The voice of ibanking
& financial services

British Bankers’ Association response to the Federal Reserve Board
consultation ‘Enhanced Prudential Standard and early Remediation
Requirements for Covered Companies’*

Introdluaticon

The British Bankers’ Association (“BBA”) is the leading association for UK banking
and financial services for the UK banking and financial services sector, speaking for
over 220 banking members from 60 countries on the full range of the UK and
international banking issues. All the major banking players in the UK are members of
our association as are the large international EU banks, the US banks operating in
the UK and financial entities from around the world. The integrated nature of banking
means that our members are engaged in activities ranging widely across the financial
spectrum encompassing services and products as diverse as primary and secondary
securities trading, insurance, investment banking and wealth managemeni, as well
as deposit taking and ether eenventional forms of banking:

The BBA is pleased to the Board's consultatiomn. But we have not addressed the
sections relating to scope or single-counterparty credit exposure limits believing that
they are still the subject of ongoing work, either by the Financial Stability Board or the
Basel Committee on Banking Supervision. An internationally harmonised approach to
these issues is imperative. Failure to take such an approach risks impairing the
potency of the enhanced international regime, creating unwelcome incremental costs
for the banking industry and opens up the possibility of regulatory arbitrage.

Quesitiomns 7 to 9 - Rislkibrased capiiid/ and/ /ewerage

Question 7: How shoullt! the Boand! impliemeent the BCBS framemmkk disoussel! above,
or.are there altermathiiess to the BCBS frarmemakk the Board! shoullt! coorsider?

Our members believe that the BCBS G-SIFI surcharge should be implemented
around the world in an internationally aligned way, just as we expect the Basel Il
more capital, more liquidity proposals to be.

Not to do so would potentially result in an unlevel playing field, likely result in extra
costs for our members, reduce the potency of the finalised Basel framework and
open up the possibility of regulatory arbitrage.

Question 8: What is the apprapiiate scope of appilcaionm of a quamiitaivee capital
surciiegge in the United! States in ligt of secimm 165 of the DoddHFeanik Act? What
adapitziiorss to the BCBS framemmki, or alfermsiee suwdimgre osseEssment
methotioiogges, woulld be apprapidaée for detemminngg a quantiftatiee capifa/ ssuchearge
for. covenet! compaméss that are not identiffest! as glolba/ systemizéllly. inmpattant banks
in the BCBS ffeameawork?

We are aware that the international authorities are currently examining the way in
which the banks that are not G-SIBs but that nonetheless could be classified as
regional SIBs should be required to hold additional regulatory capital above the

b hitwpiamanfdeeeatlessrvecamwireaessreT s e ime e020111220a1.



http://www.federalreserve.gov/newsevents/press/bcreg/bcreg20111220a1.pdf
mailto:info@bba.org.uk
http://www.bba.org.uk

regulatory minimum. Although the negative impact of inconsistent iimiplementation
may be somewhat less we recommend that internationally agreed approaches to non
G-SIBs be adhered to.

Question 9: Ifi the BCBS framemwkk were to be applied! to nonbamk aawered
companiéss, how shoulld! the frarmemarkk be modlifert! to capiune the systemiic foatiprint

ofithose cconmgeamies?

We support the application of similar capital requirements to similar risks, regardless
of the type of entity that is taking them. We are aware that the FSB's work on
‘shadow banking’ is ongoing but expected to be largely completed by the end of
2012. so if there is international agreement that capital surcharges should be applied
to non bank systemically important companies it should be adopted in the US in a
way that is aligned with internationally agreed approaches.

Quesitiomns 10 to 19 - Liguidity

We welcome the strengthening of standards, including qualitative, and note the
statement that standards may be bespoke. An element of proportionality is welcome.

Question 10: [s the Boani!s apprasth to enhammet liquidiity standizddts for amvered
compatiéss appragpizaés? Why or why mot?

We find the approach comprehensive and balanced.

An idea of regulatory expectations with regard to materiality (in terms of legal entities,
currencies and lines of business) would be helpful.

