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Calibration of the amount of TLAC required

1. Is a common Pillar 1 Minimum TLAC requirement tigaset within the range of 1a6 —
20% of risk-weighted assets (RWAs), and at a mmnmwice the Basel Ill leverage
requirement, adequate in the light of experiencesnf past failures to support the
recapitalisation and resolution objectives set muthis proposal? What other factors should
be taken into account in calibrating the Pillar lifdnum TLAC requirement?

We regret that regulators consider that TLAC shouldbe a pillar 1 requirement The
pitfall of a pillar 1 minimum ratio is that it willrestrict coupon payments on Tier 1
instruments. Regulators should indeed be awatdrheastors look at the distance to the
threshold of coupon reduction and expect a certaimmount of buffer (typically in a
range of 2-4%) above the required minimum thresholdoefore investing This means that
if banks have a ratio that is lower than that eigeby investors, investors may consider that
they would not receive AT1 coupons for a consideratime, which mayclose the
Additional Tier 1 market at least for some banks. This problem could beessgd by
setting the entire TLAC as a pillar 2 requiremeRillar 2 is an obligation which banks have
to comply with, so a pillar 2 requirement wouldoa!l fulfilling the objectives of the TLAC
regulation and allow supervisors to reduce coupaynent where relevant. By contrast, a
pillar 1 constraint would prohibit the strengthemiof own funds with Additional Tier 1
capital in many cases.

We urge the FSB to take that point into consideratn its QIS and further reflexion, and
calculate the shortfall of TLAC eligible liabilities of the industry taking into account
these “management” buffers for AT1 issuance purpose

Moreover, it should be noted that with a pillarefuirement, once the resolution occurs, the
restructured entity will not be able to reach theAT requirement rapidly, not even within
the 12-24 months of the proposed conformance pefibd amount of subordinated debt to
be issued in order to avoid any restriction ofrdisttion is indeed quite high and will require
much more time.

Having said that, we urge the FSB to pay closentitte to the following elements in the
calibration of the TLAC requirement.

The experiences of past failures need to be ardlysdight of the new prudential and
resolution frameworks for G-SIBs that have beenléamented since the crisis. In the same
vein, measures have been taken to address sourtesses during the crisis with margin
requirements and the ISDA protocol. Overall, these requirements provide a completely
different picture which needs to be taken into aotowhen calibrating the TLAC
requirement. Finally, the results of the Europeasss test and Asset quality review exercise
should also be taken into account.

1 We ask that a breach of the TLAC requirement éatéd with the measures applicable to a pillagRirement
and not with measures applicable to a pillar 1 iregqoent (e.g. including restrictions on AT1 distriions)..



The TLAC requirement would need to reflect the faélcat resolution_does not mean
resurrection of the whole failing bank but ensurihg continuity of its critical functions, as

provided in its resolution plan. The TLAC requiramhsehould be focused on facilitating the
group resolution plan. It is our view that it isryemportant to ensure that the objectives of
TLAC regulations focus on the aforementioned outeas a full resurrection of the whole
failing bank, rather than continuation of its a# systemic functions (e.g. payments
administration), would result in the distortionadmpetition for healthy, prudently managed
banks and this is an outcome which would not bemensurate with the outcome of a
“classic” insolvency and liquidation proceedings

Against this background, we consider thia¢ proposed 16-20% of RWAs or double
leverage ratio is much too high than necessaryMoreover, it is key that the TLAC
requirement does not follow any possible increase$e leverage ratio or changes to the
RWA requirements. It should be subject to its oggparate analysis to make sure it remains
calibrated to actual resolution requirements basedthe resolution plan, and not to
prudential concerns. We consider that:

* The leverage ratio should remain a backstop measurand should not be used
for the determination of TLAC. A fortiori, if nevertheless maintained, it shouldt
be based on a multiplier of the leverage ratio Wwtias neither been calibrated nor
harmonised across jurisdictions yet. At the verximam, it should be set at 6% of
total assets and follow a long transition period.

