
the necessary reports were not made to MROS. A
key element of the revision of the FINMA Anti-Mon-

ey Laundering Ordinance (AMLO-FINMA), which
entered into force in 2020, consists of strengthening
transaction monitoring processes and enhancing the
interaction with client risk monitoring systems
(Art. 13 para. 2 let. i AMLO-FINMA). In this respect,
special emphasis was placed on investigating the
reasons for the use of domiciliary companies, par-
ticularly in cases involving complex structures
(Arts. 9a and 13 para. 2 let. h AMLO-FINMA).

For example, in the course of its supervisory work
regarding the establishment of complex structures
FINMA identified a failure to scrutinise the alleged
charitable purpose specified by a client. This was the
case despite the fact that transaction monitoring had
provided clear evidence indicating that there was no
charitable activity involved and that the client was
using the assets for its own purposes. In another
case, it was found that the domiciliary companies set
up by a client had been receiving significant “com-
missions” from a listed company. The Chief Executive
Officer of the listed company was the same bank
client as the one that had set up the domiciliary com-
panies. The bank had failed to adequately investigate
the background to the transactions and consequent-
ly the unlawful contributions had remained undis-
covered for a long time. These examples highlight
how important a sound analysis and evaluation of
the transaction monitoring data can be, particularly
for the purposes of understanding complex struc-
tures.

In order to ensure effective reduction of money laun-
dering risks, financial intermediaries must rigorously
identify any such risks associated with their business
activity. Pursuant to Article 13 para. 2°* AMLO-FINMA,
financial intermediaries are required to record, in the
context of their risk analysis, whether each of the
individual criteria listed in the article are relevant to
their business activity. In the course of its on-site
supervisory reviews, FINMA determined that, in gen-
eral, this article had either not been observed or had
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not been complied with adequately. Although risk
analyses had been performed, they failed to go into
sufficient detail. All money laundering risks must be
identified and then, after taking into account the
business strategy, they must be duly considered, an-
alysed and assessed. To this end, the financial inter-
mediary must establish whether the criteria listed in
Article 13 para. 2 AMLO-FINMA are relevant to its
business activities. A simple summary of the money
laundering risks will not meet the requirements pur-
suant to AMLO-FINMA.

Greenwashing

FINMA’'s mandate includes protecting financial mar-
ket clients and investors from improper business
conduct, in particular from deception. The preven-
tion of “greenwashing” is primarily a matter of en-
suring that clients and investors are not misled, either
knowingly or unknowingly.

Demand for sustainable financial products and ser-
vices has risen rapidly in recent years, which has led
in turn to a corresponding surge in supply. This in-
creases the risk of clients and investors being deceived
about the sustainable characteristics of financial prod-
ucts and services (also known as “greenwashing”).
FINMA's investigations during the year under review
clearly demonstrated that greenwashing practices in
the offering of financial products and services need
to be monitored, and that providers often make prod-
uct promises that range from the vague to the mis-
leading.

Accordingly, FINMA introduced various measures to
counteract the greenwashing risks falling within the
scope of its mandate. It published Guidance in No-
vember 2021 in which it clarified, inter alia, the key
areas of its supervisory focus as well as its expecta-
tions in terms of products making reference to sus-
tainability. In addition to the product-level consider-
ations, the Guidance also addresses greenwashing
issues at the institutional level and at the point of

sale. This Guidance is intended to raise awareness of
this problem, once again, among the relevant insti-
tutions and, in particular, fund management compa-
nies. In November 2021, FINMA also held an Asset
Management Symposium on sustainable finance
with a focus on greenwashing; this addressed the
issues mentioned in the Guidance in further detail
and illustrated these with practical examples.

For the purposes of greenwashing prevention,
FINMA relies on guidelines of a general nature in the
absence of any specific rules on the transparency of
financial products and financial services making ref-
erence to sustainability.

With regard to collective investment schemes, how-
ever, the statutory principles provide, in particular,
for the express prohibition of deception. Investors
should also be able to make informed investment
decisions with respect to products that are marketed
as sustainable. For example, during the year under
review, FINMA set out the specific information that
Swiss fund documentation should contain if a fund
is labelled as sustainable. In applications for new
product approvals and amendments to product ap-
provals, additional information on the sustainability
targets pursued, their implementation and their in-
tended impact has to be provided. This makes it eas-
ier for FINMA to evaluate whether potential investors
are being deceived, and to intervene accordingly. By
means of spot checks performed on numerous funds,
FINMA also checked for any cases of deceptive prod-
ucts, and carried out around ten sustainability-fo-
cused on-site supervisory reviews of managers of
collective assets.

Overall, however, FINMA's scope of action to effi-
ciently prevent and combat greenwashing is limited.
For instance, there is a lack of specific, sustainabili-
ty-related transparency obligations as well as a lack
of effective supervisory bases for taking action at the
point of sale. Specific regulatory measures could pro-
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vide FINMA with additional tools for tackling green-
washing in a broader and more effective way.

Market integrity

Effective market supervision builds trust in the prop-
er functioning of markets and ensures fair and trans-
parent pricing. To this end, securities firms must
declare their transactions fully and without qualita-
tive defects to the reporting offices established by
the trading venues. The analyses of the reports form
the basis for combating market abuse. In suspicious
cases, the trading supervisory bodies submit reports
to FINMA and pass on their transaction data. FINMA
reviews the data quality, evaluates the data and, if
necessary, passes it on to the criminal authorities.

The proper fulfilment of transaction reporting obli-
gations by securities firms is an essential prerequisite
for successful supervision of the Swiss securities mar-
ket by the trading venues and FINMA. Although the
involved parties had improved the quality of their
transaction reports during recent years, there was
still a significant need for improvement during the
year under review. More specifically, FINMA identi-
fied that securities firms were submitting incomplete
derivatives reports. In particular, value-determining
information was found to be lacking, e.g. the type
(call or put), strike price, term, underlying asset or
subscription ratio. For this reason, FINMA focused its
supervisory work on the correct implementation of
these reporting obligations in order to make market
abuse more easily detectable by the surveillance units
of the trading venues and by FINMA. To improve the
reporting quality, the first steps were taken to make
minor adjustments to FINMIO-FINMA.

If FINMA identifies during the course of its quality
audits, or on the basis of information provided by the
trading venues, that a securities firm is failing to com-

ply with its reporting obligations, or is not doing so
satisfactorily, it will conduct investigations and,
where necessary, order measures to restore compli-
ance with the law. In the year under review, FINMA
identified repeated violations of the reporting obli-
gations. In one serious case, for example, it conclud-
ed enforcement proceedings against a securities firm
and, in two further cases, it reported criminal offenc-
es to the Federal Department of Finance.

Developments in relation to compensation
from third parties

Compensation payments that financial service pro-
viders receive from third parties in connection with
the provision of financial services must be passed on
to their clients, unless the client has expressly waived
this. Such compensation payments include brokerage
fees, commissions, kickbacks, discounts and other
benefits for assets. These types of remuneration can
lead to conflicts of interests if financial service pro-
viders do not select the best product or service for
their client but consider instead the highest compen-
sation payment that they could receive. Compensa-
tion payments that will not be passed on to the cli-
ents must therefore be disclosed. In this way, they
can decide whether they wish to use the product or
service and waive the reimbursement.

In the year under review, there was a further contrac-
tion in the area of application of such third-party re-
muneration. Many financial service providers are now
waiving such revenues or have been passing them on
to the clients automatically. For example, approximate-
ly 30% of banks no longer accepted any remuneration
payments from third parties in connection with finan-
cial services. Other institutions waived at least some
of their third-party remuneration payments and struc-
tured their asset management services or investment
advisory services on a retrocession-free basis.

However, despite this declining trend, there were still
financial service providers who were unwilling to



forego this source of income, or at best they did not
wish to do so in full. In these cases, the clients were
required to waive the compensation payments in
advance. To this end, however, it was necessary for
the clients to be aware of what they were actually
waiving. Hence, the amounts of the third-party com-
pensation payments, or at least the estimated rang-
es for these payments, must be disclosed to the cli-
ents. It must also be possible for these amounts to
be compared with the other fees associated with the
financial service. Hence, in the asset management
and portfolio-based investment advisory services
sectors, it will not suffice to disclose only individual
ranges for each asset class. Instead, a comparison
with the total investment volume is required (see
Federal Supreme Court judgement 4A_355/2019 of
13 May 2020). In the year under review, market anal-
yses conducted by FINMA revealed that the advance
waivers and the information provided on the com-
pensation payments were frequently only of a very
general nature and did not provide any specific state-
ments on the amount to be waived. FINMA will
therefore conduct increased monitoring in this area
to ensure transparent and correct disclosures.

Register of advisers

On 20 January 2021, the transitional period expired
for enrolling the client advisers of financial service
providers which are not subject to prudential super-
vision for registration in one of the registers of ad-
visers maintained by the three authorised registration
bodies.

FINMA is responsible for licensing the registration
bodies, evaluating their activity reports and providing
them with ongoing support. The evaluations of the
first activity reports presented by the registration
bodies during the year under review revealed that,
during the transitional period, 3,850 client advisers
had submitted an application for registration. Of the
registered client advisers, just over a third were dom-
iciled abroad; furthermore, just over 95% were work-

ing within an employment relationship. During the
fourth quarter, FINMA collected information from a
selection of financial service providers based in Swit-
zerland, which were not subject to prudential super-
vision, in order to determine whether or not they had
complied with the registration requirement for client
advisers. This revealed that the financial service pro-
viders are generally aware of the new registration
requirement.

In the course of checking on the authorised registra-
tion bodies, FINMA satisfied itself that the coordina-
tion between the three registration bodies was func-
tioning adequately. For example, it ensured that the
registration criteria had been applied consistently.
However, it also emerged that the three registration
bodies had recorded very different numbers of ap-
plications for registration.
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Supervisory activity by sector

FINMA’s level of supervision is most intensive wherever risks for the financial
centre are greatest. However, it is always committed to proportionality.

The four supervisory divisions - Banks, Insurance, Asset Management and
Markets - follow trends in the relevant sectors closely. Key supervisory
instruments include on-site supervisory reviews, stress tests, specific
surveys and high-level meetings.
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As part of its integrated financial market supervision,
FINMA monitors the overarching trends in all areas
of the financial centre and oversees the risks that are
associated with the activities of the supervised insti-
tutions in the financial market. This risk-oriented,
comprehensive perspective ensures that similar or
identical situations receive the same supervisory
treatment across all supervised institutions. Sec-
tor-specific issues are dealt with by the responsible
supervisory divisions. Close cooperation between the
divisions ensures knowledge management at all
times within FINMA.

Banking supervision

FINMA's banking supervisory activities were once
again conducted in a risk-oriented and proportional
way. Regular audit work was supplemented by on-
site supervisory reviews. The small banks regime has
established itself well as one particular expression
of the risk-oriented and proportional approach. It
helped exempt the participating banks and securities
firms from certain supervisory requirements. FINMA
has long considered the disorderly abolition of LIBOR
as one of the major risks facing the Swiss financial
centre. It therefore monitored its replacement close-
ly. The supervision of cryptobanks also posed chal-
lenges, and FINMA provided close support to the
affected institutions.

FINMA pursues a range of initiatives so that it can
ensure that implementation of banking regulation is
structured as proportionately as possible. The small
banks regime exempts banks and securities firms in
categories 4 and 5 that are particularly liquid and well
capitalised from certain supervisory requirements.
Overall, the small banks regime has established itself
well in the year under review. With 57 participating
banks, the number has fallen slightly since its intro-
duction.

The initial experience since the introduction of the
small banks regime on 1 January 2020 was selective-
ly analysed in 2021. There were no acute weaknesses
that had to be rectified until the regular ex-post eval-
uation of the new rules. Potential improvements were
identified in the area of communication, for example
with regard to the precise scope of the exemptions.
FINMA's analysis also indicated the key importance
of a dynamic analysis of the small banks regime. In
the future, for example, further possible exemptions
should be considered when developing or updating
the regime. There were no indications that there
needs to be a change in the eligibility criteria for the
small banks regime. The most important findings of
the analysis were discussed with the sector at the
Small Bank Symposium in January 2022.

The good establishment of the small banks regime
is all the more encouraging because it had to be
implemented in the middle of the coronavirus pan-
demic in a difficult environment. It should be noted
that due to altered client behaviour as a result of the
pandemic, some banks had difficulty meeting the
simplified leverage ratio requirements, due in par-
ticular to the increased inflow of client funds. FINMA
engages in an ongoing dialogue with the industry so
that these specific developments can be taken into
account and suitable solutions found.

For along time, FINMA viewed the disorderly replace-
ment of LIBOR as one of the largest risks for the Swiss
financial centre, in particular with regard to opera-
tional readiness and the valuation and legal risks.
Supervisory activity was also correspondingly inten-
sive in the year under review: FINMA monitored the
LIBOR replacement with requirements for monthly
self-assessments by the twenty most exposed banks
and securities firms. This helped it promptly identify
the institutions that were lagging behind compared
with the recommended timetable in FINMA Guidance
10/2020 and address this with the institutions con-


https://www.finma.ch/en/news/2020/12/20201204-am-libor/
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cerned. Overall, the timetable was complied with well
by most of the institutions. FINMA intervened at the
few remaining outliers in September 2021. Addition-
ally, it delegated an audit mandatary to the most
heavily exposed institutions, who audited and as-
sessed the remaining legal risks in the case of discon-
tinuation of LIBOR in CHF and EUR.

In Guidance 03/2021, FINMA reported in September
2021 about the status of LIBOR replacement and
drew attention to existing challenges, such as the
switch of syndicated loans to alternative benchmark
interest rates. FINMA again called on all financial
market participants to drive forward their prepara-
tions for the discontinuation of LIBOR with maximum
priority. To help all supervised institutions, it pub-
lished tried-and-tested procedures.

Overall, the supervised institutions achieved tremen-
dous progress in the switch; in particular, the volume
of LIBOR contracts without robust fallback clauses
fell by more than 90% since mid-2020. For the re-
maining contracts without robust fallback clauses,
FINMA is expecting certain legal risks associated with
potential materialisation after the end of 2021.
FINMA will therefore continue to monitor the de-
crease in such contracts in 2022. On the basis of the
progress made, the risk of a disorderly abolition of
LIBOR benchmark rates was downgraded in FINMA's
Risk Monitor and is no longer considered a principal
risk for the Swiss financial centre.

At the end of March 2021, various major internation-
al banks reported that US-based family office Arche-
gos Capital Management LLC was unable to meet
margin requirements for derivatives transactions. This
particularly affected the two large Swiss banks, which
suffered high losses.

As part of their prime services business, the invest-
ment bank divisions of Credit Suisse and UBS offer a

range of services and financing arrangements for
professional counterparties such as hedge funds. A
significant level of leverage can be obtained by using
derivatives. In the case of Archegos, the high con-
centration risks in the course of realising the under-
lying positions resulted in significant price drops. As
a result, Credit Suisse had to report a loss of around
USD 5.5 billion. UBS reported a loss of USD 861 mil-
lion.

