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Proposals in a Nutshell

n E
O 3 Liquidity Coverage Ratio High Quality Liquid Assets
- £ o LCR > 100%
®EE ST L) e iole Net Cash Outflows over 1 month — °
— < = Acute 1 month Stress
‘ C’: 3 L .
= ST NSER Net Stable Funding Ratio Available Stable Funding (1 year) > 100%
c g o Standardized Weighting Factors Required Stable Funding (1 year)
m 3
asset at their latest possible maturity c % )
g’) liability at their earliest possible maturity - g c Bank’s Balance Sheet Total
tH . | © © . .
= 0 Available Unencumbered Assets = 5 M | Significant Product/Instrument
O = marketable as collateral in secondary and/or eligible 'g cC o -
"E ‘5 for central banks’ standing facilities, by currency |— = 8 g Bank’s Balance Sheet Total
. . L C |=
= = h.gh'yr':rket're'?(tfg tM°"':°t"29 (T°,‘t"~z | | 8 | Listofassetand liability
i quency market data: market wide (equity, de s
FX, commodities.. markets), bank specific (CDS...) FELETIEES L] SRS CUHEE)
c Ongoing monitoring, at least Break down by currency / location
9 monthly reported, |ag < 2 weeks « banks and supervisors cannot assume that currencies
shed hiah ting f in st will remain transferable in a stress, even for currencies
8 (higher reporting frequency in stress) which in normal times are highly convertible »!!!
Q. Consolidated Basis at least, may All metrlcs are .publlcly disclosed
(@} . Information on the metrics [...] should be transparent
< apply to sub-consolidated level and be publicly disclosed
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e What Risk Appetite Level?
Road speed limits are higher than car crash test speeds

ADAC Crashtest: Grenzen der passiven Sicherheit

Die Farbskala fUr die Crashtestdummys zeigt, wie das Verletzungsrisiko sprunghaft bei der
um 16 km/h hoheren Aufprallgeschindigkeit ansteigt. Besonders im Brustbereich des
Fahrers wird es kritisch - das Potenzial des Airbags ist ausgeschopft.

Aufprallgeschwindigkeit Aufprallgeschwindigkeit
64 kml h Verletzungsrisiko BO kml h
sehr gering
|
gering
mittel
i
hoch
El

sehr hach

ADAC Infogramm
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e Liquidity Coverage Ratio
1 month bank-specific + market-wide stress test scenario

CP §20 - §77. Annex 1 gives a synthetic view

Very Narrowly Defined High Quality Liquid Assets
Core Definition is CP §34 to §36

~

iquidi - High Quality Liquid Assets
LCR IS_tL?w:ija:g:thdSvgi\g;:ti';wagglzzeacﬁrastlo = Yy > 100%
~ Acute 1 month Stress Net Cash Outflows over 1 month
/\
"l

Cash Outflows CP §38 - §70 Cash Inflows CP §71 - §77
Deposits and Funding are given Falling due amounts from

runoff / rollover assumptions performing loans

Committed and uncommitted Lines of credits from financial
off balance sheet commitments institutions are ignored

are given drawdown assumptions
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e High Quality Liquid Assets
Too Narrow a Definition

® Bias towards Sovereign Debt... to the extent that they are
either well rated (0% risk-weight Basel Il standardized
approach), or that the currency matches the country’s
currency where the risk is being taken

® Opening for higher than 50% portion of the liquidity buffer
= Non Financial Corporate
m Covered Bonds not issued by the bank itself

= Subject to
* haircuts: 2 AA => 20% haircut; =2 A-=>40% haircut
* Central bank eligibility
* Proven market liquidity even in times of stress

® Central bank eligibility is not a criterion per se
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Retail / SME “stable”: insured + relationship 7.5%

terms of deposits
are considered

only when “less stable” 15.0%
they have unwind penalty

. . “ 2o [ ' i 25.0%
Non Financial stable”: insured + relationship 0
Corporate Relationship (cash management, other 0
vereign ntral bank ; 25.0%
Seidzistieliisp Galice eIl ey substantive dependency...)
public sector
1. call dat 1
shealdaie=tm Other 75.0%
Other Legal Entities 100.0%

(incl. monetary policy from central banks)

AFG

Secured funding High Quality Liquid Assets 0.0%
(repo)
The contractual term Other 100.0%

is considered

Cash Outflows
Too Severe Deposit Runoff Assumptions
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Cash Outflows
Too Severe Drawdown Assumptions

Off B/S Commitments

incl. conditionally revocable.
Their maturities are ignored.