Moreover, when TLAC is based on the leverage ratipuld be helpful to confirm

a) that the capital buffers can count as TLAC, @mytto what is envisaged for
TLAC based on RWAs where the buffers come on tofhefTLAC; and b) that the
2.5% RWA of senior unsecured liabilities can alsard as TLAC (TS 13).

* Regarding the RWA basis of the ratio, we belie\a hcommon fixed amount of
16% applicable across G-SIBs would be sufficientl6% RWA amounts to twice
the minimum own funds requirements and it can hxkéd up by the capital buffers
and pillar 2 requirements. Furthermore, a commeadfiamount would ensure a level
playing field across banks and jurisdictions, cantito a range.

Should a 16-20% range be maintained, the classditas a G-SIB in the matrix
established by the FSB should be considered whtingéhe TLAC requirement in
respect of the proposed range of 16-20%-of-RWA TLAQuirement. A G-SIB
classified in the 1.0% or 1.5% category of the B-&hatrix should naturally be
subject to a lower TLAC requirement (i.e. closerthe 16%-of-RWA) than one
classified in the 2.5-3.5% ranges of the G-SIB iratr

Finally, we believe that the calibration of the TCAequirement should be closely linked to
the results of the QIS and the market survey aisagcheduled by the FSB in 2015. Indeed,
it is important to make sure that the final TLAC minimum requirement retained by the
FSB is practicable (i.e. it takes into account the depth of markeis éligible TLAC
instrumentsyand sustainable for banks so that they could mainta their crucial role in
financing the real economy particularly in the current context where regoiat
requirements and prudential frameworks have alrdeiyn significantly strengthened since
the crisis. Moreover, we consider that the TLACilration should take into account the
stress tests scenario as a critical determiningifand be consistent with it.

2. Does the initial exclusion of G-SIBs headquatkein emerging market economies (EMES)
from meeting the Common Pillar 1 Minimum TLAC regpnent appropriately reflect the
different market conditions affecting those G-SIBsRler what circumstances should the



exclusion end?

We don’t understand the rationale for excluding egmg market economies. EMEs are
equal competitors on the international market amdueh they should follow the same rules.
Having different rules for banks that can compete o the same market raises a serious
competitive issue Furthermore the notion of EMEs is not well deflnend is rapidly
evolving. For example in Europe some countriesparé of the single European market and
are EMEs, and on the other hand in Asia some emgrtonomies are reaching a higher
level of development. Every bank should competéhermarket based on the same rules.

Moreover, the initial exclusion should end for @Slheadquartered in emerging markets
when these institutions become internationally vacti For the already established
international activities of EME G-SIBs such a phasé may not be required and any
exclusion may worsen the distortion of the levedypig field of competition. We would
recommend considering in the forthcoming FSB QI8 éxtent to which EME G-SIBs
already are active globally.

Finally, if the exemption is justified in certaiarjsdictions according to the FSB, it should be
clarified that the MPE subsidiaries of EME headtgrad G-SIBs, which are competing in
jurisdictions subject to the TLAC, are also subjectLAC, to ensure a level playing field.

Should the initial exclusion of G-SIBs headquadereEMESs be maintained, we believe that
transparency on the schedule of its phase-out, whmaterialises, is necessary in order to
minimize the level playing field issue that it gestes.

3. What factors or considerations should be takea axtcount in calibrating any additional
Pillar 2 requirements?

Firstly, we note that the TLAC requirement shouidapillar 2 requirement as a whole (cf.
answer to Question 1 for our reasoning in this exit

With the TLAC ratio, a G-SIB would have to meet:rofunds and TLAC requirements + G-
SIB surcharge + countercyclical buffer + any padssibcrease in own funds requirements
pursuant to pillar 2. It should be clarifigghat weaknesses an additional TLAC pillar 2
surcharge would seek to cover that is not alreadydalressed Moreover a pillar 2 TLAC
surcharge requirement would decrease transparemntcgradictability of TLAC requirements
for investors and could lead to unjustified goldipig by national regulators and thus to an
unlevel playing field.