Question 11: Are there other approaches that would effectively enhance liquidity
standards for covered companies? If so, provide detailed examples and
explanations.

We cannot think of any other approach. The alignment with Basel is sensible.

Question 12: The DodidHreavikk Act comfempéadéss addiifrord/ enhamzet! prudential
standfzdss, includimy a limi on shovittamm debit. Shoulid/ the Board! adoptt a sttant-ferm
delbt limiit in addiifom to or.in place of the LCR and NSFR? Discusss why or. why mot?

There are other metrics in addition to the LCR and NSFR that ought to be
considered.

A concern is that there is an emphasis on the LCR which, on its own, is an imperfect
measure of a bank’s liquidity position, for example it

¢ Measures the cumulative position at day 30, not at all days during the 30 day
horizon - this is also a problem with the Basel QIS

e Takes no account of depositor comcentration

o Takes no account of the size - for example, a bank's 40% LCR with met
outflow of USD10m requires USD6m additional liquid assets compared
with another bank with a 40% LCR and net outflow of USD50bn requiring
USD30bn more liquid assets. If the total balance sheet of bank 1 is
USD100bn, the required additional liquid assets might be easy to achieve
whereas bank 2 with a balance sheet of, say, USD100bn has a much bigger
challenge.
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Question 13: What challlamgss will coverat! comyandéss face in formufatvgg and
impllemestitigg liquidiity stress testimy desaitized in the propseld rule? What chamgess, if
any, shoult! be madie to the propseed liquidiily stress testimy requiiesmeards ((hailuding
the stress scemaivo requiresmeatis and requiest! assumptioss) to ensure that aoallyses
of the stress testimy will prowitfe uselfyl/ infamzaton for the mamegreneant of a cowvered
cormprany)ss liquiditfy nisk? What altemmdtvess to the proposeld liquidiyy stress testing
requiiesmeetrs, indldingg the stress scemmiio requiiemestis and requiiest! asssunions,
shoult! the Boand! consiitfer? What addittionsd/ panenattess for the liquidiyy stress fests
shoulit! the Boaid! consiftfsr déffiming?

The approach to stress testing is about right. There should be a mix of qualitative and
quantitative elements. Mitigating action should be commensurate with the nature,
scale and complexity of the firm.

Question 14: The Boarnt! requesits commmant on alf aspextts of the propraseld dedffintions
of “higtthly liguid! assets” and! “unenmuribbered].” What, if any, other assetts shoulit! be
spedifficélify listed! in the defimitoon of highily liquid assets? Why shoullt! these afther
assets be incdudistd (that is, desuiize how the asseatf is easily and irmetiately
conveatiitde inte casih with little ori no loss in value durimy liquidhiyy stress evenmp? Are
the critenia for idemiffeg addiitre/ assetts for inclusion in the defiimiiion of Aighly
liquidl assels apprapiéde? Ifnot, how and why shaail! the Boand! revise the critteria?

We do not believe that a prescriptive definition is desirable. A primciples-based
approach and perhaps a list of assets, complete with ISINs, eligible at central banks
may be more appropriate.

Any qualitative approach to defining a liquid asset is open to differing imternpretations
by different banks. To avoid such differences, it may therefore be more
straightforward for the authorities to draw up and maintain a list of eligible by assets
(by ISIN). We do not find this a particularly attractive option, but can see no other
way around the interpretation problem.

Question 15: What chamgess, if any, shoullt! the Boant! malke to the propmseld didfimition
of unemzumbkered to make sure that assets in the buffier will be readiljy avalizhée at all
times fo meef a coverst! compmmnyss liquidiify needis”? The rule woulld! requiiee a
coverzt] commpmmy fo discaumt the fain matiat value of asseits that are includiet) in the
liquidhiyy buffer. Please desuiife the provess that coverst! compmary wilWl use to
determwee the amaownt of the disstount,

We remark that governance processes exist to ensure that the liquid assets are
controlled by a liquidity management function.