FINMA ordered a range of immediate measures at
Credit Suisse and opened enforcement proceedings.
Among other things, the immediate measures com-
prised organisational measures, risk mitigation meas-
ures and capital add-ons, as well as cuts or suspen-
sions to variable remuneration components. FINMA
also initiated work to address the incidents in coop-
eration with the affected foreign supervisory author-
ities, as well as to strengthen risk management and
the risk culture.

FINMA noted in its 2020 Risk Monitor that loan de-
faults, particularly by foreign counterparties, have
become more likely in the present market environ-
ment. These risks must be controlled adequately by
the supervised institutions. At the same time, the
occurrence of tail risks — events with a low probabil-
ity of occurring but an extreme impact — cannot be
excluded in the financial markets, causing substantial
losses. For this reason, the large banks are required
to have high safety buffers for capital and liquidity.
The Swiss regulation makes Switzerland an interna-
tional leader when it comes to prudential require-
ments and once again proved to be both adequate
and necessary.

In August 2019, SEBA Bank AG and Sygnum Bank
AG received FINMA's approval to commence banking
business. Both institutions focus on trading and safe
custody of assets that are based on blockchain tech-
nology.
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New companies in the new and dynamic markets
face particular challenges. Services associated with
cryptobased assets in particular demand new busi-
ness models. One example is the “tokenisation” of
assets, whereby assets such as expensive wines, art
or shares are modelled in a blockchain. Investors can
buy shares of tokenised assets, for example parts of
a painting.

For banking supervisors, these business models are
creating a range of new challenges and problems.
Because there is little experience in this area, FINMA
provided close support to the two banks in the year
under review. On the one hand, there were regular,
detailed discussions with the boards of directors and
the management. On the other, there were increased
requirements for reporting by the banks and the reg-
ulatory audit firm. FINMA additionally performed its
own on-site supervisory reviews in order to ascertain
particular important aspects, such as transactions
with cryptocurrencies, the risks and the correspond-
ing need for reviews.

In 2021 FINMA conducted deep dives in order to ob-
tain a deeper understanding of the application of the
expected credit loss approach under IFRS (in force since
1 January 2018) or US GAAP (in force since 1 January
2020) at the two large banks. The coronavirus pan-
demic meant that the models did not always provide
meaningful results. For this reason, post-model adjust-
ments or model overlays based on expert assessments
were increasingly required to calculate value adjust-
ments for expected credit losses. FINMA analysed
these developments as a major focus of its superviso-
ry work.

Banks that apply the Swiss accounting standards for
banks were required to introduce a value adjustment
model at the latest in financial year 2021 that is gov-
erned by the relevant categorisation under Annex 3
of the Banking Ordinance. Banks and securities firms

had the option to switch to a more far-reaching ap-
proach under a higher category. In the case of cate-
gory 2 and 3 banks, FINMA obtained information
about the status of the switch. It also analysed the
2020 financial statements of those category 3, 4 and
5 banks that had applied the new approach for in-
herent default risks in financial year 2020 prior to the
effective date. In the case of category 3 banks that
are primarily active in the interest margin business,
FINMA conducted an analysis of the relevant cover-
age ratios (ratio of value adjustments to loans) as at
end-2020 (initial users) and as at 30 June 2021 (oth-
ers) and notified the banks of the results. FINMA also
identified a range of deficiencies at initial users, es-
pecially in disclosures, and in October published
FINMA Guidance 04/2021 on the implementation of
new value adjustment approaches to non-impaired
receivables.

On-site supervisory reviews are an important super-
visory tool. They enable FINMA to obtain for itself an
assessment of the risks and the control environment
at banks. They deliver key insights and culminate, if
necessary, in further measures.

FINMA can conduct on-site supervisory reviews at
the institutions it supervises or it can outsource these
reviews to partners engaged by the institutions. Ei-
ther by itself or together with foreign supervisory
authorities, FINMA additionally conducts on-site su-
pervisory reviews at subsidiaries or branches of su-
pervised institutions abroad, or conversely supports
foreign financial market supervisory authorities when
they conduct direct reviews in Switzerland.

FINMA uses on-site supervisory reviews in addition
to its regular review activities. They are risk-based in
line with its supervisory approach. Event-driven or
institution-specific risks are each assessed by a team
of various specialists.


https://www.finma.ch/en/documentation/finma-guidance/

On-site supervisory reviews: banks

2021
2020
2019

95
104

60 80 100 120

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

In brackets: number of on-site reviews per category

2021 2020 2019
Category 1 22.00 (44) 25.50 (51) 22.50 (45)
Category 2 4.33(13) 4.67 (14) 3.33(10)
Category 3 0.89 (25) 1.00 (27) 1.23(32)
Category 4 0.17 (10) 0.18 (10) 0.09 (5)
Category 5 0.02 (3) 0.01(2) 0.01(2)
All institutions 0.36 (95) 0.39 (104) 0.35 (94)

In line with the Risk Monitor published by FINMA and
the FINMA annual targets for 2021, the focus of the
on-site supervisory reviews in the reporting period
was on combating money laundering, managing le-
gal and reputational risks in the cross-border busi-
ness, liquidity risk management and management of
interest rate risk, the mortgage lending business and
compliance with market conduct rules. Various on-
site supervisory reviews were also conducted on the
subject of IT and dealing with cyber risks. In some
cases, FINMA identified deficits in the implementa-
tion of the cyber requirements. There were also spo-
radic reviews in the areas of corporate governance
and greenwashing. In the course of dealing with
losses from the business relationship with Archegos
(see also page 39), FINMA conducted on-site super-
visory reviews at the two large banks regarding the
management of counterparty risks and the risk man-
agement of capital market transactions.

In total, FINMA conducted 95 regular on-site reviews
in 2021, including 57 longer supervisory reviews and

38 deep dives, of which one was outside Switzerland.
In comparison with the previous year, these represent-
ed around 9% fewer on-site reviews. In addition to
these regular reviews, FINMA conducted intensive on-
site supervisory reviews at two institutions. Because of
the pandemic, 77 on-site reviews were conducted in
full or in part via digital communication channels.

Insurance supervision

The consequences of the coronavirus pandemic con-
tinued to be felt in the insurance sector in 2021, par-
ticularly in the solvency figures of non-life insurers
and reinsurers. The impact on life insurers was sig-
nificantly lower. In the area of supplementary health
insurance, FINMA stepped up its activities with re-
gard to ensuring transparent and understandable
billing by inpatient service providers to supplemen-
tary health insurers.

The impact of the coronavirus pandemic was seen in
2021 in particular in the data on the Swiss Solvency

Banks

B UBS/Credit Suisse
(Supervisory
Category 1)

M Banks in Supervisory
Categories 2, 3, 4
and 5
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'*Pursuant to Article 25 ISA,
solo primary insurers (life,
non-life, health) submit
their annual financial
statements to FINMA by
30 April of the following
year, while reinsurers have
until 30 June. Figures are
therefore not yet available
for the sectors in question
for the financial year
2021.

Test (SST) for non-life insurers and reinsurers. The
impact on life insurers remained minimal, not least
thanks to the broad-based recovery of the financial
markets from the shock in March 2020. Individual
parameters of the SST standard model for health
insurers were recalibrated on an improved data basis,
which led to a certain increase in the SST ratios.

The benefits side of supplementary health insurance
was also significantly impacted by the coronavirus
pandemic in the course of 2020." The benefits paid
by individual and collective daily sickness benefits
insurance increased by 8.0% and 6.3% respectively
compared with 2019. By contrast, benefits in the
traditional private supplementary health insurance
products (inpatient and outpatient cover) fell by 7.4%
due to the coronavirus pandemic. Because of the
Federal Council’s COVID-19 Ordinance 2 dated
13 March 2020, healthcare facilities such as hospitals,
clinics, medical practices and dental practices were
not permitted to offer non-urgent medical treatment
and therapies for five weeks. Even after this period,
they were unable to provide normal levels of capac
ity because of hygiene measures. This resulted in an
8.0% reduction in payments for hospitalisation cov-
er, whilst the decrease in payments for outpatient

SST figures by insurance sector

cover was 5.7%. Overall, a combined analysis of dai-
ly sickness benefits insurance and private supplemen-
tary health insurance showed a 4.6% reduction
compared with 2019.

In 2021, FINMA stepped up its activities aimed at
ensuring that billing agreements between inpatient
service providers (e.g. hospitals and doctors also car-
ing for patients in hospitals) and supplementary
health insurers are in line with supervisory require-
ments. Through subsequent on-site reviews FINMA
monitored the progress in adjusting these agree-
ments at several insurers. The internal control sys-
tems were reviewed and plans of measures were
obtained. There was also an in-depth exchange of
information with other stakeholders on this topic.
For example, cooperation by FINMA with both the
Federal Office of Public Health and the price super-
visor was regulated and enhanced through memo-
randa of understanding. FINMA will continue to fo-
cus on this subject in the coming years as part of its
supervision of insurance companies by reviewing the
implementation of measures specified in action plans
by individual insurers.

SST 2021 SST 2020
Insurance Number of insurers with Number of insurers with
sectors SST ratio SST ratio below 100% SST ratio SST ratio below 100%
Life 207 % 0(16) 201% 0(16)
Non-life insurers 221% 1(51) 263% 0(52)
Health insurers 339% 0(19) 302% 0(19)
Reinsurers 185% 0 (24) 194% 0(24)
Reinsurance captives 269% 0(23) 299% 0(26)
Total 216% 0(133) 226% 0(137)

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



Feedback effect in the liquidation of assets by multiple insurance companies

Falling prices Insurance company

Initial situation:
high investment posi-
tions

Gap in liquidity
Initial event or reduction
of solvency

In early 2021, FINMA developed and implemented a
methodology for identifying emerging sector-wide
and systemic risks in the insurance sector and has
applied it since then. FINMA conducted a compre-
hensive analysis based on available data sources such
as ORSA reports and a dedicated survey of the insur-
ance industry. The aim of the methodology is to
safeguard the stability of the financial system and to
strengthen confidence in the orderly functioning of
financial markets by identifying emerging sector-wide
or even potentially systemic risks at an early stage
and thus facilitating timely mitigating measures.

The methodology is underpinned by the idea that a
risk will emerge if a certain initial event triggers a
causality chain. The change in the status of one actor
could then lead to losses for other actors. Examples
of actors include insurers or the insured, but also the
financial market as a whole. A simplified illustrative
example with a feedback effect is shown above.

As a result, a key risk was identified that has been
paid little international attention until now: the one-
year time horizon for regulatory capital requirements
to meet solvency requirements, as is common inter-

Asset liquidation Financial market

Initial situation:
overheated market

Falling prices,
liquidity may
dry up

nationally in the insurance sector. This horizon is
based on the assumption that it is possible to cover
the risks existing after the end of the one-year period
by recapitalisation if necessary. Should many insurers
be forced to undertake this type of recapitalisation in
a period of market stress, the costs would typically
be much higher than expected.

Other key risks already discussed result from devel-
opments in the real estate market (see “Trends in
the real estate market”, page 25) and from the
persistent low interest rate environment (see
page 24).

FINMA monitors the risks identified in this way more
closely and takes them into account when determining
its supervisory focus. It also addresses these risks in
discussions in connection with regulatory processes.

An introduction to the field of artificial intelligence
(Al) can be found in the section “Artificial intelligence
in the Swiss financial market” on page 20. The Insur-
ance division conducted a survey on the subject of
Al in 2021 covering one hundred insurance compa-
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On-site supervisory reviews: insurance companies

2021
2020
2019

10 20 30 40

Insurance
M insurance companies
in Supervisory
Categories 2 and 3
50 60 I Insurance companies
in Supervisory
Categories 4 and 5

57

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

2021 2020 2019
Category 2 and groups 1.18 (13) 1.36(15) 1.36 (15)
Category 3 0.73 (28) 0.68 (25) 0.57 (21)
Category 4 0.16 (10) 0.11(7) 0.19(12)
Category 5 0.07 (6) 0.04 (4) 0.13(12)
All institutions 0.29 (57) 0.25(51) 0.30 (60)

nies in all sectors. The companies reported 81 Al
applications already in use. Another 45 applications
were in the planning stage, whereby 31 projects are
highly likely to be implemented in the next four years.
Based on the feedback from the sector, FINMA as-
sumes that the number of applications in the plan-
ning stage is actually much higher than the number
of projects effectively reported. The main area of
application related to interaction with customers,
followed by applications for claims processing and
sales. The survey revealed that Al is already being
used by non-life insurers for pricing applications.
Overall, there were wide variations in both the appli-
cation spectrum and the specific Al methods used.

Competence centres for Al are already in place or
being developed, especially at the large insurers.
They primarily support the business units in identify-
ing potential Al applications and in the development
and implementation of these applications. In terms
of governance, some committees relating to data
have been institutionalised and Al-specific develop-
ment processes have been formalised. This was ac-
companied by the creation of new roles and func

tions relating to data, such as data scientist, machine
learning engineer or Al test manager.

Some institutions also conducted specific risk anal-
yses relating to the development of Al applications.
However, there were still no general or compa-
ny-wide minimum requirements for the explainabil-
ity of Al applications. Such requirements were de-
fined individually, depending on the application and
its area of use.

As in the previous year, the processing of charges
billed by medical service providers was also the sub-
ject of on-site supervisory reviews at several supple-
mentary health insurers in the year under review. The
status of the measures defined by the insurers was
reviewed. These included ensuring transparent, un-
derstandable invoices, the adjustment of contracts
with service providers or the development of effec
tive financial controlling systems in this context
(see “Update on supplementary health insurance”,
page 42).



Emphasis was also placed on the technical provisions
of life and non-life insurers. The actuarial bases of
provisioning, the processes for calculation and re-
view of provisions, relevant controls and the quality
of the underlying data were the subjects of on-site
Supervisory reviews.

The on-site supervisory reviews conducted for the
first time in 2020 on the insurance companies’ man-
agement of cyber risks were continued in 2021. The
focus was on companies that offer life and health
insurance.

Compliance with the requirements of FINMA Circular
2016/03 "ORSA" was the subject of several on-site
supervisory reviews. A focus was placed in particular
on data bases and the scenarios used for the “Own
Risk and Solvency Assessment (ORSA)”, the process-
es and the reporting, as well as established controls
in this regard.

A range of on-site supervisory reviews investigated
how insurers were implementing the requirements of
FINMA Circular 2018/03 “Outsourcing”. Among oth-
er things, the reviews focused on the outsourcing
inventory, the business plan, governance for manag-
ing the outsourcing and the processes for reviewing
the services outsourced to the providers.