Credit Line  Liquidity Line Other

Retail 10% 10%
_ _ 100% Local
SME / Non Financial Corporate 10% o drav‘;n) Supervisor
100% 100%
Other (fully drawn) (fully drawn)
Increase in Margin Calls Local
(collateral agreement for derivatives) Supervisor
Other Cash Increase in Posted Collateral 20%
Outflows
Downgrade Triggers (3 notches) 100%
All other cash outflows 100%

(ex: derivatives cash flows)

KF'G'KP [ ALMA Seminar — Friday 4th June ‘10 T

_8-




Cash Inflows
Severe Assumptions

Cash Inflows

Performing Loans’ Cash flows

High Quality
Secured Liquid Assets
Lending
(rev. repo) Other
High Quality
Marketable Liquid Assets
Assets
(ex: equities) Other

Owned Liquidity Lines

All other cash inflows
(ex: derivatives cash flows)

100%
(no rollover)
0%
(ie: full rollover)

100%

(ie: no rollover at all)

0%
(in the Liquidity buffer)

0%

(no liquidity value)

0%
(denied)

100%
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Reactions to BCBS CP

AFGAP /| ALMA Seminar — Friday 4th June ‘10

Argues against the one-size-fits-all approach which denies bank-
specific issues

Too narrow liquidity buffer: extend to central bank eligible assets
potentially with a cap on the portion that is not market liquid (manage
moral hazard on central banks)

Call for recognizing securities’ market liquidity (ex: equities) in cash
inflows (incl. repo roll over assumptions)

Too severe deposit runoff assumptions; break down financial
institutions; recognize other stickiness factors (ex: custodians)

Too severe drawdown assumptions (100% for liquidity lines!)
Assumptions should be symmetrical

Could the liquidity buffer be used in an actual liquidity crisis? Could
the LCR be breached in a liquidity crisis?

Avoid immediate disclosure of LCR
Market and volatility will demand higher than 100% LCR
IT issues to implement
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Net Stable Funding Ratio

1 year bank-specific stress test scenario

CP §78 - §91. Annex 3 gives a synthetic view

Available Stable Funding — CP §82 - §86
e Liabilities are given severe runoff / roll over assumptions.
e Callable liabilities are not considered stable funding.
e Repo on non very narrowly defined High Quality Liquid assets
are assumed not to roll over

—_

Available Stable Funding (1 year)

NSER Net Stable Funding Ratio
Standardized Weighting Factors

Required Stable Funding (1 year)

Z100%

—
Required Stable Funding — CP §87 - §91
Annex 2 gives a synthetic view
e Assets are given Required Stable Funding factors
e This includes roll over assumptions for loans
with less than 1 year residual maturity.
e Non very narrowly defined High Quality Liquid Assets
have to be partially funded over 1 year.
e Off balance sheet commitments have to be 1y+ term funded.
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Available Stable Funding (1)

Liabilities with greater than 1 year residual maturities

The expected

AFGAP /| ALMA Seminar — Friday 4th June ‘10

maturity Capital (incl. Tier 1 and Tier 2) 100%
should be greater
than 1 year Preferred Shares not in Tier 2 100%
when taking into
account embedded Secured + Unsecured 100%
options
v ok
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AFG

Retail / SME “stable”: insured + relationship 85%
terms of deposits
are considered
only when “less stable” 70%
they have unwind penalty
. . “stable”: insured + relationshi 85%
Non Financial P
Corporate Relationship (cash management, other 50%
sovereigns, central banks, substantive dependency...) 0
public sector
s.t. calldate > 1 m
Other 50%
Other Legal Entities 0%
(including monetary policy from central banks)
Secured funding High Quality Liquid Assets 227 0%
(repo)
The contractual term
is considered Other ??7? 0%