In addition, in certain jurisdictions the pillarrdquirements under Basel Il/lll shall not be
disclosed, which would prohibit any use of Pillafo2 the TLAC ratio as the disclosure of
the TLAC would reveal the pillar 2 level of the it

Furthermore, we think that there should be no regquéent for a TLAC pillar 2 surcharge in
excess of the TLAC requirements set in respect WAR and leverage ratio measures.
Considering that the resolution objectives areres@rve the bank’s critical functions, and
not to bring back to life a full-fledged institutip post resolution the structure of the
remaining group will be very different, and themefadiversification effects will lead to
significantly different results where a full pill& is not necessary anymore. The resolution
authority has the power to separate banking aietsvibetween a good bank and a bad bank,
which would likely lead to a downsizing of the ramiag good bank and a reduction of its
pillar 2 risks.

For all these reasons, we would invite the FSBetnove the additional pillar 2 surcharge
requirement.



Ensuring the availability of TLAC for loss absorption and recapitalization in the
resolution of cross-border groups

4. Should TLAC generally be distributed from theofation entity to material subsidiaries in
proportion to the size and risk of their exposurtsthis an appropriate means of supporting
resolution under different resolution strategieshit¥t subsidiaries should be regarded as
material for this purpose?

5. To what extent would pre-positioning of interfaAC in material subsidiaries support
the confidence of both home and host authoritias @hG-SIB can be resolved in an orderly
manner and diminish incentives to ring-fence a&sdtsa requirement to pre-position

internal TLAC in the range of 75 - 90% of the TLARQuirement that would be applicable
on a stand-alone basis, as set out in the termtg8=ztion 22), appropriate to satisfy the
goals of the proposal and ensure that TLAC is rigaaind reliably available to recapitalize

subsidiaries as necessary to support resolutionh @as pre-positioning be achieved
through other means such as collateralized guaresfe

To questions 4 and 5:

We accept the need for host authorities to be denfithat LAC would be available to allow
orderly resolution. But care should also be takex the allocation of TLAC within a group
does not create fragmentation and lead to trappets pf resources, especially in resolution.
We believe that the Crisis Management Groups (Cki&ated by the FSB are the right fora
to develop trust amongst resolution authoritiesATLdistribution within a group should
depend on the group’s resolution strategy and wésal plan as agreed in the bank’s CMG.
There should be no automatic allocation of TLACupon meeting the criteria set out in TS
21 but rather, and where relevant, an allocatiosuissidiaries based on a decision by the
CMG in line with the group’s resolution strategy.

Should an internal TLAC be maintained, it shouldragch as possible be limited to material
subsidiaries in jurisdictions where the healthled subsidiary on a stand-alone basis has a
substantial impact on the stability of the hostrdop The inclusion of internal TLAC should
also limit the responsibility of the holding companith regard to the recapitalisation of the
subsidiary: as suchnternal TLAC should act as a stop-loss for the haling company

and be linked to the ability to have a resolution sthe subsidiary level alongin line with

the group resolution plan.

Moreover, we believe that the determination ofrimé¢ TLAC should be discussed between
home and host authorities, based on a top-dowroapprof the external TLAC allocation,
and as suchreflecting the allocation of the group TLAC capital to the subsidiary.
Otherwise, the sum of the internal TLAC determirsdthe solo level for the material
subsidiaries could become super-equivalent to theermal TLAC, which, in our
understanding, is not the objective of the FSB teheet.

Furthermore,more flexibility is needed on the constitution of nternal TLAC. The
proposed option to make use of guarantees wouldge@ppropriate flexibility (TS 23) but

it should be possible to take into consideratidreoforms of support such as unconditional
but unfunded guarantees of the parent with supsnwisipproval; intra-group financial
support agreements (as provided in the BRRD) cermal cross-guarantee schemes of
cooperative banks.