Question 16: Are the propmsed CFP requircereatds apprapiiade for all cowered
compaieas? What altermatiee approatiess to the CFP requiicermeerds outlimet ahove
shoulft! the Boarndt! consiitéz?? [f not, how shoulit! the Boand! amemt! the requireameaids to
malke them apprapiigée for any coverrst! comppanyy? Are there addiitorzd/ moadiiications
the Board! shoulfti malke fo the propoeed rule to entamce the abilily of a cowered
comyzanyy to commply with the CFP andl estalbitdh a viable and effecthivee plam for the
mamegpemeeht of liquidiiyy stress cvamts?

The proposal is balanced and allows for differences in business model. We can't
think of any other approach.

Question 17: Shoult! coveret! cormparias be requiiket! to estdtiitsh and/ mainttam /imits
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on other potaniid/ souwrzss of liquiidlify risk in addiiiton to the three spedific saurces
listed! in the proyasseld ruke? If so, idemiffy these addlittorzd/ sowess of liquidily risk.

We do not believe that it is necessary to impose further limits.

Metrics for measuring, managing and controlling a covered company's liquidity
position will be dependent upon the business model of the covered companmy. There
is a problem, therefore, with the regulators setting out a one-size fits all approach,
both in terms of which metrics to use and in terms of the limits associated therewith.
Over concentration on the regulatory metrics could lead to managememnt and boards
being distracted from the most appropriate metrics to their business. It would be
better to leave such decisions to the covered company to justify on a comply or
explain basis when they draw up their own liquidity adequacy assessments

Question 18: Shouilt! the Boant! requiike a coverat! companyy to moriitor other areas of
liquiddiity risk in addiifion to col@ieedl/ pasiitorns, risk acvoss entifies, cuwenméiss, and
busimsss lines, and/ intradéey liquiditly positiiorss? If so, whatt areas shoullt! be addisd! to
the list and/ wiy?

The Board has the power to extend monitoring, which can be exercised in an
emergency. This is to be expected.

Other metrics might iinclude:

e Mismatch ladders, daily out to 3 months, weekly to & months, monthly to 1
year and annual thereafter

e Concentration of funding sources by counterparty, instrument and tusiness
lines

Question 19: The Boart! requesits commeent on all aspextts of the propmseld mule.
Spediificailfy, what aspextts of the proposed rufe present impilemesdadon challenges
and why? What altemmtiee apprasdess to liquidiify risk mamsgeemeent shoullt! the
Boandt! consitte?? Are the liquidiily mamagereent requiresmesatds of this propmssd/ too
spediffic oritoo namemyy defimxt?? If, so explEm how. Resporssss shoulft! be detaiifzt! as
fo the nature and! impraat of these challmgpss and shoullt! addiesss wheltther the Board
shoualit! consilsr impllaneabtiog transitiordl arvargrneetEs in the rule to addiess fiese

chalirugss.

The challenges are in differences that emerge with other jurisdictions’ approaches to
cross-border banks and the implementation thereof.

For internationally active banks, one clear problem is the multitude of differing
formats of reporting that they are required to complete by jurisdiction. We would
encourage regulators to harmonise reporting formats as much as possible. This will
make international comparisons easier.

We would ask regulators to use the apparently large variation in the Basel QIS
interpretations to get feedback from covered banks on what additional assumptions
they have used to complete their returns. If international metrics are to be used, then
this information can then be used to design internationally consistent metrics with
less scope for local imtenpretation.

The G20 agreed to ask the Basel Committee for a liquidity measure (or measures)
that could be used internationally, and the LCR and NSFR have therefore lbeen
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designed to set out the regulators liquidity risk appetite. We would be concerned if
the US were not to adopt the measures whilst others do as it may destroy the aims of
the G20 approach. If the US authorities do not believe the Basel measures (as set
out in BCBS 188) are appropriate, then it would be better to redesign the
international measures.