Market supervision

In connection with the entry into force of the Federal
Law Amending Federal Legislation on Developments
in Distributed Ledger Technology (DLT), FINMA mon-
itored the measures taken by the bodies that fulfil the
regulatory and supervisory tasks of the trading ven-
ues. In connection with combating money laundering,
it also dealt with amendments to stock market rules
that enable the stock market listing of special purpose
acquisition companies (SPACs). As in previous super-
visory years, FINMA supported the revision, harmoni-
sation and improvement of the self-regulatory organ-
isations’ (SROs) approach to supervision.

At its meeting on 18 June 2021, the Federal Council
adopted the Federal Law Amending Federal Legisla-
tion on Developments in Distributed Ledger Technol-
ogy (DLT) fully into law as of 1 August 2021. The re-
lated ordinance took effect on the same date. This
foresees stricter independence requirements for bod-
ies that fulfil the regulatory and supervisory tasks for
trading venues in the framework of their self-regula-
tory organisations. The body that fulfils the supervi-
sory tasks of the trading venue must now be fully
independent of the participants and issuers with re-
spect to both personnel and organisation. The body
that fulfils the regulatory tasks of the trading venue
must be largely independent. During the reporting
period, FINMA closely supported the measures adopt-
ed by the Swiss trading venue regulatory entities in
order to quickly ensure that a majority of the person-
nel were independent, and granted the regulatory
bodies a nine-month implementation period. Addi-
tionally, FINMA obtained an overview of the status
of the independence of members of the regulatory
bodies.

Special purpose acquisition companies (SPACs) are
exchange-traded shell companies that search for a
privately held company one to two years after being
listed and bring it to market by means of a merger.
The stock exchanges compete globally for SPAC list-
ings and the relevant supervisory authorities world-
wide are imposing appropriate, risk-driven require-
ments. In 2021, FINMA addressed a request to
amend the stock exchange rules and regulations of
SIX Swiss Exchange AG (SSX) in this respect. The
amendments enable the stock market listing of
SPACs on the SSX and impose certain minimum re-
quirements for the acquisition of target companies.
FINMA had previously asked SSX to revise the stock
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On-site supervisory reviews at self-regulatory organisations and financial market infrastructures

2021
2020
2019

market rules and regulations to reflect the potential
risks (investor protection, market transparency, mar-
ket integrity) and to consult market participants.

Compared with traditional IPOs, SPACs entail specific
risks for investors and for market integrity. For inves-
tors, there is a risk that the sponsor of a SPAC will
propose closing a transaction with a target company
even if the conditions are not optimal because the
persons associated with the SPAC will only be com-
pensated for their effort if the transaction is success-
fully completed. There is thus a conflict of interests
because of the compensation structure of SPACs.
Additionally, dilution effects due to SPAC structures
are often diverse and difficult to foresee. Dilution
occurs, for example, because of the compensation
of the sponsor in shares or the issuance of warrants.

The low level of interest rates and the resulting search
for yield could induce investors to invest in SPACs
without taking account of the related risks or without
having the necessary knowledge. There are also risks
relating to the safe custody of cash proceeds from
the SPAC public offering until the merger with the
target company, and the repayment of the amounts
to investors. For the evaluation of potential target

[ | Self-regulatory
organisations
M Financial market
infrastructures
15 Persons under
Article 1b BA
(FinTech companies)

13

companies by the SPAC management, there is a risk
from the perspective of market control and market
monitoring that, for example, spreading rumours
about potential target companies could trigger price
movements that constitute market abuse. These risks
are mitigated through the approval of specific re-
quirements for the listing of and in connection with
SPACs.

In connection with combating money laundering,
FINMA conducts annual on-site supervisory reviews
once a year at the self-regulatory organisations
(SROs). In the reporting period, FINMA conducted
on-site supervisory reviews at nine out of the eleven
SROs. Because of the pandemic, the reviews of the
self-regulatory organisations were conducted virtu-
ally.

With its on-site supervisory reviews, FINMA again
systematically tracked the overarching SRO focus
topic of “Implementation of risk-based supervisory
approaches” in the supervisory year. FINMA also de-
fined further SRO- and risk-specific review topics for
individual SROs.



As part of its fourth country evaluation of Switzerland,
the Financial Action Task Force (FATF) criticised the
SROs' approach to supervision, among other points.
In light of this, FINMA tracked and supported the re-
vision, harmonisation and improvement of the SROs’
approach to supervision in recent supervisory years.
The focus of SRO supervision in 2021 was on the ef-
fective implementation and in particular the effective-
ness of the revised supervisory approaches of the
SROs towards their members. To do this, FINMA ob-
tained a comprehensive picture of the state of imple-
mentation and the functionality of the risk-based
supervisory approaches in the course of the on-site
supervisory reviews conducted. The results indicated
that further improvements are still needed in particu-
lar in the area of effectiveness and in the use of the
relevant risk-based supervisory tools.

Based on its findings in the course of benchmarking,
FINMA will discuss the results of the on-site supervi-
sory reviews in depth with the SROs and take corre-
sponding measures.

Asset management supervision

In the area of asset management, FINMA focused on
the transitional periods and provisions of the Finan-
cial Institutions Act (FinlA) and the Financial Services
Act (FinSA). Self-regulation also had to be revised
when these acts entered into force, and FINMA rec-
ognised the amended self-regulatory norms issued
by the Asset Management Association Switzerland
(AMAS) as a minimum standard. It checked whether

managers of assets of pension funds and other oc-
cupational pension schemes met the organisational
requirements set out in the FinlA. In the product area,
FINMA approved a fund that invests primarily in cryp-
toassets and established the conditions under which
a fund can invest in special purpose acquisition com-
panies (SPACs). To help it to better fulfil its responsi-
bilities, FINMA prepared the launch of a direct survey
of quantitative fund data. This data basis improves
the quality of supervision and helps identify system-
ic risks more easily.

As the industry organisation of the fund and asset
management industry in Switzerland, the Asset Man-
agement Association Switzerland (AMAS) issued
nine sets of self-regulatory norms in recent years
that were also recognised by FINMA as a minimum
standard.

This self-regulation had to be revised and adapted
because of the entry into force of the Financial Insti-
tutions Act (FinlA) and the Financial Services Act (Fin-
SA). AMAS largely adapted its self-regulation both
materially and formally to the current legislation and
in particular deleted rules governing point-of-sale
conduct from the self-regulation. This area was com-
prehensively addressed by FinSA for all financial ser-
vices and can no longer be regulated on a sector-spe-
cific basis in any self-regulation recognised by FINMA.
The revision was also used to incorporate some de-
velopments in international standards and Swiss
supervisory practice. These adaptations related spe-

47



48

cifically to liquidity risk management, business conti-
nuity management requirements, where cyber risks
in particular also have to be taken into account, and
the organisation for processing investor complaints.
AMAS also included in its self-regulation the princi-
ples developed by FINMA for mandating legal persons
as valuation experts for real estate funds.

Upon request by AMAS, the FINMA Board of Direc-
tors recognised the revised and adapted six bodies of
self-regulatory norms as a minimum standard under
the Financial Market Supervision Act (Art. 7 para. 3
FINMASA). In doing so, it took account of the broad
support for self-regulation in the fund and asset man-
agement industry covered by the scope, as binding
minimum standards for this industry were established
with the recognition of self-regulation. In the run-up
to recognition, FINMA conducted the interdepart-
mental consultation required by the Ordinance to the
Financial Market Supervision Act.

The volumes invested in the Swiss fund markets con-
tinued to increase in the year under review. The net
inflows recorded reflected a greater appetite on the
part of investors for collective investment schemes.

There were various applications regarding innovative
investment opportunities in the product area in 2021.
For example, for the first time, FINMA approved a
Swiss fund that invests primarily in cryptoassets,
meaning assets that are based on blockchain or dis-
tributed ledger technology. This concerns an “other
fund for alternative investments” with a specific risk

under Swiss law in which only qualified investors may
invest. Because cryptoassets are associated with spe-
cific risks, FINMA made approval of the fund condi-
tional on specific requirements. For example, the fund
may only invest in established cryptoassets with a
sufficiently large trading volume. The investments
must also be made using established counterparties
and platforms whose registered office is in a member
state of the Financial Action Task Force (FATF) and
that are subject to corresponding anti-money laun-
dering provisions. Finally, the institutions involved in
the management and custody are subject to specific
requirements with regard to risk management and
reporting. Additionally, a custodian bank must be
appointed that is specialised in the specific challeng-
es associated with the custody of cryptoassets. Be-
sides the directly investing crypto funds, FINMA also
dealt with applications relating to indirect investment
by Swiss funds in cryptoassets.

In addition, FINMA assessed the admissibility of in-
vestments by Swiss collective investment schemes in
special purpose acquisition companies (SPACs). As a
rule, such an investment can only be considered if it
is compatible with the investment objective and in-
vestment policy of the collective investment scheme,
and potential conflicts of interest are adequately ex-
cluded or disclosed. The ability to invest in SPACs
must be provided for in the fund documents and an
explicit percentage limitation must be defined.

A Swiss limited partnership for collective investment
schemes will for the first time give qualified investors
an opportunity to invest in real estate in which the



purchase price paid on acquisition will be supple-
mented by a regular life annuity. This gives the sellers
the right to continue to use and live in the real estate
while they are alive. For the investor, the life annuity
is @ means of buying a property at a discount to the
market price. However, this advantage is subject to
the longevity risk of the annuity creditor. In the course
of the approval procedure, FINMA ensured that the
legal and reputational risks are reduced by an appro-
priate review and disclosure of risks to the sellers and
that adequate risk management is in place.

FINMA relies on data to perform its mission. At the
end of 2021, it conducted another survey of data at
the level of individual funds. The survey of Swiss col-
lective investment schemes was conducted with fund
management companies. For foreign funds that are
managed from Switzerland, the data is surveyed from
the Swiss institutions that manage the corresponding
collective investment schemes.

As part of the data collection, each year supervised
financial intermediaries must provide data on risk
exposures, leverage, liquidity and counterparty risk
of the administered or managed funds. The purpose
of the data is to improve the quality of supervision
of fund management and to identify systemic risks
more easily. The data also allow a better assessment
of the risks associated with the financial intermedi-
aries and their funds. International standards and
provisions are also taken into account.

The survey is risk-based. As a threshold for data col-
lection, FINMA has defined a minimum amount of
CHF 500 million. In addition, only foreign funds that
follow an alternative investment strategy are includ-
ed. This means that smaller and less risky funds are
not surveyed.

Managers of assets of pension funds and other oc-
cupational pension schemes (pension scheme man-
agers) that do not exercise any other activity requiring
a licence had to be licensed by the Occupational Pen-
sion Supervisory Commission until the Financial Insti-
tutions Act (FinlA) came into force. Since 1 January
2020, they have been authorised by FINMA and
supervised either by a supervisory organisation or
directly by FINMA. By no later than 31 December
2022, pension fund managers must satisfy the re-
quirements of the FinlA and submit an authorisation
application to FINMA.

Priorities for assessing occupational pension
scheme managers

In the course of authorisation, FINMA examines
whether occupational pension scheme managers
satisfy the organisational requirements of the FinlA
atinstitutional level. This also includes corporate gov-
ernance, the management of conflicts of interest,
and risk management, with attention being paid to
the specific risks relating to occupational pension
scheme assets.
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Management of occupational pension scheme
assets in Switzerland

The management of occupational pension scheme
assets can also be performed by fund management
companies, managers of collective assets, banks,
insurance companies and securities firms.

To capture the scope of management of occupation-
al pension scheme assets by the institutions already
authorised by FINMA, and the risks associated with
this activity, FINMA conducted a comprehensive data
survey for the first time in the reporting period cov-
ering the management of occupational pension
scheme assets by banks, insurance companies and
securities firms. Previously, this data was only availa-
ble for fund management companies and managers
of collective assets.

Compliance with the applicable statutory require-
ments in the area of occupational pension schemes
was again supervised in the year under review by

Occupational pension scheme managers
B Number of institutions by licence type

the Occupational Pension Supervisory Commission
(OPSC) and the regional and cantonal OPA supervi-
sory authorities. FINMA was therefore in regular
contact with the OPSC. To intensify the existing ex-
change of information and in particular cooperation
in the authorisation and supervision of occupational
pension scheme managers, FINMA entered into a
memorandum of understanding with the OPSC in
October 2021.

There were two central themes for the on-site super-
visory reviews conducted by the Asset Management
division in 2021. On the topic of ESG (environment,
social and governance), the primary issue was assess-
ing the implementation of the ESG strategy devel-
oped by the institutions at the level of the institution
and at the level of the products, as well as the inte-
gration of the ESG criteria defined by the individual
supervised institutions in the investment decision
process, the review of these criteria in risk controls
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and reporting. Additionally, compliance with the in-
formation provided in the fund agreement and in the
other (marketing) documents regarding fund man-
agement in accordance with ESG criteria was re-
viewed, and potential cases of greenwashing were
therefore identified. The second issue related to the
management of occupational pension scheme assets,
assessing the specific risks resulting from this activity
(see "Management of occupational pension scheme
assets in Switzerland”, page 50). FINMA also ob-
tained a picture of how the institutions ensure com-
pliance with the contractual fundamentals, under-
take risk disclosure and meet the accountability
obligation.
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Enforcement

In the year under review, FINMA conducted numerous investigations
and many proceedings against companies and individuals. These included
proceedings that were complex and international in scope.

“Federal Supreme Court
ruling 2C_399/2020 of
28 December 2020.

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. An important aspect of
enforcement is the provision of administrative and/
or legal assistance to foreign supervisory authorities
and domestic prosecution authorities.

FINMA's decisions can be contested before the courts.
This resulted in a total of 26 court rulings in 2021. The
statistics show that the appeals bodies upheld 96%
of FINMA's enforcement rulings, meaning the major-
ity were upheld wholly or predominantly.

Federal Supreme Court ruling regarding the
appointment of audit mandataries by FINMA
In its order of 29 January 2020, FINMA appointed
Quinn Emanuel Urquhart & Sullivan (Schweiz) GmbH
as audit agent at Credit Suisse and instructed it to
review certain observation activities of the bank
with regard to any violations of supervisory law.
Credit Suisse appealed against this appointment
order. The appeal was ultimately dismissed in its
entirety by the Federal Supreme Court in its ruling
of 28 December 2020, to the extent that the Court
considered it."

The Federal Supreme Court found that, in principle,
FINMA has a margin of judgement and thus a tech-
nical discretion when appointing an audit agent
as defined in the Financial Market Supervision Act
(Art. 24a para. 1 FINMASA). Against this background,
the Court also found that mandates of an audit agent

against an affected supervised institution may only
give rise to a lack of independence if these mandates
are related to the respective financial market super-
vision proceedings. The Federal Supreme Court
found that no such relationship existed with regard
to the mandates carried out by the audit agent
against Credit Suisse. Furthermore, it recognised that
in the case of large banks, the choice of potential
audit agentsis limited in light of the market situation.
For this reason, the criterion of independence should
not be applied too strictly. The audit agent appoint-
ed by FINMA at Credit Suisse therefore met the legal
requirements for independence.