As a general rule, groups should be able to dethdemix of debt and equity that is
appropriate to distribute internal TLAC. In thigeed, it should be confirmed that the 33%



debt requirement would not apply to internal TLA@ bnly to the consolidated level (TS 7).
Indeed, flexibility is necessary to consider theeaficities of subsidiaries in certain

jurisdictions which may create obstacles to debtuasce. Moreover, the requirement of
internal TLAC in form of debt may generate tax ssthat could be lowered with equity.

Determination of instruments eligible for inclusionin external TLAC

6. Are the eligibility criteria for TLAC as set oum the term sheet (Sections 8-17)
appropriate?

Exclusions (TS12):

The definitions of the exclusions from the TLAC vdmeed to be clarified. Indeed, in TS12
(excluded liabilities), there is a mix between eswtbns for reasons of ranking, and
exclusions for reasons of practicality of resolatievhich may generate confusion on the
order in which creditors bear loss in resolutiormr®specifically:

» Structured notes (TS12) these instruments are excluded from the TLAC tlue
concerns over the operational complexity of ba#imghis kind of debt and not from
economical or legal reasons as far as we understaldde disagree with sucha
priori blanket exclusion of structured notes.They are economically long-term
liabilities that should be able to absorb lossesshime way as other senior debts in
bail-in. In fact, most structured notes often healatively simple market risk features
and are quite industrial instruments, with a ladggree of standardization, including
back-office, listing and valuation processes.. EWfestructured notes are excluded
from the TLAC calculation for practical reasonsgytbshould not be excluded from
the waterfall of the bail-in and should remain ppaissu with other senior debt
eligible to the TLAC. The latter principle shoulds@a be borne in mind for the
instruments that are not TLAC-eligible only becatisey do not meet the residual
maturity criterion.

In order to address the operational concern mesti@bove for structured notes
principle-based approach would probably allow the ISB to guide the possible
exclusionsthat would be in the hands of the resolution atities when assessing the
feasibility and credibility of the resolution pland&/e would advise the FSB to work
with banks to define such a grid of principles tedbto structured notes.

» “Callable on demand without supervisory approval'S{12): clarifications are
required about the rationale underlying the exclugf “any liability that is callable
on demand without supervisory approval”. In anyecamy liability that is callable
only at the issuer’s discretion should be eligilcensidering that issuers would only
call those instruments as long as they comply WitAC minimum requirement

Redemption restrictions(TS15):

We would urge the FSB to reconsider this provisiadto require a supervisory approval
only when redeeming eligible TLAC would lead to a feach of the TLAC requirement.
Otherwise, as drafted, this provision which appt@sll eligible TLAC instruments would
generate rigidity in the day-to-day business mamege of the G-SIBs.

7. What considerations bear on the desirabilityofexpectation that a certain proportion of
the common minimum Pillar 1 TLAC requirement cdastf (i) tier 1 and tier 2 capital
instruments in the form of debt plus (ii) othegddle TLAC that is not regulatory capital?

The rationale behind this proposal remains uncksain any case it is better to have a loss



absorbing capacity that is exclusively composedC&T1 rather than the same capacity
composed of convertible instruments which are wfeloquality. Such constraint would add
rigidity to the framework while supervisors traditally prefer CET1 capital. Moreover, it
would penalise cooperative banking groups, whighitahze most of their profits and have
therefore much CET1 and little convertible or hgbdebt.More flexibility is therefore
necessary to accommodate specific business modet&l a&apital structures, as well as
the CET1 expectations of the relevant supervisorsna the affordability of the hybrid
debt market. There should be no unnecessary restrictionsrorsfiflexibility in deciding on
the appropriate funding mix for a given situation.