Available Stable Funding (2)
Liabilities with lower than 1 year residual maturities
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Required Stable Funding (2)

Liquid Assets

Securities with maturities < 1 year
Cash, Money Market Instruments

Sovereigns
> AA rated
High Quality Sovereigns
Liquid Assets > A- rated
Corporate Bonds
Unencumbered Covered Bonds
Liquid
Corporate and Covered Bonds
Assets SA- rated
with maturities - rate
2 1 year Major Indexed Listed Equities
Gold
All Other

Encumbered Liquid Assets
with maturities = 1 year

0%

5%

??

20%

50%

50%

50%

100%

2?77
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Required Stable Funding (2)

Even though NSFR is based on a idiosyncratic stress scenario,
the bank is assumed to keep on originating news loans

Rollover Retail 85%
assumption

for Lo‘i‘”s Non Financial Corporate 50%
with residual

maturities _ _ - .

<1 year Financial entities 0%

Seeemingly consistent with the 85% and 50% runoff assumption for
retail and corporate deposits,
the loan rollover assumptions are far more demanding
since the loans are longer than the deposits.
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What are bankers assumed to do during
a 1l year long idiosyncratic liquidity stress scenario

Jimmy Cayne [
Bear Stern |
was Playing Bridge |

Stanley O’Neal
Morgan Stanley
was Playing Golf

ar = rriday 4th June ‘10 e -1 6-



Focus on Roll Over Assumptions (1)

Let’s consider an inventory built of 2 year amortizing loans originated
over the years. The outstanding amortizing profile is graphed below:

100
20
80
70 MR- -
60
50
a0 e R S e
30
20
10 - Mg - mm-mm- -

At 1 year horizon, the economically-
required funding is: 25

Lo Inatoay Qidadin
Blate (omaiad)

Months

Assuming a 85% retail roll over assumption, the required funding
would jump to 89, which is 260% increase in required 1 year funding!!!
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Focus on Roll Over Assumptions (2)
Increase in term funding

Loan Maturities (months)

24 60 120 180 360

Rollover 85% 260% 55% 26% @ 19% @ 12%

assumption 50% 153% 32% 15% 11% 1%
Loan Maturities (months)

24 60 120 180 360

Rollover 85% 94% 21% 1%  12% = 10%

assumption 50% 56% 16% 9% % 6%

The increases are material.

The symmetry between asset rollover and liability runoff
is far more demanding than intuition would lead.

AFGAP /| ALMA Seminar - Friday 4th June ‘10
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Balance Sheet as-of-today

Assets Liabilities
Consumer Loans (5y) 96 8 Capital
Overnight Interbank 4 92 Insured Core Deposits
Total 100 100 Total

1 year forward looking Balance Sheet
derived from transactions in the as-of-today balance sheet

Assets Liabilities
Consumer Loans (5y) 58 8 Capital
Overnight Interbank 0 x% of 92 Insured Core Deposits
Total 58 Total

1 year forward looking Balance Sheet
derived from transactions in the as-of-today balance sheet
and rollover/runoff assumptions

Assets Liabilities
Consumer Loans (5y) 90 8 Capital
Overnight Interbank 0 78 Insured Core Deposits
Total 90 86 Total

AFGAP /| ALMA Seminar — Friday 4th June ‘10

Even a safe 100% Retail Bank would fail the NSFR-test.
This comes from inconsistent rollover assumptions

Retail Bank with no need for
wholesale funding.

Loan to deposit ratio = 104%
The O/N helps passing the LCR
test

At 1 year horizon, the bank could
« lose » up to 50% (x%) of its
deposits and the loan would still
be funded.

This looks like a safe liquidity risk
position.

But, due to the rollover
assumption, the bank does NOT
pass the NSFR test!