Business conduct: conclusion of important
money laundering enforcement cases

In the year under review, a sustained positive impact
by FINMA on the conduct of supervised financial in-
stitutions remained a key strategic objective. As part
of its enforcement activities, FINMA worked to en-
sure compliance with the requirements for combat-
ing money laundering and terrorist financing and
again concluded important enforcement cases in this
context during the year under review.

In the proceedings against Credit Suisse in connec-
tion with loans made to state-owned companies in
Mozambique in 2013, FINMA found, among other
things, a serious violation of money laundering
reporting obligations. Specifically, the bank had
seriously violated its obligations by failing to imme-
diately report a payment to the Money Laundering
Reporting Office Switzerland (MROS) despite reason-
able suspicions of corruption.



FINMA also concluded two further proceedings in
connection with the alleged corruption cases involv-
ing the Venezuelan oil company PDVSA. In particular,
it found that Banca Zarattini & Co. and CBH Com-
pagnie Bancaire Helvétique SA had not sufficiently
investigated the economic background of business
relationships and transactions with increased risks
and had thus seriously violated duties in respect of
due diligence to combat money laundering. In both
cases, FINMA ordered measures to restore compli-
ance with the law. It thus concluded all enforcement
proceedings against banks with a connection to
Venezuela. In this context, FINMA was in contact
with a total of around 30 banks and conducted five
enforcement proceedings.

Enforcement proceedings for shortcomings in

corporate governance and risk management

In the course of enforcement proceedings in the year
under review, FINMA identified deficiencies in corpo-
rate governance and risk management at several su-
pervised financial institutions. It ordered appropriate
measures to restore compliance with the law.

In October 2021 FINMA concluded enforcement pro-
ceedings against Credit Suisse with regard to its ob-
servation activities. Among other things, it found
that the bank’s observation activities were based on
significant corporate governance failings. FINMA
therefore ordered Credit Suisse to take measures that
went beyond the corrective organisational and op-
erational measures taken by the bank. In particular,
it obliged the bank to set up a new internal reporting
system, via which the executive board will continu-
ously inform the board of directors or one of its com-
mittees about important governance topics. In addi-

tion, any observations of persons must be approved
by top-level management, and the bank must take
measures to document business-relevant communi-
cations in a comprehensible manner.

The enforcement proceedings conducted by FINMA
against Credit Suisse in connection with loans made
to state-owned companies in Mozambique (see also
“Business conduct: conclusion of important money
laundering enforcement cases”, page 52) also re-
vealed serious corporate governance shortcomings
in the bank’s group-wide risk management. In this
regard FINMA decreed that in future Credit Suisse
Group AG must ensure that all lending transactions
that pose an increased risk for the entire group are
escalated to group level and that the decision-mak-
ing process is documented accordingly. In doing so,
it must make an overall assessment of all types of risk
at group level. In its decision, FINMA also clarified
that the duty to manage risk on a group-wide basis
also extends to foreign entities of a financial group
or that transactions in entities abroad must be treat-
ed as part of group risk management.

Other enforcement proceedings conducted by FINMA
concerned a bank that had gradually built up a share-
holding in a company. Despite warning signs and in-
ternal recommendations, the bank had failed to scru-
tinise the available information on the target company
and, in particular, had not carried out any due diligence
in this regard. In addition, the information provided to
the bank’s governing bodies was incomplete, which
meant that these bodies were unable to make
well-founded decisions. These bodies had also failed
to sufficiently scrutinise the statements of the opera-
tional management team and had ignored possible
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risks. These omissions on the part of the bank’s most
senior bodies were made possible by an organisation-
al system that was inadequate in parts. In particular,
there were no processes for the acquisition of a share-
holding during the period under review. Overall, this
does not meet the requirements of appropriate admin-
istrative organisation and is not compatible with the
requirements for proper business conduct. As a result
of this serious breach of supervisory law, FINMA en-
sured that compliance with the law was restored and
imposed a two-year industry ban on the person pri-
marily responsible for this.

In its database of case reports FINMA provides trans-
parent information on enforcement proceedings
conducted, the underlying breaches of supervisory
law and the measures it has taken. In doing so, it
helps to promote responsible corporate governance
at financial institutions.

Restoring compliance with the law outside of
enforcement proceedings

In 2021, FINMA continued to receive a large number
of reports of suspected breaches of supervisory law,
which it consistently investigated. In a first step, the
responsible supervisory division took action at the
supervised institutions; in the event of a suspected
serious breach of supervisory law, the case was then
transferred to the Enforcement division for further
investigations and, where necessary, was escalated
by commencing enforcement proceedings.

FINMA's attention was once again drawn to a large
number of providers who were suspected of con-
ducting business activities without the required
licence under financial market legislation. These re-
ports were investigated by a dedicated unit in the
Enforcement division. Furthermore, the Enforcement
division continuously investigated cases of market
abuse, such as insider trading or price and market
manipulation. In 2021, the Enforcement division con-
ducted a total of 650 such investigations, resulting

in 20 proceedings (excluding the disclosure of share-
holdings).

In a large number of cases, it was appropriate for
reasons of proportionality to deal with the alleged
misconduct outside of enforcement proceedings. In
many cases the institutions licensed by FINMA took
proactive steps themselves to remedy the shortcom-
ings in question. For example, they took organisa-
tional measures, introduced supplementary controls
or withdrew from a risky area of business. In these
cases, the matter was generally referred to the rele-
vant supervisory division for further monitoring by
FINMA.. If misconduct was found to have taken place
in the past and the proper state of affairs had already
been restored, FINMA could record this in writing
and reprimand the institution.

In the case of unauthorised activities, assistance to
restore full compliance with the law may have been
advisable, for example, by discontinuing or adapting
the business activities in question or by submitting a
licence application provided there was a clear prospect
of obtaining the necessary licences. This approach
required an assessment on a case-by-case basis and,
in addition to full cooperation, required inter alia that
there was no risk of conduct detrimental to investors.
If FINMA was unable to obtain the necessary informa-
tion on the activities of the person presumed to re-
quire supervision, it could place the person on FINMA's
warning list. FINMA uses this instrument to warn
about persons who may be carrying out an activity
requiring authorisation without a licence.

When investigating suspected inadmissible market
conduct, FINMA usually acted outside the area re-
quiring authorisation. Restoring compliance with
supervisory law through ongoing supervision formed
the exception while collaboration with the Office of
the Attorney General of Switzerland was the main
focus. As part of this coordination, suspicious cases
were analysed jointly and further steps to be taken
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Measures taken in investigations of authorised activities

Multiple measures possible per case

M Total investigations
of authorised activities concluded

B Of which with proceedings initiated

B of which with other measures*

71 of which with criminal charges

*  Other measures include those through which compliance
with the law was restored, such as the suspension or
modification of the activity performed or the implemen-
tation of suitable organisational and staffing measures.

Measures taken in investigations of unauthorised activities

Multiple measures possible per case
8
. M Total investigations

of unauthorised activities concluded

B Of which with proceedings initiated

M Of which with other measures*

[0 of which with criminal charges
Of which with entry on the warning list

*  Other measures include those through which compli-
ance with the law was restored, such as the suspension
or modification of the activity performed, the removal
of unfounded references to FINMA or terms reserved to
supervised institutions and individuals.
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M Total investigations
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B Of which with proceedings initiated

I of which with other measures*

[0 Of which with criminal charges**

*  Other measures include those through which compliance
with the law was restored, such as the suspension or
modification of the activity performed or the implemen-
tation of suitable organisational and staffing measures.

** Including reports made to the Office of the Attorney
General (OAG) without a formal criminal charge.
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by the authorities involved were discussed. If the
constituent elements of insider trading or price ma-
nipulation under criminal law were found to have
been established, FINMA filed criminal charges.

FINMA's Takeover and State Liability
Committee: decisions with regard to

Swiss Steel Holding AG

In its decision of 6 December 2019, FINMA's Takeover
and State Liability Committee granted Martin Haefner
and BigPoint Holding AG (“BigPoint”) an exemption
from the duty to make an offer in restructuring cases
(“restructuring exemption” under the Financial Mar-
ket Infrastructure Act, Art. 136 para. 1 let. e FinMIA)
in appeal proceedings with regard to Swiss Steel Hold-
ing AG ("Swiss Steel”, formerly: Schmolz + Bicken-
bach AG). The exemption was granted subject to the
condition that BigPoint must make a mandatory offer
if BigPoint's shareholding in Swiss Steel is still above
the threshold of 33'5% on 31 December 2024.

In this context, Liwet Holding AG (“Liwet”) made an
application for reconsideration or revision to FINMA
in January 2021. In its application, Liwet essentially
argued that there had been a change in the underly-
ing facts with the result that a finding in favour of an
obligation to make an offer on the part of BigPoint
should be made and, where necessary, the order of
6 December 2019 should be amended. In its decision
of 27 January 2021, FINMA's Takeover and State Lia-
bility Committee did not consider this application for
revision due to the lack of an admissible ground for
revision and referred the application to the Swiss Take-
over Board (TOB) citing a lack of jurisdiction in terms
of subject-matter. The latter rejected Liwet's request
for a finding and did not consider the requests made
in the alternative claim. It also established ex officio

that the minimum price for a potential mandatory
offer on the part of BigPoint was determined in com-
pliance with the above-mentioned condition under
Article 135 FinMIA. Liwet appealed to FINMA against
this decision.

In its decision of 18 May 2021, FINMA's Takeover and
State Liability Committee rejected this appeal. In par-
ticular, it found that a purchaser who was granted a
restructuring exemption — subject to conditions and
provided there were no transactions aimed at evad-
ing certain obligations and no abuse of rights — is
generally free to increase its shareholding without
subsequently triggering an obligation to make an
offer. In addition, it emphasised that the only condi-
tion imposed on BigPoint by the decision of 6 De-
cember 2019 was that it must make a mandatory
offer if it continued to exceed the threshold on
31 December 2024. Against this background,
FINMA's Takeover and State Liability Committee con-
cluded that the circumstances invoked by the appel-
lant did not give rise to an obligation on the part of
BigPoint to make an offer. Finally, it held that, in
accordance with the statutory provision (Art. 135
para. 2 FinMIA), a period of twelve months applied
when considering a prior acquisition in the context
of a potential future mandatory offer by BigPoint.

Provision of subsequent information to clients
in administrative assistance proceedings

In order to increase the efficiency of international
cooperation, the client procedure was restricted as
of 1 January 2016. Accordingly, FINMA refrains from
informing the clients concerned in advance if the
requesting authority can show that the provision of
information to clients in advance would frustrate the
purpose of administrative assistance and the effec-



tive performance of its duties (Art. 42a para. 4
FINMASA). Since then, FINMA has gained a great
deal of experience in this regard. In particular, the
foreign authorities cited, for example, the risk of ev-
idence being destroyed, possible collusion between
various alleged participants, the transfer of assets
and other acts of collusion in the confidential inves-
tigations still under way abroad as reasons for refrain-
ing from providing information to clients in advance.

In this regard, it became apparent that, during recent
years, various market supervision authorities in par-
ticular have increasingly requested the procedure of
providing subsequent client information. When in-
vestigating insider trading or market manipulation
offences, the foreign authorities are usually not yet
aware of the identity of the market participants in-
volved. Therefore, at the time the request is made,
there is often a risk of collusion, and subsequent
notification is justified in these cases.

Investigations and enforcement rulings
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In line with FINMA's practice, it transmits the informa-
tion directly to the requesting authority without noti-
fying clients in advance, provided the legal require-
ments are met. Clients are informed of the transmission
as soon as the reason for the provision of subsequent
information ceases to apply. A subsequent legal review
is limited to determining whether the transmission was
unlawful (Art. 42a para. 6 FINMASA).
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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.

FINMA published its annual Resolution report in
March 2021. It closely scrutinised the resolvability and
emergency plans of the two large banks again. The
large banks made further scheduled progress to-
wards global resolvability. FINMA assisted the do-
mestic systemically important banks in broadening
their resolution strategies and continuing to close
gaps in their emergency plans. The recovery plans of
SIX x-clear and SIX SIS were approved for the first
time, subject to conditions. FINMA continued its ac
tive international engagement as home resolution
authority and participated in national and interna-
tional expert groups. There was progress in a number
of important insolvencies. FINMA worked with a
larger number of licence holders in banking and in-
surance who were at risk of destabilisation, although
no authorised financial institution was placed into a
compulsory resolution, liquidation or bankruptcy
during the financial year.

Emergency planning at systemically
important banks

FINMA's assessment of the emergency plans of the
Swiss units of UBS and Credit Suisse in 2021 conclud-
ed that they were effective. As in previous years,
Credit Suisse met the statutory requirements in full.
At UBS approval of the emergency plan is still quali-
fied owing to residual financial interdependencies
within the group. The contingent liabilities arising
from joint and several liability for certain claims of
UBS Switzerland AG against UBS AG continued to
diminish during the year.

PostFinance, Zurcher Kantonalbank and Raiffeisen
improved their emergency planning considerably
compared to 2020. For the first time all domestic

systemically important banks have a credible resolu-
tion strategy in place. However, further work is need-
ed to bring the emergency plans to a state of im-
plementation readiness. This will be affected by
changes deriving from the partial revision of the
Banking Act (e.g. the provisions on bail-in bonds at
cantonal banks). In the case of PostFinance, whether
the legislation to provide a capitalisation guarantee
for PostFinance is introduced, as proposed by the
Federal Council, remains key to the bank’'s emer-
gency planning.

All systemically important banks update their emer-
gency plans on an ongoing basis to ensure they are
able to continue their systemically important func
tions in the event of impending insolvency.

Resolvability and rebates

Both large banks met the targets laid down by FINMA

and made improvements in their resolvability in a

number of areas. These included:

— drawing up a viable blueprint for recapitalisation
within the group;

— transparency of the requirements for maintain-
ing access to essential financial market structures
in a crisis;

— developing capabilities to estimate liquidity
requirements in the event of resolution;

— group-wide management of the collateral
needed to raise liquidity;

— timely provision of valuations in the event
of resolution.

The banks received additional rebates of 7.5% (UBS)
and 10.0% (Credit Suisse) based on the results of the
assessments carried out by FINMA and relative to the
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total rebate potential in 2021, which left the banks
with rebate utilisation of 55.0% each at the end of
2021. Further improvements that qualify for an ad-
ditional rebate are expected by the end of 2022. With
the planned achievement of full resolvability by the
end of 2022, the current rebate system will be abol-
ished and replaced by a new system to incentivise
continual improvements in global resolvability.

Crisis management colleges

As home supervisor of two global systemically im-
portant banks (G-SIBs), FINMA is responsible for co-
ordinating the cross-border restructuring or liquida-
tion of these institutions in a crisis and ensuring
cooperation between the competent supervisory
authorities. Crisis management groups in which the
two banks’ most important foreign supervisory and
resolution authorities are represented have been set
up for Credit Suisse and UBS.