8. Are the conditions specified in the term she&&c{ion 8) under which pre-funded
commitments from industry-financed resolution furtds provide resolution funding
contribute to TLAC appropriate?

The conditions stated in this section will exclugiey pre-funded commitments from the
European resolution funds (notably, the conditiequiring that there is no limit specified in
law in respect of the amount which may be contedjfrom the TLAC instruments, which
maycreate level playing field issues vis-a-vis otheujisdictions.

9. Is the manner in which subordination of TLAGyélie instruments to excluded liabilities
is defined in the term sheet (Section 13) suffid@provide certainty regarding the order in
which creditors bear loss in resolution, and to @vpotentially successful legal challenges
or compensation claims? Where there is scope #dilities which are not subordinated to
excluded liabilities to qualify for TLAC, are theatnsparency and disclosure requirements
set out in section 13 and 24 sufficient to ensheg holders of these instruments would be
aware of the risk that they will absorb losses ptio other equally ranking but excluded
liabilities? If not, what additional requirementeauld be adopted?

We understand the rationale underlying the subatdin criterion and we believe that the
three modes of subordination proposed (contracstediitory and structural) should be kept.
However, we would like to highlight that in pra&ithese three modes will not be readily
applicable and will generate adaptation costs. Thisspecially true foEuropean banks
which are structured under an operating mother compny, and whose structure does
not allow the subordination of TLAC-eligible senior debt to TLAC-excluded senior
debt. As a consequence, we believe that the conditosubordination should not be too
prescriptive and rather be tailored by resolutiatharities according to the applicable
resolution law.n the EU, TLAC should take into account the statubry bail-in regime
which enables the bail-in of a broad scope of gethébts and leave the resolution authority
flexibility to exclude some debts in resolutionr(fractical or systemic reasons, on a case by
case basis).

Regarding the scope left for non-subordinated liigds, as said before (see also response to
guestion 6), we believe that the way the exclusemesdefined needs to be clarified, as it
mixes exclusions due to insolvency ranking androgixelusions (for practical reasons).

Finally, regarding the proposed inclusion of semebt into the TLAC, we understand that
this is an option at the discretion of banks and not a requirement. We support such
optional approach. Moreover, it would be helpful flle FSB to clarify the rationale behind
the proposed amount of 2.5% RWAs.

Clarifications are also needed regarding the way @mount would be increased in cases
where the final calibration of the TLAC would exde&6% of the RWAs. We suggest
increasing this option proportionally to the ingeaf the TLAC requirement beyond 16%
RWAs in relation to the current minimum capitaliogffor instance: a TLAC requirement set
at 18% RWAs corresponds to an increase of 25% @fctirrent minimum capital ratio,
therefore the allowed amount of senior debt in TL&®uld be proportionally increased by
25%, resulting in a 3,125% RWAs amount).



Interaction with regulatory capital requirements and consequence of breaches of TLAC

10. Do you agree that the TLAC requirement for 8should be integrated with Basel IlI
such that the minimum TLAC requirement should befims¢, and only after TLAC is met
should any surplus common equity tier 1 (CET1)\melable to meet the Basel Il buffers?

Yes, we support the idea that any erosion of CE®dlavbe allocated to buffers first.
Transparency

11. What disclosures (in particular in terms of #iaount, nature and maturity of liabilities

within each rank of the insolvency creditor hiettayy should be required by resolution

entities and material subsidiaries to ensure ti&t order and quantum of loss absorption in
insolvency and resolution is clear to investors atiter market participants?

Considering that a lot of different disclosure déguafations are possible, we would suggest
that either full discretion is left to the bank fits declaratioror alternatively a disclosure
following a scenario-approachbased on a loss hypothesis at the point of ndoiitia

In terms of granularity of the information discldseve encourage the FSB to base its
requirement on what already exists under the cuprrdential framework, in order to avoid
multiplying disclosure requirements unnecessaklgreover, we believe that the disclosure
should be requirednly at the resolution entity level

Limitation of contagion

12. What restrictions on the holdings of TLAC appr@priate to avoid the risk of contagion
should those liabilities be exposed to loss in lkggm?