Questions 61 to 69 - Risk management

Question 61: Should! the Boant! consiter spedifimg by reguliiton axttffifional
qualiffcatioss for directtor indepentieweg? If so, what factors shoult! the Board
consiidiar in estathiisfivg these quadifications?

Question 62: Would it be apprapitaée for the Boand! to requiite the memiterssfypo of a
risk commiittze to inclugke move than one indepemtiew! director under a@riain
circumistareess? If so, what factors shoullt! the Boawd! considiar in estaflistvg these

requin@mestgs ?

Question 63: Shoultt! the Boavt! considlar spedifying by reguliton the mimimaum
qualitfczationss, includimy educaiorzd/ attaimmeent and proffesssiovad/ exper@ares, for risk
managEneen! expertitse on a risk coommiiiee?

We do not believe that the Board should consider requiring additional qualifications
for director independence, or indeed minimum educational attainment or professional
experience in relation to the independent director appointed as chair of the risk
committee.

However the Board may consider that it would be appropriate for it to iinterview
potential candidates to ensure they do indeed have the necessary competency,
including the ability to robustly challenge other members of the risk committee or
executive board members as well as the ability to devote sufficient time to this
important role.

We do not consider it appropriate that the Board should mandate that there should
be more than one independent director on the Board. This decision should be left to
the Board of the covered company.

Question 64: What altevmatiiess to the requiemeswés for the structure of the risk
commiittee and refated! requiranesnds shoullt! the Board! aoorssider?

We believe that the proposed structure of the risk committee is appropriate and that
only in exceptional circumstances should variants be permitted, and only then after
express discussion with the Board.

Question 65: What is the appropitaée role of the mewitess of the risk cormmiitéee in
oversesimy emtemuitse wide risk managemesn! practiiczss at the compamy and is that
role effecifiayy addresset! by this poposal?

The role of the risk committee should not be to establish the covered company’s risk
appetite but to provide high level oversight to ensure that adequate systems and
controls are in place and embedded within the company’s risk culture that enable the
board to monitor to risk profile of the covered company against its stated risk
appetite.

The independent chair of the risk committee should also provide a confidential
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sounding board for senior executives, in particular the chief risk officer, providing
them with the opportunity to raise issues of concern if necessary.

Question 66: Is the scope of review of erterpissenidde risk mamageveent that this
progssd! woulld! requitee apprapiriade fora commiiféee of the boand! of directtoss? Why or
why mot?

Yes, we believe the scope of the enterprise wide risk management practice is
appropriate for a committee of the board of directors. We agree with the Board's
analysis that those banks whose most senior management were involved in the
setting of risk appetite and were actively engaged in the oversight of risk
management policies systems and controls were able to weather the global financial
crisis better.

We firmly believe that a culture of risk awareness and management should be
embedded throughout the bank; the best way to achieve this is by ensuring that such
a risk culture is set at the very highest levels within the bank and that all employees
are expected to abide by the good risk management practices that have been
established.

Question 67: How can the Boart! ensure that risk commiitéess at companéss have
suffficiemt resowress to effeciiedyy camy out the oversight role desoriteeld in this

propusse??

We would expect that the Board of Directors of the covered company would
recognise the need from time to time for the risk committee, and indeed all
independent directors to call upon external, for instance, consultancy resources to
aid them in their oversight of risk management procedures and that no umreasonable
request for such assistance should be refused. We would expect the ability of the
risk committee to call upon external resources as and when required to be imcluded
in its terms of reference.

Quesitton 68: Should the Board consider specifying by regulation the mimnimum
qualifications, including educational attainment and professional experience, for a
CRO? If so, what type of additional experience or education is generally expected in
the industry for positions of this importance?

We do not consider the Chief Risk Officer role-holder should be required to hold
specific educational or professional requirements.

However we do note the Board's recommendation that the CRO should report
directly to the risk committee and the executive committee. We believe it is most
important that the CRO has a direct report, and unfettered access to the imdependent
director chairing the risk committee but do not believe it should be an absolute
requirement that s/he should report to the chief executive.