In 2021 these crisis management groups concerned
themselves first and foremost with resolution plan-
ning to ensure the resolvability of the large banks.
Discussions centred around the implementation-
readiness of the two Swiss G-SIBs' recovery plans.
Furthermore, under the ambit of the FSB Resolvabil-
ity Assessment Process (RAP), high-ranking repre-
sentatives of the crisis management groups assessed
the resolvability of the two Swiss G-SIBs. They found
that while both banks have made progress, they have
not yet reached full resolvability.

FINMA also held the annual crisis management col-
lege for the central counterparty SIX x-clear, which
was classified as systemically important on a cross-
border basis in 2017 (it was already domestically sys-

temically important). Thirteen supervisors from Swit-
zerland and the European area are represented in this
crisis management group. Its work focuses on assess-
ing resolvability and fostering cooperation and coor-
dination in recovery and resolution planning and for
the eventuality of a specific crisis at SIX x-clear.

Recovery and resolution for financial market
infrastructures

SIX x-clear and SIX SIS submitted their revised recov-
ery plans to FINMA at the end of the second quarter
of 2021. As systemically important financial market
infrastructures (FMls), they are required to show how
they would stabilise their operations in a crisis to
enable systemically important functions to continue.
The starting point is a risk analysis, based on which
the FMIs evaluate potential stress scenarios, draw up
a portfolio of countermeasures and analyse the pre-
requisites for applying these measures and their im-
plications.

Both FMIs improved their plans compared with the
previous version. They also bolstered their loss ab-
sorption capacity, firstly by raising additional capital
and secondly by extending the existing remedial
measures to additional scenarios. FINMA approved
the plans subject to conditions.

FINMA defined its preferred resolution strategy for
SIX x-clear. It also examined whether potential reso-
lution scenarios were up to date and considered how
to calibrate the financial resources required for a
resolution. The prerequisites for implementing the
chosen strategy also need to be put in place at a
regulatory level. The areas where FINMA has identi-
fied that action is needed have been included in the
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ongoing work of the State Secretariat for Interna-
tional Finance in evaluating the Financial Market In-
frastructure Act (FinMIA).

At an international level FINMA participated in work
on the adequacy of financial resources of central
counterparties (CCPs).

Significant insolvencies

The purpose of a restructuring is to enable an entity
to continue operations at least in part. This includes
the solvent run-off of insurance contracts in the case
of insurance companies. In the event of a liquidation
or bankruptcy, the supervised institution is wound
down in an orderly fashion. FINMA did not need to
place any authorised financial institution into a com-
pulsory restructuring, liquidation or bankruptcy dur-
ing the financial year. Meanwhile, significant pro-
gress was made in resolving pending cases from
prior years.

The liquidator presented a second schedule of claims
in the bankruptcy of Banque Privée Espirito Santo
(BPES) and FINMA approved a second instalment. A
disbursement of 2.2% of admitted claims was made
to third-class creditors. FINMA also moved the case
forward through numerous transaction agreements
and by concluding pending proceedings. The nego-
tiations with the other companies in the group to
resolve intra-group claims continued and FINMA
made further progress in realising inventory positions.

The appeals against the schedule of claims in the
Hottinger & Cie AG bankruptcy were resolved with
one exception. Realisation of the disputed and illiquid
assets continued. The bankruptcy liquidators
launched two lawsuits for around CHF 14 million in
total during the year under review. Liquid assets of
around CHF 55 million were blocked due to various
legal proceedings and were not available to be fur-
ther distributed to creditors. Following a FATCA
group request by the US tax authorities, there were
detailed consultations with the Federal Tax Adminis-
tration about how best to proceed with the bank-
ruptcy case.

During the year under review FINMA continued to
resolve inventory positions and realise illiquid assets
in the Lehman Brothers Finance AG insolvency. In
particular, this included realising admitted claims on
guarantees issued by the former group holding com-
pany. By the end of 2021, total instalments of 67.7%
had been paid on the admitted third class claims out
of the assets realised by then. A further CHF 15.9
million of third-class creditors’ claims were therefore
satisfied compared with 2020. One appeal against
the schedule of claims is still pending.

Dealing with destabilised institutions

FINMA worked with licence holders at serious risk of
becoming destabilised during the year under review.
Such a risk is often associated with breaches of fi-



nancial market law by the licence holder. A destabi-
lisation can be financial in nature and be caused by
non-compliance with regulatory targets applicable
to the licence holder or by looming over-indebted-
ness or illiquidity. Alternatively, serious corporate
governance or conduct problems and failures in risk
management can also be destabilising.

In all of these cases FINMA attempts to stabilise the
licence holder sustainably and work towards restor-
ing full compliance with the regulations. If this is
impossible, it will help licence holders to exit the
market voluntarily, or alternatively facilitate as order-
ly a liquidation or bankruptcy as possible. In all situ-
ations the focus is on safeguarding the legally pro-
tected interests of clients and creditors alongside the
public interest in the proper functioning of the finan-
cial markets.

In the banking sector, FINMA worked with a number
of smaller licence holders who were at risk of becom-
ing destabilised. In the insurance sector, it was in-
volved in stabilising a non-life insurer in supervisory
category 5.

61



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.

62

Where expressly empowered to do so by legislation
or ordinance, FINMA regulates technical details and
topics subject to rapid change by issuing ordinances
in specified areas of supervision. It also publishes
circulars in which it sets out its supervisory practice
and how it proposes to interpret laws and ordinanc-
es. By deploying these tools, and in dialogue with
other public bodies and interest groups, FINMA fur-
ther enhanced the proportionality of regulation dur-
ing the year under review. This included the ongoing
implementation of “Basel lll"” in the amended Capi-
tal Adequacy Ordinance and the new disclosure rules
for climate-related financial risks. In general, the
overwhelming majority of FINMA's regulation is driv-
en by the need to clarify superordinate legislation
(federal legislation and Federal Council ordinances as
well as international standards). Only a small number
of FINMA regulations are issued to codify its super-
visory practice.

In the year under review, in accordance with its legal
requirements relating to the regulatory process and
in line with its strategic goals, FINMA committed it-
self to risk-oriented and proportional regulation that
is equivalent to international standards. It focused
particularly on the implementation of regulatory
measures that were taken on the basis of lessons
learned from the 2008/2009 financial crisis. These
included, in particular, “Basel Ill"”. Credible implemen-
tation of these standards in Switzerland is essential
for safeguarding the financial system, protecting the
good reputation enjoyed by the financial centre and
ensuring market access for export-oriented Swiss
banks. FINMA's aim is to take a proportional ap-
proach to this regulatory project.

Update on the implementation of “Basel 11"

The “Basel lll” finalisation package published by the
Basel Committee on Banking Supervision (BCBS) in
December 2017 is part of a catalogue of measures
to address shortcomings in banking regulation high-
lighted by the financial crisis of 2007 to 2009. The

final package contains revised rules on determining
the capital requirements for credit, market and op-
erational risk, the output floor for modelled ap-
proaches and the leverage ratio. Switzerland’s Cap-
ital Adequacy Ordinance is being amended under the
lead of the State Secretariat for International Finance
(SIF) to implement these rules. The relevant provisions
were finalised during the year under review, so that
they can be sent for consultation in 2022. At the
same time FINMA transferred the following circulars
to new FINMA ordinances:

Circular 2008/20 "Market risks — banks”

Circular 2013/1 “Eligible capital — banks”

Circular 2015/3 “Leverage ratio — banks”

Circular 2016/1 “Disclosure — banks”

Circular 2017/1 “Credit risks — banks”

The capital requirements for operational risks, which
are dealt with in Circular 2008/21 “Operational
risks — banks” will also be transferred to a new
FINMA ordinance. The remaining qualitative require-
ments for managing operational risk in this circular
will also be completely revised to incorporate the
amended BCBS Principles for the Sound Manage-
ment of Operational Risk and the new Principles for
Operational Resilience.

The amendments are based on a guidance document
agreed jointly by the authorities and industry repre-
sentatives in March 2019. This provides for a capi-
tal-neutral implementation of the “Basel Ill” finalisa-
tion package for the banking system, except for the
two large banks. For the large banks, not least
against the backdrop of the “too big to fail” problem,
the risk-based implementation should lead to higher
capital requirements. The regulatory process is work-
ing to a similar timetable as the SIF's for the Capital
Adequacy Ordinance.

Revisions of FINMA ordinances
FINMA regulates through ordinances of its own only
where it has explicit authorisation to do so. These



ordinances serve to determine technical details, for
instance, or to provide regulation in areas subject to
particularly dynamic change. The following FINMA
ordinances were revised in 2021:

Following the revision of the Swiss Data Protection
Act, FINMA began a revision and expansion of the
FINMA Ordinance on Data Processing in 2021. This
fulfils the statutory mandate for FINMA's data pro-
cessing practices in the course of supervision to be
governed by the Financial Market Supervision Act
and the financial market legislation. The changes
deriving from the revised Data Protection Act are also
being incorporated at the same time.

The Swiss parliament passed an amended Anti-
Money Laundering Act (AMLA) on 19 March 2021.
The latest revision of the AMLA necessitates a num-
ber of formal and substantive changes to the FINMA
Anti-Money Laundering Ordinance (AMLO-FINMA).
FINMA's Board of Directors issued the regulatory
mandate for these amendments in September 2021.
The partial revision began in the autumn of 2021.

The partial revision of the Insurance Supervision Act
(ISA) and Insurance Supervision Ordinance (ISO) re-
lates to the legal framework for restructuring, con-
sumer protection, insurance intermediaries, the im-
plementation of international standards, the Swiss
Solvency Test and group supervision, among other
topics. Thus the partial revision will also trigger
changes in FINMA circulars and ISO-FINMA. FINMA
will firstly requlate in ISO-FINMA in line with the del-
egations contained in ISO, and directly from ISA if
required. Secondly, the focus will be on transferring
existing circular content to FINMA ordinance level.
The consultation on ISO-FINMA and the circulars is
expected to run from January to March 2023; entry
into force is planned for 1 January 2024.

Revisions of 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 to
apply financial market legislation in a uniform and
measured way in its supervisory practice.

The Financial Market Supervision Act permits super-
vised institutions and individuals to transmit non-pub-
lic information directly to foreign public authorities
and entities, i.e. without FINMA'’s involvement, in
certain circumstances. In order to ensure the law was
being applied uniformly and facilitate lawful and
prompt transmission of data abroad, FINMA pub-
lished Circular 2017/06 “Direct transmission” in 2017.

To reflect international developments and the views
of supervised entities on how the circular has worked
in practice, FINMA carried out an ex-post evaluation
of the circular in 2019. This identified a need to up-
date the circular, and hence FINMA launched a par-
tial revision.

Changes in the circular included adding a further
25 foreign public authorities to the list of those eli-
gible for administrative assistance, as adequate bilat-
eral cooperation agreements are in place with these
authorities. In addition, the rules were relaxed in a
number of areas. For example, if information is
passed on to public authorities who are not on the
list, this no longer needs to be reported to FINMA.

The revised “Direct transmission” Circular entered
into force on 1 April 2021.

During the year under review, FINMA updated Cir-
cular 2016/07 “Video and online identification”, and
thus the procedures for digital client onboarding, to
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reflect technological developments. The amend-
ments were largely welcomed by participants in the
consultation, which was held from 16 November
2020 to 1 February 2021, although many wanted
them to go further. FINMA now permits chip scan-
ning of biometric identity documents as a form of
identification, and geolocation as an alternative con-
firmation of address (see the discussion in “Digital
client onboarding — keeping up with technological
developments”, page 18).

However, FINMA decided against introducing other
methods such as automatic video identification fol-
lowed by downstream manual verification by an
institution’s staff (known as asynchronous identifi-
cation), as it is not seen as sufficiently secure yet.

The changes entered into force on 1 June 2021.

FINMA Circular 2010/03 “Health insurance under the
ICA" deals with actuarial questions relating to the
setting of premium tariffs and technical provisions in
supplementary health insurance. In its judgement of
25 November 2019, the Federal Supreme Court con-
firmed that FINMA's approach to combating abuse
resulting from unfair discrimination in premium tar-
iffs is lawful. The partial revision of the circular in
2021 was intended to give effect to this decision. It
was designed first and foremost to safeguard the
interests of policyholders by protecting them from
abuse, particularly unfair premiums. Thus the revised
version of the circular sets out FINMA's practice in
reviewing supplementary health insurance premiums
and any changes in them. After an initial interdepart-
mental consultation, a public consultation was car-
ried out from September to November 2020. The
introduction of transparency rules for premiums for
older customers met with agreement from insurance
industry participants in the consultation. Various par-
ticipants also argued that they should be permitted

to adjust tariffs on an exceptional basis and avail of
unlimited margins in their technical results. FINMA
made a number of changes as a result of the contri-
butions to the consultation.

The partly revised circular entered into force on
1 June 2021.

Climate change could give rise to significant long-term
risks for financial institutions. Transparency by super-
vised entities about their climate-related financial risks
is an important first step towards identifying, measur-
ing and managing these risks. FINMA identified a need
to regulate the financial statements of supervised en-
tities with regard to the disclosure of climate-related
financial risks across the financial industry. It thus add-
ed new requirements to the existing circulars 2016/01
"Disclosure — banks” and 2016/02 “Disclosure — in-
surers”. This came after a regulatory round table and
a public consultation were held in 2020. FINMA's
amendments stuck closely to the framework of the
Task Force for Climate-Related Financial Disclosures
(TCFD) and other international developments.

The revised circulars entered into force on 1 July 2021
and have been applicable since 1 January 2022. The
first disclosures on climate-related financial risks will
therefore be included in the annual reports on finan-
cial year 2021.

Format compliance of FINMA regulation

When issuing its regulations, FINMA is guided by the
principles laid down in the Financial Market Super-
vision Act (Art. 7 FINMASA) and the Ordinance to
the Financial Market Supervision Act. One of these
principles is to ensure that its regulations are issued
in the appropriate format.

In 2021 FINMA continued the process begun in recent
years of reviewing and implementing format compli-
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ance organically in the course of ongoing or upcom-
ing regulation projects. For example, as part of the
work on the final “Basel Ill”, many of the provisions
on liquidity and capital requirements were raised to
Federal Council or FINMA ordinance level. This meant
drafting new FINMA ordinances and slimming down
or revoking the relevant circulars (see “Update on the
implementation of Basel lll”, page 62).

The review of FINMA insurance circulars was also
finalised, and certain content was transferred to the
level of the Insurance Supervision Ordinance (ISO) or
ISO-FINMA. This related primarily to the provisions
in the circulars on capital requirements and provi-
sioning as well as a few other areas. A review of
format compliance also began for financial market
infrastructures as part of the evaluation of the Finan-
cial Market Infrastructure Act. Where necessary, the
appropriate changes will also be made there.

