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 4 MDA: the definitive explanation? 

EBA’s opinion on the Maximum Distributable Amount 

At the end of last year the EBA published an opinion on the interaction of Pillar 1, Pillar 2 and the 

combined buffer requirements and restrictions on earnings´ distribution. In this regard, the EBA 

clarifies how the limitation on payment of dividends, coupons of AT1 and/or variable remuneration will 

work. This refers to the MDA framework. 

Capital requirements: a primer 
European regulation defines the capital requirements that a financial institution must hold for prudential 

purposes. To be more precise, the CRR establishes (in Part Two) the own funds requirements that financial 

institutions must comply with (i.e. Pillar 1). In addition, competent authorities carry out their Supervisory 

Review and Evaluation Process (SREP) to assess the institution-specific level of own funds and therefore 

require additional capital above the Pillar 1 requirement (i.e. Pillar 2). Finally, and generally more based on 

macroprudential factors, financial institutions must comply with the combined buffer requirement (i.e. capital 

conservation buffer, systemic risk buffer, etc.). Normally, these capital requirements are defined in CET1 

terms but in some cases they could include AT1 or Tier 2 requirements. 

Origin of the debate: the problem 

The CRD establishes that when a financial institution´s CET1 is not enough to cover the above-mentioned 

combined buffer, financial institutions must compute the MDA and, as a result, competent authorities will be 

able to impose restrictions on the distribution of earnings (i.e. dividends, AT1 coupons or variable 

remuneration). Even if this is clear, the problem is how to assess whether a financial institution has sufficient 

capital to avoid the computation of the MDA. In other words, how to compute the capital level that a financial 

institution must have in order to be able to make distributions. From a practical perspective, it is necessary to 

know exactly what the capital stack is, or how Pillar 1, Pillar 2 and the combined buffer interact with each 

other. 

The EBA´s opinion: the solution? 

The EBA recommends a stacking order, where Pillar 2 is located between Pillar 1 and the combined buffer. 

As such, financial institutions would have to take Pillar 2 into account in computing whether or not they 

would face restrictions on earnings´ distribution. 

General assessment 
The EBA tries to put some clarity into a very complex part of the European banking regulation. As such, it 

recommends competent authorities to take into account Pillar 1, Pillar 2 and the combined buffer in the 

computation of the MDA or, in other words, to discourage what is called the Danish approach (i.e. Pillar 2 

was not included in this computation). Furthermore, in the same opinion, the EBA recommends competent 

authorities to ensure the funding continuity of financial institutions when revising capital plans due to the 

MDA computation. And finally, competent authorities should, at least, not prevent or dissuade any institution 

from disclosing Pillar 2 information. Moreover, the EBA’s opinion includes some recommendations to the 

European Commission: first, to simplify the wording of the CRD article related to the computation of the MDA 

and therefore avoiding misinterpretations and, second, that the European Commission should revisit the 

prohibition on distribution when no profits are made, notably on AT1. In a nutshell, this opinion represents an 

important step towards increasing transparency, and it supported the decision taken by some European 

financial jurisdictions to encourage banks to disclose their SREP requirements.  
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DISCLAIMER 

This document has been prepared by BBVA Research Department. It is provided for information purposes only and 

expresses data, opinions or estimations regarding the date of issue of the report prepared by BBVA or obtained from or 

based on sources we consider to be reliable and have not been independently verified by BBVA. Therefore. BBVA offers 

no warranty, either express or implicit, regarding its accuracy, integrity or correctness. 

Estimations this document may contain have been undertaken according to generally accepted methodologies and 

should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no 

guarantee of future performance. 

This document and its contents are subject to changes without prior notice depending on variables such as the economic 

context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes. 

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any 

interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, 

commitment or decision of any kind.  

In regard to investment in financial assets related to economic variables this document may cover, readers should be 

aware that under no circumstances should they base their investment decisions in the information contained in this 

document. Those persons or entities offering investment products to these potential investors are legally required to 

provide the information needed for them to take an appropriate investment decision. 

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, 

distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or 

process, except in cases where it is legally permitted or expressly authorised by BBVA. 
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