Question 69: What altermmiiee appramdiess to impllamestiting the risk commiitee
requitrermeents estdbitheed pursuzanwt to the Dodidifremkk Act shoulltl the Board
cornsiftiar?

We believe that the Board's recommendations in relation to the risk committee are
sufficiently comprehensive but sufficient flexibility afforded by its recognition of the
principle of proportionality to obviate the need for alternative approaches.
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Questions 70 to 69 - Stress Tests

Quesiian 70: Are the timing requirements of this proposal sufficient to allow a
covered company or nonbank covered company to prepare, collect, and submit to
the Board the information necessary to support the supervisory stress test? If not,
what alternative timing should the Board consider?

The time frame is reasonable.

Quesiiam 71: What is the potential burden on covered companies stemming from the
requirements to submit internal data to support the supervisory stress tests?

Such data will have to be put in the appropriate format, which may take some time.

Quesiimm 72: What alternative models or methodologies for estimating a covered
company’s losses and revenues should the Board consider?

We feel that these models are satisfactory.

Quesiimm 73: What are the benefits and drawbacks associated with company-specific
disclosures? What, if any, company-specific items relating to the supervisory stress
tests would present challenges or raise issues if disclosed, and what is the nature of
those challenges or issues? What specific concerns about the possible release of a
company’s proprietary information exist? What alternatives to the company-specific
disclosures being proposed should the Board consider?

Disclosure should be in such a way as to protect the company’s sensitive iinfommnation
and avoid a run.

Quesiiiam 74: What alternative to the public disclosure requirements of the proposed
rule should the Board consider? What are the potential consequences of the
proposed public disclosures of the company-run stress test results?

The current system is fit for purpose.

Quesiiam 75: Is the proposed timing of stress testing appropriate, and why? If not,
what alternatives would be more appropriate? What, if any, specific challenges exist
with respect to the proposed steps and timeframes? What specific alternatives exist
to address these challenges that still allow the Board to meet its statutory
requirements? Please comment on the use of the “as of"’ date of September 30 (and
March 31 for additional stress tests), the January 5 reporting date (and July 5 for
additional stress test) the publication date, and the sufficiency of time for completion
of the stress tests.

There is enough notice for firms to marshal their resources.

Quesiiam 76: Does the immediate effectiveness of the proposed rule provide
sufficient time for an institution that is covered at the effective date of the rule to
conduct its first annual stress test? Would over $10 billion companies, in particular,
have sufficient time to prepare for the first annual stress test, under either the
proposed initial or proposed ongoing applicability rules?

The time frame is reasonable.
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Quesitions 78 to 95 - Eavily resmexliation

Question 78: The Boarmt! recogmizes that liquidiify rafios can providke an early
indiicaiion of difficuliiess at a coveret! company and seelks commmemt on the costts and
beneifits of includiimy a quantitative liquidily trigger in the eanly rermedifiion regime. If
the Board! were to includie a quamiftativc liquidliy trigger in the regime, what
quantittaivee liquidifsy trigger should! be used and how shoulld it be cerlbreated?

We believe that, as liquidity can be ephemeral and dependent on market conditions
quantitative liquidity triggers would be inappropriate. Rather the Board should have
the ability to closely monitor a covered company’s liquidity position and be able to
assess it in the context of current market conditions and the liquidity positions of the
covered company’s peer group.

Question 79: The Board! also seekss commznt on the value of indiwdiimg balamze sheet
measwess, such as nonmpafformmagg loams and Joam concenteditioss, in the early
remedi@tion regime as trigges. What balamue sheett measwess, if any, shoullt! the
Boand! includfe, and how shoull they be cadliirated?

We agree that balance sheet measures of the sort summarised in Tables 4 and 5
should be taken into account as the Board but counsel against their specific iimclusion
as triggers. In the sensitive process of ensuring a bank does not tip into resolution
there will need to be an element of informed judgement involved, particularly of the
covered company’s recovery plan, which it should remain the responsibility of a
management team appointed by the shareholders to implement.