Total length of regulations in 2021

In terms of pages, the total length of FINMA's ordi-
nances and circulars was roughly unchanged in 2021
compared with the prior year. The number of pages
in circulars was 1,037, a fall of 2% from 1,057 in
2020, while ordinances rose by 8% from 243 pages
in 2020 to 263 pages. This increase reflects the im-
pact of the legislation on financial institutions and
the new FINMA Personnel Data Ordinance, although
the latter does not impact on supervised entities.
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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 inter-

national fora in coordination with the Federal Department of Finance and plays a
central role in reviews of Switzerland’s compliance with international standards.
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International cooperation enables Switzerland to par-
ticipate in the standard-setting process and to secure
access to foreign markets. It is therefore vitally impor-
tant for the Swiss financial centre. As part of this
cooperation FINMA sits on international bodies such
as the Financial Stability Board (FSB), the Basel Com-
mittee on Banking Supervision (BCBS), the Interna-
tional Association of Insurance Supervisors (IAIS) and
the International Organization of Securities Commis-
sions (I0SCO). The main outlines of the positions
taken when representing Switzerland on these bodies
are determined jointly with the Federal Department
of Finance (FDF). FINMA's international responsibilities
are set out in the Ordinance to the Financial Market
Supervision Act (Arts. 2 to 4 Ordinance to FINMASA).

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. Work
relating to the coronavirus pandemic and the result-
ing risks for financial stability topped the FSB's agen-
da in 2021.

The Swiss National Bank (SNB) and the State Se-
cretariat for International Finance (SIF) represent
Switzerland in the FSB Plenary, the FSB’s deci-
sion-making body. FINMA is a member of the Stand-
ing Committee on Supervisory and Regulatory Co-
operation and the Resolution Steering Group. FINMA
is also a member of the Steering Committee on NBFI,

which is tasked with coordinating policy work on
non-bank financial intermediation. The coronavirus
pandemic has underlined the additional urgency of
completing this work. In 2021 FINMA was therefore
involved in all of the FSB’s workstreams relating to
the pandemic. In addition it concentrated on issues
such as potential minimum requirements for the fi-
nancial resources of a central counterparty (CCP) in
the event of resolution, cybersecurity, sustainable
finance —a new priority for the FSB — and the replace-
ment of LIBOR.

Basel Committee on Banking Supervision
Switzerland was a founding member of the Basel
Committee on Banking Supervision (BCBS) and is rep-
resented by FINMA and the SNB in its internal fora.
FINMA continues to contribute to strengthening the
stability and resilience of the international banking
system through its active involvement in various BCBS
committees. In recent years the BCBS finalised the last
important components of its post-financial crisis “Ba-
sel llI” reforms. Hence other issues have moved to the
fore, above all ongoing monitoring and evaluation of
the risks and vulnerabilities of the global banking sys-
tem and promoting international cooperation in bank-
ing supervision. In the year under review, for example,
the work relating to the digitalisation of the financial
system and climate-related financial risks was intensi-
fied. Key milestones included the publication of prin-
ciples on operational resilience, e.g. with regard to
cyber attacks, and a public consultation on the treat-
ment of cryptoassets for capital purposes.



International Association of Insurance
Supervisors

The International Association of Insurance Super-
visors (IAIS) promotes effective and globally consist-
ent supervision of the insurance industry with a view
to protecting policyholders and contributing to
financial stability.

One of IAIS" main areas of focus in 2021 was the
work towards implementing the holistic framework
to assess and mitigate systemic risk. The IAIS re-
viewed the implementation of the holistic framework
by member authorities in countries with internation-
ally active insurance groups (IAIGs) in two phases.
The first phase, the baseline assessment (BLA), which
largely took the form of a self-assessment by 26 coun-
tries including Switzerland, was completed in the
second quarter of 2021. The second more intensive
phase, known as the targeted jurisdictional assess-
ment (TJA), has been running since the spring of
2021. Ten countries including Switzerland will be
assessed.

In the year under review the IAIS member authorities
also had access to the first year’s data from the 5-year
monitoring phase for the design of the Insurance
Capital Standard (ICS), which runs from 2020 to
2025. The Swiss data was discussed with foreign su-
pervisory authorities in various supervisory colleges
for Swiss insurance groups. Five insurance groups in
Switzerland met the IAIG criteria as at the end of
2021.

International Organization of Securities
Commissions

The aims of the International Organization of Secu-
rities Commissions (I0SCO) include investor protec-
tion, ensuring fair, efficient and transparent markets,
mitigating systemic risk, developing and monitoring
the implementation of internationally consistent
standards of securities market regulation and pro-
moting effective international cooperation. As a
member of the Board and various committees in
IOSCO for many years, FINMA again participated in
a number of technical projects in 2021 and benefit-
ed from the international discussions on develop-
ments in securities markets in its supervisory work.

New technologies, cryptoassets and fragmentation
risk on the securities and derivatives markets remain
among the priority issues for IOSCO. The work in the
areas of financial stability and conduct was intensi-
fied during the year under review against the back-
drop of market developments triggered by the pan-
demic. Sustainable finance, particularly the assistance
provided by IOSCO in establishing the IFRS Interna-
tional Sustainability Standards Board, was another of
the items high up the policy agenda.

Network for Greening the Financial System

FINMA participates actively in international discus-
sions on improving sustainability in the financial sec-
tor within the scope of its mandate. Together with
the SNB, it has been a member of the Network for
Greening the Financial System (NGFS) since April
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2019. The NGFS is a group of central banks and su-
pervisors committed to better understanding and
managing environmental and climate risks in the fi-
nancial sector. In the year under review the NGFS
further expanded its offering of analyses and practi-
cal tools to share knowledge and best practice. This
included the updated NGFS climate scenarios, a pro-
gress report on global supervisory and central bank
climate scenario exercises, and new workstreams on
bridging data gaps and coordinating relevant re-
search topics. FINMA participated actively in work
on climate-related financial risks with direct relevance
for its supervisory practice and was involved, for in-
stance, in drawing up a progress report on integrat-
ing climate risks in the supervisory practice of NGFS
members. It also supported the aims of the NGFS

Glasgow Declaration ahead of the COP26 UN Cli-
mate Change Conference, i.e. to improve under-
standing and management of the financial risks re-
sulting from climate change.

Bilateral relationships

FINMA has a direct relationship with numerous for-
eign supervisors globally and works closely with
them in the course of its supervisory work. It signs
cooperation agreements to underpin these relation-
ships. In the year under review, for example, FINMA
signed a cooperation agreement with the US Secu-
rities and Exchange Commission (SEC). This agree-
ment allows Swiss financial institutions to register
with the SEC as securities swap dealers and makes
them eligible for certain regulatory exemptions.



FINMA also lends its expertise to the State Secretar-
iat for International Finance (SIF) to assist it in its
work. In this context it again took part regularly in
financial dialogues and market access negotiations
by SIF with third countries in 2021. A particular focus
in the year under review was FINMA's participation
in the negotiations led by SIF on a financial services
agreement with the United Kingdom.
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FINMA's staff actively contribute to ensuring
the safety and stability of the Swiss financial centre

FINMA employs lawyers, economists, mathematicians, auditors, actuaries,
accounting experts and other specialists. They are committed to protecting bank
clients, investors, creditors and policyholders in Switzerland. FINMA also helps
train young people through its internships and apprenticeships.
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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
informs 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, other
authorities, supervised institutions and individuals, the
public and other interest groups. In the year under
review, FINMA engaged in exchanges on numerous
topics relating to its responsibilities and its role in gov-
ernment policy, such as the effects of the pandemic
on the Swiss financial centre, the accentuated risks in
the fields of the mortgage market, cyber security and
climate change or on FINMA's approach to supervision
regarding corporate governance and risk manage-
ment of supervised institutions and individuals. FINMA
held various discussions with associations and other
stakeholder groups and participated in topic-specific
working groups. It informed the public by means of a
range of press releases and publications and by re-
sponding to more than 6,600 enquiries.

Annual accountability

Each year, the Chair of the Board of Directors and
Chief Executive Officer meet the parliamentary su-
pervisory committees, i.e. the Control Committees
and the Finance Committees of the Federal Assem-
bly, to fulfil their accountability obligation. In the year
under review, questions were asked about the most
significant risks for the financial market and issues
relating to FINMA's management. As in 2020, the
impact of the coronavirus pandemic on the Swiss
financial centre received special attention during this
year's meeting. Furthermore, the incidents at Green-
silland Archegos, the accentuated risks on the mort-
gage market, the challenges regarding the supervi-
sion of digital financial services, cyber security risks
and finance-related climate risks were discussed. Jan
Blochliger attended both meetings as CEO ad interim
and introduced himself to the members of the su-
pervisory committees.

The annual meeting with the Federal Council, as pro-
vided for by the Financial Market Supervision Act
(FINMASA), took place in autumn. On this occasion,
FINMA provided an update on its progress in achiev-
ing its strategic goals and the most significant risks

for the Swiss financial market were discussed. The
2021 exchange also provided a chance to get to know
the new Chair of the Board of Directors and the new
FINMA CEO.

Provision of expert information to parliamen-
tary committees

In the year under review, FINMA also provided infor-
mation on specific topics to the parliamentary com-
mittees. In meetings of the Economic Affairs and
Taxation Committees (EATCs) of both councils, FIN-
MA gave its views on the “too big to fail” problem
and the supervision of corporate governance and risk
management at major banks in Switzerland. FINMA
also took part in EATC meetings on the revision of
the Insurance Supervision Act, the Banking Act and
the fundamental change to residential property tax-
ation.

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 with a number of players committed to 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. The discussion cov-
ered a variety of topics relating to supplementary
health insurance, including an update on the service
providers of inpatient supplementary health insur-
ance, the revision of FINMA Circular 2010/03 “Health
insurance under the ICA” and the insights from the
2022 tariff negotiations.
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Expert panels and symposia with

market participants

Dialogue with supervised institutions is encouraged,
particularly through subject-specific panels made up
of high-level representatives from the supervisory and
private sectors. These meetings enable direct and
open exchange between the parties responsible for
making decisions at the supervisory level and the lev-
el of financial market institutions. Their discussions
look at specific supervisory and regulatory issues and
the current market situation. In the banking sector,
the panels in the fields of asset management, retail
banking, private banking and small banks proved their
worth and were continued in the year under review.
In the insurance sector, equivalent bodies for non-life,
health, life insurance and reinsurance were the forum
for discussions between FINMA and supervised parties
in the year under review. In addition, FINMA organised
two professional exchanges with representatives from
the banking, insurance and asset management sectors
on the topic of climate-related financial risks in the
year under review, and informed portfolio managers
at industry events about the changes to the licensing
procedure and supervision associated with the entry
into force of the Financial Institutions Act (FinlA) and
the Financial Services Act (FinSA).

In addition, FINMA once again invited participants to
two major events in the small banks and asset man-
agement sectors. At the Small Bank Symposium,
FINMA provided information to more than 250 par-
ticipants on the topics of the discontinuation of
LIBOR and cyber security risks, followed by a panel
discussion on current risks in the financial market. At
the Asset Management Symposium with around 350
external guests, the focus was on sustainability and
greenwashing. In light of the coronavirus pandemic,
both events took place virtually.

Enquiries
In 2021, FINMA was contacted by more than 6,600
financial market clients, investors, lawyers and other

interested parties. This means that the volume of
enquiries decreased compared to the previous year.
Enquiries often provided FINMA with valuable infor-
mation on individual players in the financial markets,
which it was able to use in a targeted manner in its
supervisory activities.

In the year under review, FINMA fielded a total of
2,139 telephone enquiries and 4,532 written enquir-
ies. These concerned licensed institutions, licensing
requirements and regulation. More than 1,400 reports
were received in relation to unauthorised financial
market participants, who had frequently misled their
clients about being located in Switzerland or about
possessing a FINMA licence. FINMA conducted sever-
al hundred in-depth investigations on the basis of
these reports from clients or investors. Some of these
led to proceedings or an entry on the warning list. The
regularly updated FINMA warning list was one of the
most frequently visited pages on www.finma.ch with
220,000 clicks. Investors were made aware of possible
dangers on the financial market by way of precaution.

The entry into force of the provisions of the Financial
Institutions Act (FinlA) and the Financial Services Act
(FinSA) and the corresponding registration require-
ments resulted in numerous licensing enquiries in
2020. The number of these enquiries decreased in
2021. The majority of authorisation enquiries in the
year under review related in particular to asset man-
agement and FinTech services.

Public reporting

The majority of public reporting takes place via
FINMA's website. All the basic information on FINMA's
supervisory and regulatory activities is available there.
In 2021, FINMA continued to provide transparent in-
formation about how it fulfils its legal mandate by
providing information on the website, specific re-
ports, thematic dossiers, fact sheets or explanatory
videos. In the year under review, the website was
accessed a total of more than 1.6 million times.
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FINMA also actively provided information regarding
topics relevant to the financial centre in 10 news
articles and 24 press releases in 2021. The FINMA
press office dealt with more than 798 press enquiries.
More than 10,000 interested parties signed up to the
newsletter to receive updates about new information
posted on the FINMA website. And this number is
on the rise. The same is true of the number of FINMA
followers on social media.



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 audit firms and
mandataries. The significant cost savings that were achieved in 2020 thanks toa
revision of the regulatory auditing process were maintained at a constant level in

the year under review.

Audit firms produce a risk analysis and an audit strat-
egy for their assigned financial institution. For banks
in supervisory categories 1 and 2, FINMA defines the
audit strategy in consultation with the audit firm. For
all other financial institutions FINMA can adjust the
audit strategy provided by the audit firm. In the in-
surance sector FINMA defines the audit strategy and
the audit programme. Audit firms report their find-
ings to FINMA on the basis of their audit. They must
maintain their independence. In addition, they must
take a critical approach and guarantee an objective
assessment.

Audit firms play a key role

The Federal Audit Oversight Authority (FAOA) issues
regulatory auditor authorisations. The costs of regu-
latory audits conducted by audit firms are borne di-
rectly by the supervised institutions. Audit firms re-
port their invoiced fees to FINMA on an annual basis.
The average hourly rate for a regulatory audit com-
pleted in the year under review is CHF 229, and
CHF 153 for a financial audit. Audit costs accounted
for 34% of the total supervisory costs invoiced by
FINMA and audit firms for the Swiss financial market.
The extent to which audit firms were used varied
from sector to sector. In banking supervision, they

accounted for 45% of costs, with average hourly
rates for regulatory audits varying according to the
size of the bank (see chart below). These may be
subject to stronger fluctuations, especially in super-
visory categories 1 and 2 due to the small number of
institutions. Accordingly, the varying degrees of com-
plexity of the audit fields, which are also subject to
rotation over several years, as well as the different
business models and audit methods, are more signif-
icant. Since FINMA undertook most of the supervi-
sory work in the insurance sector itself, costs attrib-
utable to audit firms in this sector were just 13%.