If G-SIBS may not count their holdings of other @®@S§ liabilities towards their TLAC
ratio, this raises the question of tagistence of a market for such TLAC instruments
Especially in Europe where debt markets are redptismall, added to the fact that all GSIBs
would need to raise large amounts of subordina¢dd at the same time, the consequence of
such restriction would be to increase costs of TL&gbt and to make it uneconomical for
dealers to underwrite or make a market in TLACrumsients. While we can understand the
contagion risk concernsnore flexibility is required to enable the developrant of a
market for TLAC instruments.

The FSB should establish a threshold below which & holding of G-SIBs TLAC
instruments by other G-SIBs would be allowedWe invite the FSB to consider in its QIS
the calibration of such a threshold specific forAll purposes.

Conformance period

13. Should G-SIBs be required to conform with threspiirements from 1 January 2019?
Why or why not? What, within the range of 12 tan8thths following the identification as a
G-SIB, should be the conformance period for bad&stified as G-SIBs at a future date?

Taking into account the structural impacts of inmpdmting a TLAC requirement and the
limited market depth to absorb the required volwh&LAC debt, we would urge the FSB
to allow alonger transition period.

Should the 2019 deadline be maintained, a phasirgeiuld be necessary to comply with
some of the additional requirements if they werapply, namely the minimum of debt in



the TLAC ratio and internal TLAC for foreign subsides.

We would ask regulators’ support to make sure credirating agencies could not pre-
empt the new rules and downgrade ratings before emeknowing the concrete impacts of
the new rules.

Market impact and other aspects

14. How far is the TLAC proposal, if implemented meposed, likely to achieve the
objective of providing sufficient loss-absorbinglarecapitalization capacity to promote the
orderly resolution of G-SIBs?

Subject to our responses to many important aspétie proposal, if appropriately amended
and implemented, we believe the TLAC should achitssebjectives and end the too-big-to-
fail issue. It should also solve the question @f $tructural organisation of universal banks’
trading activities once and for all.

15. What will be the impact on G-SIB’s overall fungdcosts of the adoption of a Pillar 1
Minimum TLAC requirement?

Subordinated debt is by nature more risky and thage expensive than senior debt (e.g. ca.
+130bp for Credit Agricole S.A. in the current oexit of low interest rates and ample
liquidity - Jan. 2015), so will further increase avhinterest rates pick up and liquidity
decreases). Therefore we expect i@t Pillar 1 minimum TLAC requirement, which
implies a significant recourse to subordinated debtwill materially increase the funding
costs of G-SIBs.

Furthermore, G-SIBs will have to deal with the sost adapting their financing structure
and their functioning to the TLAC requirement (icests relating to the creation of holding
companies and contractual subordination).

In order to limit the impact on funding cost of @S, it is of the highest importance to
phase-in the introduction of the measure, espgcialithe eventuality of the reduction of
State supportTLAC is expected to limit, if not exclude State @pport; this will have
direct consequences on banks’ ratings and fundingosts. It is thus of the highest
importance to have a smooth phase-out of Stateosupp parallel with a phase-in of the
TLAC requirements in order to give time for banksgsue TLAC-eligible debt and limit the
impact on ratings.

16. What will be the impact on the financial systamd its ability to provide financing to the
real economy?

If the TLAC proposal is not appropriately calibrtand consistently applied, and if the
impact of the new rule is sudden and not progresdianks will likely be massively
downgraded. This will increase their funding cost and may ldadthe disappearance of
some activities like ABCP refinancing (used to mafice consumer loans) that are directly
linked to bank ratings. In addition, it needs to b@ne in mind that with TLAC, by
constructionthe more banks will lend, the more TLAC they will reed and the more they
will have to finance the costs of raising subordinad debt