Question 80: The Board! seeks comwmem! on the propmset! mardiztogy actioms that
woulld occur at eachh level of remedifgtiorr. What, if any, addiifors/ or diffierent
restrictitorss shoullt! the Boand! impase on distiressset! coverat! coomppamies?

We broadly agree with the mandatory actions proposed by the Board that it would
require a covered company to undertake as it progressed deeper into the
remediation process. The imposition of additional restrictions, particularly if applied
differentially to different covered companies would reduce the authorities’ flexibility of
response which we believe if necessary when dealing with a failing bank.

Question 81: The Board/ seeks cormmemnt on the propmset! risk-besset! capitd/ and
leveragre triggess. What altemmathiee or additimrml/ risk-besseld capid/ or /exerage
triggeny eventss, if any, shoulld the Boand! adopt? Providke a detailled! explarivon of
sucih altemmtive triggenng events with suppating data.

Whilst we understand that the US Prompt Corrective Action regime is built around
hard triggers of the type described we would prefer to characterise the proposed
trigger as early warning signals (rather than hard triggers) that will catalyse further
discussion. We believe the latitude that our preferred approach of viewing
quantitative metrics as triggers for discussiom, rather than triggers for action is
particularly relevant to g-SIBs

Question 82: What addiffcrzd/ factors shoult! the Boamd! considiar whem /foosyparating
stress test resullss info the early remedimtion framemwmk?? Is the severdly adiverse
sceviain apprapidaély incommeaded as a triggerimnyg event? Why or why mot?

We fully support the use of forward looking stress testing on a consolidated basis.
These tests are used to identify the post-stress capital positions but as the Board
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recognises they are standardised across all covered companies and based on
particular scenario{s) which play out over a period of time. It may be that some
covered companies may be more susceptible, depending on their business model to
a jump to default failure as opposed to a slow burn one so the rapidity with which a
covered company could progress to level 4 must be taken into account.

Question 83: The Boad! seeis commmnit on ftriggees ftied to risk nraaeagsment
wesghmssses. Shoullt! the Boad! comsitfer spedffic risk manrgpemeent tnggee tied to
patttzildar. eventss? If. so, whaif migittt such triggess invaies? How shoult faiture to
prompsly addiess mateifal risk manegrenesht wealmsssss be addiesssd by the early
remrdifdition regimes? Undler sudh circunsstéacees, shoultl comprariss be movest! to
pregirsssiobly more stringrnit levells of remediiiion, or are other actiors more
apprIpIRa? Provitte a detailfst exxntanation.

We agree with the Board that a covered company with weak risk management
systems and controls should be required to improve them or otherwise face the
threat of the imposition of remediation tools. However in many cases it will not be
able to swiftly introduce the required improvements so we believe that the covered
company and the Board should agree to a pragmatic implementation programme
over a realistic but tight timetable with additional sanctions only being introduced if it
becomes apparent that the company is materially deviating from it.

Question 84: The Boant! seelss commeant on the propssed apprasath to nraskiedtbhesed
triggass detdilfet below, altermative spedifficaitions of markestbbasdd indliicatoss, and the
potemiz/ beneffiss and challernpas of infredlieiigg addifmr e/ mariethbasad triggess for
levels 2, 3, or 4 of the propesed early remmedifgbon regime. In addlifon, the Board
seels commrevit on the sufficieyy of infommibon comiant in manteithbasdd indicators
gemly .

Question 85: Shoullt! the Boamt! inclutle market indicateoss desaifkeld abowe in the
early remetiition regime? If not, what other forwattidokiigg indicatoss shoultt! the
Board! include?

Question 86: Are the indlicatoss outiimst! abowe the coment set of indicatoss to
consiitie?? Shoullt! other marikeataasdd triggess be comssitizned?

As we have cautioned above the strict use of triggers, be they based on regulatory or
market based metrics should be approached with caution, in part because of the risk
of them becoming a self-fulfilling proposition.