The efficiency gains made in the previous year
through the revision of FINMA Circular 13/3 "Audit-
ing”, which had led to significant savings in running
costs of the supervised institutions, were maintained.
FINMA will conduct an impact analysis after three
full audit years to examine the cost-benefit ratio of
the revision of the circular.

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

Average hourly rates for regulatory audits of banks
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76

5The figures reported each
year relate to audits con-
ducted in the previous fi-
nancial year. Regulatory
audit costs include the ba-
sic audit and any addition-
al audits. Other costs as-
sociated with regulatory
audits (such as expendi-
ture on special audits re-
quired by law) over which
FINMA has no control are
not included.

'sDeviations from the fig-
ures published in the
2020 Annual Report are
due to audit costs retro-
spectively reported or ad-
justed.

Fees charged by audit firms for regulatory audits

Annual fees per supervisory area in CHF millions'

2021 2020'° 2019 2018 2017 2016
Banks and securities firms 54.6 55.3 76.9 81.4 86.7 89.4
Insurance 7.1 6.8 7.7 7.2 6.3 6.6
Markets 1.0 0.8 1.6 1.9 2.3 1.3
Asset management 9.3 9.8 13.1 13 12.4 12.6
Total 72.0 72.7 99.3 103.5 107.7 109.9

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 at authorised financial inter-
mediaries;

— investigating agents at authorised financial
intermediaries

— investigating agents of unauthorised activities

— restructuring agents and crisis managers at
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 requirement
profile are accepted onto the list. When selecting a
mandatary, FINMA refers to this list on a case-by-case
basis. There were 93 mandataries on the FINMA list
at the end of the year under review. If no suitable
mandatary 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). These are the key fac-
tors for the commissioning of mandataries in a par-
ticular case. Other selection criteria are language
skills or the area of assignment. Depending on the
mandate, sufficient resources may also be required.
In addition, the proposed fees are a deciding factor
when awarding the contract.



FINMA assigned 29 mandates during the year under
review. As part of its selection process it ensured
that, if possible, mandates were not awarded overly
frequently to certain mandataries. FINMA monitored
the fulfilment of the mandates on an ongoing basis
and checked the proportionality of the costs to be
borne by the supervised institutions. Costs for all
FINMA mandataries commissioned in 2021 came to

CHF 21 million.”

Costs for FINMA mandataries by fee volume and number of mandates granted

"Invoices received as of
mid-February 2022.

2021 2020 2019
.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 7.6 10 13.0 8 8.9 12
financial intermediaries
Investigations of authorised 10.6 11 2.2 4 3.9 6
financial intermediaries
Investigations of unauthorised 0.3 4 0.6 7 0.6 8
activities
Liquidation proceedings 0.2 1 0.2 1 0.4 1
Bankruptcy liquidation proceedings 2.3 3 4.9 5 4.3 5
Total 21.0 29 20.9 25 18.1 32
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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 CEOQ, is responsible for day-to-day operations.

'8To ensure transparency,
FINMA maintains a public
list of the interests of
members of the Board of
Directors.

Information about
FINMA's Code of Conduct
is publicly available. The
conditions for holding
office as stipulated by the
Federal Council also
apply to FINMA's 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 circu-
lars and is responsible for FINMA’s budget. The
Board of Directors acts as a collective body. Its de-
cisions are taken by a majority of the votes of the
members present.

Prof. Marlene Amstad Chair Chair
Martin Suter Vice-Chair
Prof. Ursula Cassani Bossy Member
Prof. Susan Emmenegger Member
Benjamin Gentsch Member
Bernard Keller Member
Dr Andreas Schlatter Member
Franz Wipfli Member

Prof. Marlene Amstad, who was previously Vice-
Chair, has been Chair of FINMA's Board of Directors
since 1 January 2021. On the same date, Prof. Susan
Emmenegger, professor of private and banking law
at the University of Bern, was appointed to FINMA's
Board of Directors.

On 20 October 2021 the Federal Council elected
Dr Alberto Franceschetti and Marzio Hug to the
Board of Directors of the Swiss Financial Market
Supervisory Authority FINMA. The two Italian-speak-
ing experts from the financial sector will succeed the

departing members Franz Wipfli and Bernard Keller
on 1 January 2022.

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/news/2020/10/20201028-mm-neuerungen-vr/
https://www.finma.ch/en/news/2021/10/20211020-mm-finma-vr/
https://www.finma.ch/en/finma/organisation/board-of-directors/
https://www.finma.ch/en/finma/organisation/board-of-directors/
https://www.finma.ch/en/finma/organisation/corporate-governance/code-of-conduct/
https://www.efd.admin.ch/efd/en/home/das-efd/organisation/behoerden.html
https://www.efd.admin.ch/efd/en/home/the-fdf/organisation/authorities-agencies.html

Prof. Marlene Amstad

Benjamin Gentsch

The standing committees of the Board of Directors and their members (31 December 2021)

Martin Suter

Prof.
Ursula Cassani Bossy

Dr Andreas Schlatter

Bernard Keller

Audit and Risk Committee Appointments Committee

Prof.

Susan Emmenegger

Franz Wipfli

Takeover and State
Liability Committee

Prof. Marlene Amstad Chair

Prof. Ursula Cassani Bossy Chair
Prof. Susan Emmenegger X
Benjamin Gentsch X

Bernard Keller X

Dr Andreas Schlatter X X

Martin Suter

X (Chair since April)

Franz Wipfli

X (Chair until March)

N
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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.

Dr Urban Angehrn, CEO

Birgit Rutishauser Hernandez, Deputy CEO and
Head of Insurance division

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 appointed Dr Urban Angehrn
as CEO of FINMA with effect from 1 November 2021.
In accordance with the prescribed process, this deci-
sion was approved by the Federal Council. The Board
of Directors conducted an extensive search and eval-
uation before making the appointment. Dr Urban
Angehrn was previously a member of the Group
Executive Committee and Group Chief Investment
Officer of Zurich Insurance Group (Zurich) as well as
serving as Chairman of the Board of Directors of Zu-
rich Life Insurance Company and as Chairman of the
Board of Trustees of the Zurich Insurance Group Pen-
sion Plan. Since taking up his post, Dr Urban An-
gehrn, like all FINMA employees, has been subject
to the recusal rules as set out in FINMA's Code of
Conduct. He will therefore recuse himself from all
items of business that concern his former employer

(Zurich Insurance Group) until the end of October
2022. As usual, FINMA will also examine whether
any other grounds for recusal exist.

The outgoing CEO Mark Branson had worked for
FINMA since 1 January 2010, initially as Head of Bank-
ing Supervision, additionally as Deputy CEO from 2013
and as CEO since April 2014. He left FINMA at the end
of May 2021 and became President of the Federal
Financial Supervisory Authority BaFin at the beginning
of August. Jan Blochliger, Head of the Banks division,
acted as FINMA's CEO ad interim until the new CEO,
Dr Urban Angehrn, took up his post. During this tran-
sitional period, Michael Waldburger, head of the sec
tion responsible for supervising UBS, led the Banks
division.

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.

Dr Urban Angehrn, 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.


https://www.finma.ch/en/news/2021/07/20210713-mm-finma-fuehrung/
https://www.finma.ch/en/news/2021/07/20210713-mm-finma-fuehrung/
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Staff

FINMA also focuses on sustainability in its personnel policy, the key principles
of which are efficiency, balance and transparency. A particular priority in 2021
was assisting and preparing employees for the new working reality in the
post-pandemic era.
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Once again in 2021, the implications of the corona-
virus pandemic for staff occupied a central position
— both directly and indirectly — in FINMA's HR activ-
ities. For example, the basic personnel policy princi-
ples were established regarding flexible working in
the “new normal”. FINMA-wide training and devel-
opment programmes relating to virtual communica-
tion and managing employees remotely were a par-
ticular priority. HR activities also focused on involving
and assisting employees during the ongoing project
to transform the working environment.

Preparation for the new post-pandemic normal
At FINMA, too, the experience of remote and flexible
collaboration during the coronavirus pandemic is re-
sulting in marked and lasting changes to ways of work-
ing. Back in 2020, FINMA already started establishing
the working conditions for the new post-pandemic
normal. This redesign and transformation of ways of
working and working environments is taking place on
three levels: first, in HR policy and governance; second,
in the physical working environment; and third, in the
technical equipment for virtual collaboration.

The decisions regarding HR policy were implemented
in early 2021, and FINMA staff have since been free
to perform up to half of their contractual working
hours remotely, i.e. without being present in the of-
fice. At the same time, weekly “presence days” on
which staff are physically present in the office with
their teams will maintain and strengthen direct and
informal interaction within the group. However, due
to the unfavourable evolution of the coronavirus pan-
demic, this policy could not be implemented in all
teams and for a sustained period in 2021.

To support future cooperation in the “new normal”
era, management processes have also been adapted.
On the whole, staff and managers have more scope
to shape management relationships in a trust-based
and personalised manner. The feedback and assess-

ment tools have been further simplified and the focus
is now on structuring and clarifying future collabo-
ration rather than on past performance, as it was
previously.

The planning work for the redesign of the physical
working environment was an additional focus. The
goal of these adaptations is to provide staff with an
optimal working environment to suit the new ways
of working (see “Workplace 2.0: hybrid working
models and technical collaboration opportunities”,
page 86). In 2021, HR activities centred on accom-
panying staff and managers through this process of
change and involving them in the design of the future
working environment. To this end, surveys and sys-
tematic feedback rounds were carried out in the
various teams at different stages of the project. The
findings were incorporated into the workplace design
and were regularly communicated to staff. When the
renovation work gets under way in 2022, the focus
will shift from accompanying and including staff to
helping them use the new working environment ef-
fectively and productively.

The implementation of better technical support for
virtual collaboration will also be a priority for 2022.
Here, too, it is the role of HR management to support
the organisational change with appropriate meas-
ures.

Measures to further promote equality

Concrete measures to implement FINMA's sustaina-
bility concept and commitment to gender equality
were put in place in early 2021 with further changes
to the HR policy. For example, FINMA decided to
grant men and women two weeks of paid leave be-
yond the statutory minimum when they become
parents. FINMA therefore now offers four weeks of
paternity leave for new fathers. This will also be ap-
plied in the form of parental leave for same-sex cou-
ples and adoptions.



Women now also have the right to choose to con-
tinue working up to the age of 65. This puts them
on an equal footing with men in terms of the poten-
tial length of their working lives.

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, 28.8% of all
management positions were held by women (2020:
28.9%); overall, women accounted for 41.2% of the
workforce, the same as in the previous year. In order
to achieve this goal, FINMA has defined maintenance
and development targets for equal opportunities 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 had its salary policy reviewed
again in 2021 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 just —0.9% (2020: -1.9%) to the
disadvantage of women. Taking into account the
uncertainty of the model for an organisation the size
of FINMA, this means that the gender pay gap at
FINMA is no longer statistically significant. Equal pay
in the strict sense has been achieved.

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 2021 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
2021: 32.4% (2020: 32.5%)

— at least 35% of lower management positions
to be filled by women by 2024
2021: 22.7% (2020: 21.4%)

— at least 33.0% of higher specialist and manage-
ment staff and executive management positions
to be filled by women by 2026
2021: 23.3% (2020: 24.2%)

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 related to FinSA and FinlA

In accordance with FINMA's strategic objectives as
approved by the Federal Council, the resources re-
quired will be based on the expenditure necessary
for FINMA's extended legal remit to be fulfilled in an
efficient manner. In view of the additional responsi-
bilities that FINMA is assuming in connection with
the Financial Services Act (FinSA) and the Financial
Institutions Act (FinlA), the Board of Directors in-
creased the maximum number of full-time positions
by 36.6 to 517.6 with effect from 1 January 2019.
This increase specifically includes all of the personnel
resources that will be required in the coming years,
mainly for the authorisation, supervision and en-
forcement of financial market participants that are
now subject to supervision by FINMA.

FINMA publishes detailed personnel data annually on its website.



https://www.finma.ch/en/documentation/finma-publications/kennzahlen-und-statistiken/statistiken/finma-als-behoerde/
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Given the implementation timeline for FinSA and
FinlA, the additional resources will only become nec-
essary in the medium term, and the actual number
of full-time positions is therefore rising gradually to-
wards the new upper limit. In the year under review,
11 new permanent full-time positions were actually
created and filled (2020: 5).

FINMA had an average of 571 employees in permanent
and temporary employment in 2021 (2020: 549).
Around 28% (2020: 25%) of employees worked part-
time, i.e. less than 90%.

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
is enhanced by the influx of know-how from the fi-
nancial sector and the fresh perspectives provided
by new employees. A healthy dynamism in the per-
sonnel structure also offers existing employees great-
er opportunities to take on additional responsibilities
and to explore new roles and take on new challeng-
es within the organisation.

At 5% (2020: 8%), staff turnover in 2021 was below
the defined target range. In addition, 0.7% (2020:
0%) of the workforce retired.

It is pleasing to note that the dynamism in the work-
force was retained despite low staff turnover. In the
year under review, 87% (2020: 64%) of vacancies
for permanent positions were filled internally in the
first instance. These internal transfers and promo-
tions led to vacancies elsewhere, which again were
filled internally or externally. To additionally promote
the internal sharing of knowledge, 24 internal se-
condments also took place. A vacant post can thus
result in several internal transfers. In 2021, the per-
centage of vacant senior specialist and management
positions filled from within the organisation was
73% (2020: 65%).
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Operations

FINMA'’s office environment is being adapted to the new post-pandemic reality.
Digitalisation is being further promoted and there is a greater focus on modern analytical
techniques. Meanwhile, total energy consumption decreased again in the year under re-
view, mainly thanks to building infrastructure measures. The slightly increased headcount
due to the staggered implementation of the Financial Services Act and the Financial Insti-
tutions Act caused a slight rise in operating costs.
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At FINMA, too, the pandemic has brought new in-
sights in terms of physical and digital collaboration.
The office landscape is therefore being transformed
to create the best possible environment to support
hybrid and virtual forms of individual collaboration.
Employees will plan and structure their work even
more flexibly in future.

Workplace 2.0: hybrid working models and
technical collaboration opportunities

Since the coronavirus restrictions were first intro-
duced and within the scope of the official regula-
tions, FINMA employees have had flexibility regard-
ing where they work. On days when employees are
in the office, the focus is on forms of collaboration
that require a physical presence. Meanwhile, focused
individual work can be carried out both at home or
in the office. The aim is to continue to conduct work
meetings in person, virtually and in hybrid form after
the coronavirus pandemic is over.

The personal workstations in the Bern and Zurich
offices are being converted into shared desks. The
divisions will be assigned “home bases”. Besides the
traditional workstations, there will be collaboration
zones. The existing FINMA offices will be organised
so that these collaboration zones have more space.
Finally, enhanced digital infrastructure (such as video
conferencing equipment) will support collaboration
and facilitate all types of hybrid and virtual meeting,
workshop or training session.