It would have to term fund 4 over
1 year, that it would have to
invest short term or in highly
liquid assets.

s -1 O-
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Argues against the one-size-fits-all: even more for NSFR
Assuming loan roll over assumption in a crisis does not make sense
Call for recognizing securities’ market liquidity

Inconsistencies notably on « other assets » (100% required funding)
and « other liabilities » (0% stable funding) which could have a
dramatic impact on derivatives’ market values in the balance sheet

Too severe deposit runoff assumptions (Japanese and Chinese banks
call for far smaller retail deposit runoff assumptions)

Call for simpler ratios (ex: derived from ltalian long term ratios that have
been binding up to... 20006)

IT issues to implement: several years are required

Reaction to BCBS CP

-20-



Reactions to BCBS CP - NSFR

® Call for recognizing internal models, at least in the form of bank-
specific category breakdown and runoff/rollover assumptions

® Some banks call for recognizing business-as-usual central bank
money market policy as a source of stable funding

® Different economies may have different structures:
= Fannie Mae / Freddy Mac / Federal Home Loans in the US
= Incentives to disintermediate savings in the Nederlands (as in France)

AFGAP /| ALMA Seminar — Friday 4th June ‘10 T ——
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Reaction to BCBS CP - General

Call for another round of Consultative Paper / Quantitative Impact
Study

Call for measuring impact on the economy, in isolation and when
combined with other suggested regulations

Risk of liquidity related disclosures

« Announcement risk » to manage (stakeholders expect / require /
demand binding ratios to be abided by as soon as final paper is
published)

Some dissenting views:
» Recommendation for requiring ratios to be binding at each entity level
= Breakdown the LCR in 2 different horizons (1 or 2 weeks, then 1 month)
m Strongly ring-fenced liquidity buffer

AFGAP /| ALMA Seminar — Friday 4th June ‘10 e -0 ) -



This is combined with CRD IV

Based on BCBS-CP-NSFR and LCR
One-Single-Rule-Book across Europe
Creation of a European Banking Authority (EBA) to settle issues

Liquidity buffer: EBA would maintain a list of securities that would be
eligible for liquidity buffer

Possibilities to have country-specific assumptions (ex: retail runoff
factors), publicly disclosed and applicable to all institutions active in
the country

In times of crisis, the ratios could be breached. Crisis management
has to present its recovery plan to EBA.

European country regulator could deliver a waiver for the entities in
their country. It’s not automatic.

AFGAP /| ALMA Seminar — Friday 4th June ‘10 I - ) 3-
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Striking the Right Balance
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Appendix

A Few Unintended (?) Consequences

AFGAP /| ALMA Seminar — Friday 4th June ‘10
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JE Unintended Consequences
Trade off Funding Risk vs. Asset Liquidity Risk (1)

Too Restrictive Definition of Liquid Assets

U U

Higher Demand for Specific Assets...

... that must be stuck in banks balance sheet

U U

The assets become LESS LIQUID

AFGAP /| ALMA Seminar — Friday 4th June ‘10 -26-




Unintended Consequences
r
‘.

Trade off Funding Risk vs. Asset Liquidity Risk (2)

Assuming No Possible Roll Over Repo
for non-Government Bonds

U U

Costlier Unsecured Funding Required

Decrease in Volumes of both Repo Market and
Market Making Activities for those Assets

U U

Non-Government Bonds become LESS LIQUID

AFGAP /| ALMA Seminar — Friday 4th June ‘10
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Unintended Consequences

Increased Systemic Risk (1)

Concentration of Banks’ Liquidity Buffers
on narrowly defined High Llquid Assets

U U

Massive Fire Sales Concentrated
on those Assets when a crisis occurs

U U

Decreases in Prices
(Increase in Rates and Government Spreads)
in a crisis mode

==

Decrease in Available Liquidity

AFGAP /| ALMA Seminar — Friday 4th June ‘10
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Unintended Consequences

Increased Systemic Risk (2)

High Quality Liquid Assets
are Rating-Dependent

1l 1l

A wave of credit downgrade would decrease
the High Quality Liquid Assets

U U

Banks would be led to scale back their
liquidity

U U

Vicious Circle: Credit Risk => Liquidity Risk
=> Lower Funding Capacity
=> Weaker Economy => Higher Credit Risk

-29-



Unintended Consequences
r
‘.

