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On Nov 10, the Financial Stability Board (FSB) proposed a set of principles as well

as a term sheet for a new international minimum “total loss absorbency

requirement” for a systemic banks. We believe it is even stronger than previously A B

. R . . o i NAV-based Managed ETF Proposals
believed, and if finalized without changes could have a significant impact on Favored by SEC
capital redistribution over the next several years. November 07, 2014

Larger Than Expected Republican
Victories Increase Reform Chances
November 05, 2014

From our quick review, here are some of the key provisions:

Washington Unlikely to Produce
e Required TLAC Minimumes: All systemic banks must hold at least 16 to 20% of Trade Deals in 2015

L . . . November 04, 2014
their risk-weighted assets as well as two times the 3% leverage ratio.

e Qualifying Capital: Tier 1 common equity is eligible, but not if it is used to meet

the capital buffer requirements under the Basel Il minimums. Unsecured debt RELEVANT TICKERS
also generally is eligible, but it must have at least a one-year of maturity JPM. BAC, C. WFC, USB. PNC, GS,
remaining and can not be easily subject to recall. MS

e Material Subsidiary: All material subsidiaries must have pre-positioned debt
equivalent to 75-90% of the TLAC requirement that would apply if it were a SIFI
in its own right.

e Capital Restructuring: The proposal assumes that a significant amount of capital
issuance will be required to meet the new standards and that “some senior debt
of G-SIBs currently in issuance would need to be restructured in order to be
eligible as TLAC (e.g.to subordinate it to excluded liabilities).”

e Limitations on Cross Ownership: To avoid contagion risk, the proposal would
not let otherwise eligible debt count toward their TLAC requirement if the holder
is another SIFI bank.

The proposal states that TLAC minimums should be set on a firm-specific basis, and
lists a number of conditions under which national regulators should impose even
higher requirements on a “Pillar 2” basis.

Capital Alpha Partners, LLC / 600 Pennsylvania Ave. SE / Suite 220 / Washington, DC 20003 10f3


http://www.financialstabilityboard.org/2014/11/fsb-consults-on-proposal-for-a-common-international-standard-on-total-loss-absorbing-capacity-tlac-for-global-systemic-banks/
http://capalphadc.com/reports/search/Joseph_Engelhard
http://capalphadc.com/reports/search/Rob_Rose
http://capalphadc.com/downloads/2014/11/navbased_managed_etf_proposals_favored_by_sec_ev_ndaq.pdf
http://capalphadc.com/downloads/2014/11/navbased_managed_etf_proposals_favored_by_sec_ev_ndaq.pdf
http://capalphadc.com/downloads/2014/11/larger_than_expected_republican_victories_increase_reform_chances.pdf
http://capalphadc.com/downloads/2014/11/larger_than_expected_republican_victories_increase_reform_chances.pdf
http://capalphadc.com/downloads/2014/11/washington_unlikely_to_produce_trade_deals_in_2015.pdf
http://capalphadc.com/downloads/2014/11/washington_unlikely_to_produce_trade_deals_in_2015.pdf

q CAPITAL ALPHA

PARTNERS

After a quantitative impact study, the FSB will adjust the calibration of the total and subsidiary (internal) minimum

TLAC requirements by the end of 2015. Regulators will also test the level of expected investor appetite for such
debt and perform a cost-benefit analysis.

Banks will have at least until 2019 to comply, but the exact effective date will be set after the results of the
guantitative impact study are reviewed.
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Analyst Certification

The following analysts hereby certify (1) that their views about any and all of the subject companies and
securities discussed in this report are accurately expressed and (2) that no part of their compensation was, is,
or will be directly or indirectly related to the specific recommendations or views expressed in this report:
Joseph Engelhard, Rob Rose.

Important Disclosures

This publication is for private circulation and distribution in its entirety; it is provided to you for information
purposes only. This is not an offer to buy or sell or the solicitation of an offer to buy or sell any
security/instrument or to participate in any particular trading strategy.

Capital Alpha Partners, LLC makes every effort to use reliable, comprehensive information, but we do not
represent or warrant that it is accurate or complete. The views in this publication are those of Capital Alpha
Partners, LLC and are subject to change without notice. Capital Alpha Partners, LLC has no obligation to
update its opinions or the information in this publication.

Neither Capital Alpha Partners, LLC, nor any respective officers, directors, partners, employees, or affiliates
accepts any liability whatsoever for any direct or consequential loss arising from any use of this publication or
its contents.

Analysts may own securities of the issuers discussed herein.
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