Digitalisation and increase in

electronic correspondence

Following the improved user friendliness and the ex-
panded range of functions offered by the survey and
application platform (EHP) in 2020, a number of key
innovations were implemented in the year under re-
view. For example, the layout and legibility of survey
forms was improved. For audit firms, the general
overview of the status of overall surveys was opti-
mised. The notification system was also expanded so
that institutions and audit firms are actively notified
before expiry of a period. Once again in 2021, FINMA
continuously developed the EHP and established it
more firmly as a central tool for cooperation with
supervised entities and audit firms.

As a basis for the development of the FINMA-wide
digitalisation strategy, a survey of employees and a
survey of selected supervised entities and audit firms
were conducted in the year under review on FINMA's
digital maturity. The results showed that in terms of
respondents’ perceptions, FINMA has evolved to be-
come an authority with an increasing level of digital
maturity in recent years. The overwhelming majority
of supervised institutions and audit firms value digi-
tal collaboration. The main area where respondents
considered there was potential for improvement was
in the user friendliness of digital channels. Some re-
spondents said they would like to see a single, stand-
ardised channel for all digital interaction and collab-



Digital information submission trends

Documents submitted electronically as a percentage of all documents received

2021
2020
2019

oration. Optimisation potential was also identified in
the area of support documentation. The results of
the survey have been incorporated into FINMA's dig-
italisation strategy. The strategy aims to increase
efficiency within the organisation (e.g. through in-
creased automation and targeted use of robotic pro-
cess automation) and to simplify digital interaction
with supervised institutions, audit firms and other
third parties.

The usage rate of digital channels was further in-
creased. A growing amount of mail was handled
electronically. Over 73% of FINMA's incoming mail
was in electronic format, and there was a sharp in-
crease in outgoing electronic correspondence. Fol-
lowing an increase of 35% in 2020, an additional
increase of 65% was achieved in the year under re-
view. FINMA's digitalisation measures, as well as the
willingness of registered supervised institutions and
audit firms, supported this development. The increase
was also aided by the pandemic situation and the
associated general growth in digital communication.

Change from the prior year in %

+14
+45
+83

40 50 60 70 80

Data strategy

The improved data basis through increased use of
digital submission channels and the associated ex-
pansion of data-driven supervisory techniques also
provides better analysis capabilities. While in 2020
the focus was on creating the necessary foundations,
and above all optimising data quality, in 2021 it was
on expanding the analysis possibilities in the various
divisions and making preparations to scale modern
analytics (such as the use of artificial intelligence).

To begin with, FINMA made significant progress in
the areas of automation, plausibility checking and
user-friendly analysis of information received. In ad-
dition, an established expert group was transformed
into a FINMA-wide specialist group to address the
use of modern analytics within FINMA. This includes,
for instance, identifying, evaluating and implement-
ing pilot projects, and developing frameworks for the
use of these new opportunities. In order to transfer
these to regular operations and to remain equipped
for the future, FINMA is adapting its IT infrastructure
accordingly.



88

Work on public data was also intensified in the year
under review. The analysis of possible use cases
showed significant potential for optimised provision
of data for supervised institutions and the public, to
be offered on a self-service basis, thereby increasing
general information transparency. For example, the
statistical basis of the annual insurance market report
will already be available to the publicin a revised form
in the first half of 2022.

To stay abreast of the latest developments in modern
analytics, FINMA also stepped up cooperation with
authorities in Switzerland and abroad, and with ex-
perts.

Key environmental indicators

FINMA voluntarily opted to take part in the Federal
Administration’s programme for managing resources
and environmental issues (RUMBA) in the year under
review. RUMBA intends to halve the Federal Admin-
istration’s greenhouse gas emissions compared to
2006 levels through a climate package. The package
includes measures in areas such as air travel, building
technology and electricity and heat production. The

Key environmental indicators

remaining greenhouse gas emissions are fully offset
through the purchase of emission reduction certifi-
cates. By participating in this scheme, FINMA is meet-
ing the Federal Council’s climate policy targets, ben-
efits from technical support from RUMBA, and can
reduce its environmental impact on an ongoing basis
through targeted action.

The positive trend of previous years regarding the
energy consumption of buildings continued in the
year under review. FINMA once again improved its
overall energy efficiency (-3.1% energy consump-
tion). This was not just down to the increase in work-
ing from home. The entire lighting system was also
modernised at the Bern office in the year under re-
view. These two effects had a positive impact on
power consumption in Bern (-16.1%). In terms of
district heating in the Bern offices, slightly fewer kilo-
watt hours were used in the year under review. This
was due to the lower number of heating days in Bern.
However, gas consumption in Zurich was up on the
previous year's level. Through the switch to fully car-
bon-neutral district heating in Bern and the 35%

Change from

Unit 2017 2018 2019 2020 2021 prior year in %

Power consumption, Bern kWh 949,695 866,062 823,274 710,892 596,769 -16.1
Power consumption, Zurich kwWh 102,282 100,758 107,006 81,804 68,428 -16.4
Consumption of heating energy, kWh 1,186,540 948,928 1,056,248 1,004,466 992,893 -1.2
Bern (district heating)

Consumption of heating energy, kWh - 436,832 456,605 438,125 508,144 +16.0
Zurich (natural gas)

Total energy consumption kwh 2,238,517 2,352,580 2,443,133 2,235,287 2,166,234 -3.1
Proportion of total energy needs % 86.6 71.2 70.2 68.9 80.2 +16.5

met by renewable energy sources

Paper consumption per FTE kg 26.4 21.8 16.7 8.8 3.6 -58.9


https://www.finma.ch/en/documentation/finma-publications/kennzahlen-und-statistiken/kennzahlen/kennzahlen-versicherer/
https://www.finma.ch/en/documentation/finma-publications/reports/insurance-reports/
https://www.rumba.admin.ch/rumba/de/home.html
https://www.rumba.admin.ch/rumba/de/home.html
https://www.rumba.admin.ch/rumba/de/home.html

contribution made by a carbon-neutral gas product
in Zurich, the proportion of total energy needs met
by renewable energy sources increased compared
with the previous year.

Paper consumption fell again, now amounting to
only around 3.6 kg per full-time equivalent (FTE). This
equates to a further year-on-year reduction of 59%.
The increasing digitalisation of business processes
and remote working have supported FINMA in its
efforts to help protect the environment and to reduce
paper consumption.

FINMA's operating costs

Due to the long transition period, implementation of
the Financial Institutions Act (FinlA) and the Finan-
cial Services Act (FinSA) is being staggered. While
FINMA's operating costs were stable for a long time,
they already rose in 2020 due to the costs associated
with the FinlA and FinSA. However, FINMA’s costs
remained stable during the year under review. The
additional costs resulting from the implementation
of the FinlA and FinSA were compensated by lower

operating costs, partly due to the coronavirus pan-
demic. FINMA's annual financial statements there-
fore showed operating costs of CHF 126 million
(2020: CHF 126 million). Together with the statutory
reserves, this amounted to CHF 139 million (2020:
CHF 138 million). These expenses were covered by
income from supervisory fees and levies.

FINMA's total reserves amounted to CHF 118 million
before allocation. Article 37 of the FINMA Ordinance
on the Levying of Supervisory Fees and Charges
(FINMA-GebV) states that 10% of FINMA's total an-
nual costs must be allocated to the statutory reserve
until the total reserve has reached or re-reached an
amount equivalent to one annual budget. Owing to
the implementation of the FinlA and FinSA, and of
the Insurance Supervision Act (ISA), operating costs
are set to increase further. An allocation to the total
reserves is therefore to be anticipated in 2022.

2021 Annual Financial Statements

The 2021 Annual Financial Statements, which set out FINMA's results in detail, are published separately.
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Abbreviations

Al Artificial intelligence

AMAS Asset Management Association Switzerland

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)
AMLO-FINMA Ordinance of 3 June 2015 of the Swiss
Financial Market Supervisory Authority on Combating Money
Laundering and Terrorist Financing in the Financial Sector
(FINMA Anti-Money Laundering Ordinance; SR 961.011.0)
Art. Article

AuM Assets under management

BA Swiss Federal Act of 8 November 1934 on Banks and
Savings Banks (1 January 2016) (Banking Act; SR 952.0)
BaFin Federal Financial Supervisory Authority (Germany)
BCBS Basel Committee on Banking Supervision

BLA Baseline assessment

bn billion

BPES Banque Privée Espirito Santo

CCP Central counterparty

Cf. Compare

CHF Swiss francs

COP26 26th Conference of the Parties to the United Nations
Framework Convention on Climate Change held in Glasgow
in 2021

COVID-19 Ordinance 2 Ordinance 2 on Measures to
Combat the Coronavirus (SR 818.101.24)

CPRS Climate Policy Relevant Sectors

CS Credit Suisse

DDoS Distributed denial of service

DefFi Decentralised finance

DLT Distributed ledger technology

DNB Netherlands Central Bank (De Nederlandsche Bank)
D-SIB Domestic systemically important bank

EATC Economic Affairs and Taxation Committee

EHP Survey platform

ENA FINMA Enforcement Committee

ESG Environment, social, governance

EU European Union

ff. and the following

FAOA Swiss Federal Audit Oversight Authority

FATCA United States Foreign Account Tax Compliance Act
FATF Financial Action Task Force on Money Laundering

FDF Federal Department of Finance

FinlA Swiss Federal Act of 15 June 2018 on Financial Institu-
tions (Financial Institutions Act; SR 954.1)

FINMA-GebV FINMA Ordinance on the Levying of Superviso-
ry Fees and Charges

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

FinMIA Swiss Federal Act of 19 June 2015 on Financial
Market Infrastructures and Market Conduct in Securities
and Derivatives Trading (Financial Market Infrastructure Act;
SR 958.1)

FinMI0O Swiss Federal Ordinance of 25 November 2015 on
Financial Market Infrastructures and Market Conduct in
Securities and Derivatives Trading (Financial Market Infrastruc-
ture Ordinance; SR 958.11)

FinMIO-FINMA Ordinance of 3 December 2015 of the
Swiss Financial Market Supervisory Authority on Financial
Market Infrastructures and Market Conduct in Securities and
Derivatives Trading (FINMA Financial Market Infrastructure
Ordinance; SR 958.111)

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

FinTech Financial technology

FMI Financial market infrastructures

FSB Financial Stability Board

FSO Swiss Federal Statistical Office

FTE Full-time equivalent

G-SIB Global systemically important bank

G20 Group of the 20 leading industrialised and developing
economies

HC Headcount

IAIG Internationally active insurance group

1AIS International Association of Insurance Supervisors

1CO Initial coin offering or token generating event

IPO Initial public 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 Super-
vision of Insurance Companies (Insurance Supervision Act;
SR 961.01)

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

1ISO-FINMA Ordinance of 9 November 2005 of the Swiss
Financial Market Supervisory Authority on the Supervision of
Private Insurance Companies (FINMA Insurance Supervision
Ordinance; SR 961.011.1)

IT Information technology

let. letter

LIBOR London Interbank Offered Rate

Liwet Liwet Holding AG

Logib Federal Government’s equal-pay tool

LP Limited partnership for collective investment schemes
LTV Loan-to-value ratio

m million

MROS Money Laundering Report Office Switzerland



NBFI Non-bank financial intermediation

NGFS Central Banks and Supervisors Network for Greening
the Financial System

Non-UCITS Non-UCITS-compatible collective capital
investments

OAG Office of the Attorney General

OPA Swiss Federal Act of 25 June 1982 on Occupational Old-

Age, Survivors’ and Invalidity Pension Provision (Occupational
Pension Act, SR 831.40)

OPSC Occupational Pension Supervisory Commission
Ordinance to FINMASA Swiss Federal Ordinance of

13 December 2019 to the Financial Market Supervision Act
(Ordinance to FINMASA, SR 956.11)

ORSA Own Risk and Solvency Assessment

p. Page

para. Paragraph

PDVSA Petroleos de Venezuela S.A.

RAP Resolvability Assessment Process

RoE Return on equity

RUMBA Federal Administration’s programme for managing
resources and environmental issues

SDX SDX Trading AG

SEC United States Securities and Exchange Commission
SIF State Secretariat for International Finance

SNB Swiss National Bank

SO Supervisory organisation

SPAC Special purpose acquisition company

SRO Self-regulatory organisation

SST Swiss Solvency Test

SXX SIX Swiss Exchange AG

TCFD Task Force on Climate-related Financial Disclosures
TJA Targeted jurisdictional assessment

TOB Swiss Takeover Board

UBS UBS Group AG

UCITS Undertakings for Collective Investment in Transferable
Securities

USA United States of America

US GAAP United States Generally Accepted Accounting
Principles

VA Virtual asset

VASP Virtual asset service provider
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Jan Blochliger *

Insurance
Birgit Rutishauser *
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Léonard Béle *
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Supervision of CS Group
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Parabanking Sector
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Supervision of Small Banks
and Securities Firms
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Sized Insurance Companies
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Noél Bieri

Authorisation
Annemarie Nussbaumer

Supervision of Groups and
Large Insurance Companies

Camille Bosgiraud

Financial Market Infrastructures
and Derivatives

Andreas Bail

Market Analysis
Matthias Obrecht

Risk Management
Christian Capuano

Risk Management
Michael Schmutz

Accounting
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Board of Directors
Marlene Amstad
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Thomas Hirschi*

CEO
Urban Angehrn *

Enforcement
Patric Eymann *

Division Operating Office

Martin Meier

Legal Expertise
Noélie Laser

Division Operating Office
Danielle Schiitz
Sarah Bienz

Portfolio Managers and Trustees

Kenneth Ukoh

International Cooperation
Dominik Leimgruber

Supervision
Daniel Bruggisser

Investigations
Philipp Liischer

Authorisation
Philip Hinsen

Proceedings

Christoph Kuhn
Marc Mauerhofer
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Recovery and Resolution
Rupert Schaefer *

Division Operating Office
Marcel Walthert

Recovery and Insolvency Proceedings

Marcel Walthert
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M Divisions

[[] Sections and groups reporting directly to the division heads

i_1 Sections and groups reporting directly to the Board of Directors
* Member of the Executive Board

Strategic Services Operations

Johanna Preisig * Alexandra Karg *

Division Operating Office Division Operating Office
Florian Roth Niko Kehm
Regulation Finance
Tobias Weingart Thomas Fliickiger
International Affairs Human Resources
Franziska Low Adrian Rothlisberger
Legal and Compliance Facility Management
Renate Scherrer-Jost and Purchasing
Kathrin Tanner Albert Gemperle
General Secretariat Information and
and Communications Communication 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,

as well as operational topics (see page 72).

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 reduction of the 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
realise gains in efficiency and effec-
tiveness.

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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