Increased Systemic Risk (3)

One-Size-Fits-All Regulation

U U

Banks’ Behaviours Alignement

Increase in Herd Behaviour Risk

U U

Increase in Systemic Risk

AFGAP /| ALMA Seminar — Friday 4th June ‘10
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Unintended Consequences
r
‘.

Increased Systemic Risk (6)

One-size-fits-all assumptions to calculate
LCR and NSFR

U U

No Competitive Advantage
for the better banks

U U

Incentive for banks to take the maximum
authorized risks

U U

Increase in Systemic Risk

AFGAP /| ALMA Seminar — Friday 4th June ‘10 T ——
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Unintended Consequences

Increased Systemic Risk (7)

Not Granular Enough
Runoff / Rollover Assumptions

U U

Incentive to Concentrate on the riskiest
position in the same Basel-lll risk bracket

U U

Increase in Systemic Risk

AFGAP /| ALMA Seminar — Friday 4th June ‘10 T ——
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Unintended Consequences
r
‘.

Increased Systemic Risk (8)

Liquidity Risk Metrics Disclosures

U U

The bank can be played against by market
participants

+

Risk of Misunderstanding

U U

Increase Funding Risk & Systemic Risk

AFGAP /| ALMA Seminar — Friday 4th June ‘10
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Unintended Consequences

Increased Systemic Risk (9)

Punitive Drawdown Assumptions for
committed lines

U U

Disincentive for banks to sell those products

U U

The risks remain in our customers, which are
not equipped to mitigate those events

U U

The risk is lying in no regulated institution,
with more direct effect on the economy

AFGAP /| ALMA Seminar — Friday 4th June ‘10
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Unintended Consequences
r
‘.

Increased Systemic Risk (10)

Lower Liquidity Risk in the Banking Industry

+

Economic Needs to Transform
Short Term Money in Long Term Assets

U U

Liquidity Risk is pushed outside
the banking industry

U U

Lower Resiliency to Liquidity Crises
(no access to Central Banks)

AFGAP /| ALMA Seminar — Friday 4th June ‘10
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Unintended Consequences
r
‘.

Adverse for GDP Potential Growth (1)

Significant Increase in banks long term
funding needs

+

Government funding needs

Significant Increase in long term funding needs

U U

Higher Long Term Rates

AFGAP /| ALMA Seminar — Friday 4th June ‘10 T ——
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Collateral Damages

Adverse for GDP Potential Growth (2)

NSFR-Roll over assumptions for loans

U U

Funding Needs to be longer than loans!
(reverse transformation)

U U

Decrease In originated loans
More expensive loans (passed additional costs)

U U

Adverse Funding Capacity
to the whole economy

AFGAP /| ALMA Seminar — Friday 4th June ‘10
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Unintended Consequences
r
‘.

Adverse for GDP Potential Growth (3)

If the suggested supervisory framework is
applied at sub entity level (branch/subsidiary)

U U

Break down of internationally active banks

U U

Reduced flow of liquidity and
Less efficient liquidity allocation mechanism

U U

Decreased Potential Growth

AFGAP /| ALMA Seminar — Friday 4th June ‘10 T ——
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Unintended Consequences
r
‘.

non Level Playing Field

If the suggested supervisory framework is
applied only to internationally active banks

U U

No level playing field with
non internationally active banks

AFGAP /| ALMA Seminar — Friday 4th June ‘10 T —
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Unintended Consequences
r
‘.

Weakened Monetary Policy

NSFR requires huge increase
in long term funding for banks

... to the extent of drastically decrease
short term funding

U U

Less effective Central Bank Monetary Policy

AFGAP /| ALMA Seminar — Friday 4th June ‘10 T ——
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Unintended Consequences
Create New Legal Commitments

Liquidity Regulation based on
non Legally Binding Commitments

U U

De facto, stakeholders could argue

that they become Legally Binding Commitments

Example:

Non legally binding liquidity commitment to bank-sponsored mutual funds
(reputation risk mitigation)
=> mutual funds’ investors could make the case that
they benefit from an actual commitment from the bank

AFGAP /| ALMA Seminar — Friday 4th June ‘10
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