We prefer that the proposed triggers, particularly in the early stage of the remediation
process, are viewed as stimuli fro increasingly robust discussions with management,
who are still answerable to shareholders and responsible for running the covered
company

Question 87: How shoulit! the Boart! consdier the liquiitfify of an undetjiny sty
when it chowsss jnaitatiors?

A number of metrics could be considered as being indicative of degrees of liquidity,
including, bid-offer spread, number of market maker quoting firm, prices changes in
daily traded volumes (based on information available from a global trade depository)
and price volatility although it is of course unlikely that any one of thee metrics will
perfectly explain liquidity premia.

Question 88: The Boamt! propssss using both absdlute levells and chamges in
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indlicaitoss. Over whatt pevitat! shouwllt! chamgess be ceétuléted?

We support the use of trend based information which we believe is likely to provide a
better indication of market perception that point-in-time data.

As liquidity conditions can change very quickly we would encourage the Board to
look for rapidly developing micro bursts within the storm system as these are likely to
be the most damaging.

Question 89: Shoullt! the Boaxt! use both time-weariant and time-ineaibant incitztors?
What are the compaaitiee advantagss of usimy one or.the afiher?

Question 90: Is the propsseld triggar time (whem the mediian valwe over: a peritat! of 22
conssutifive business days crossss the predietenmioed threshod)) to ingper
heigititeregld supaniteoyy review apprapiriade? What pervitatis shoullt! be consittiessd and
why?

Question 91: Shoult! the Boart! use a statistited/ threstwodd to trigger hedgditened
supenisetyy review or somme other. frizenework?

Both time-variant and time-invariant based triggers may be useful as indicators but
we caution against creating an over-engineered system to calculate the relevant
thresholds — supervisory judgememt based on good market intelligence of which
market indicators can be one useful component, will always be mecessary.

Question 92; Shoullt! the Boart! covsitier usimgy maieat indicatoss to mowe covered
conyariéas directliy to lewell 2 (initial revmedizitio)’) ? If so, what time thresinddds should
be comsiittessd for such a triggef? What woulld! be the drawizgks of such a ssmond

triggef?

We do not believe the movement of a covered company to level 2 should be based
solely on market triggers — which will just be one of a number of factors in the
decision process. Even entry into initial remediation will have a significant impact (as
we recognise it its designed to do) on the way a covered company operates. Such a
decision should not be taken mechanistically.

Question 93: To whatf extemt do these indicttoss comvey differant infommaition about
the shortiterm and/ long-ternm perfformzanee of cowerat! commarkaes that shoullt! be
takem info acaoumt for. the supaniteoyy rexiew?

Both sets of indicators, long and short term, should have a bearing on supervisory
decisions but we suspect that the most damaging types of failure will come out of left
field suggesting that short term indicators should be more highly weighted in the
decisions process.

Question 94: Shoullt! the Boam! use pear compassoss fo trigger hedditened
supenisetyy reviem?” Ifi so, shoulltl the Boant! comsitier only low-iiikk oovered
cormparieas for. the pear growp or.a broatier. range of finamdé! comparias? If a hraader
a range is more apprapiide, how shoullt! the peer. group be didfited?

The objective of the Board's rule is to reduce the perception that some financial
institutions, not just banks, are too big to fail in order to ensure that never again
should tax payer funding be used to bail-out a failing institution. We fully support this
objective and therefore believe that peer group review should be based on a lbroader
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range of financial companies identified by the type of activity they undertake rather
than regulatory classificatiom. We are aware that the Financial Stability Board is
continuing to address this through its analysis of the shadow banking system and
counsel that the Board's eventual approach should be informed by the results of the
FSB's work.

Question 95: How shoulft! the Boart! accoumt for: overd)/ mariest movanawds in ander
to isoliate jdiosymcastic risk of coverat! commpamies?

We have no views to offer in relation to this question.

Please do contact the following responsible executives if you have any questions
arising from our response.

Risk-itxaseld capittzl/, risk manageneant and early reenediation

Simon Hills  simon.hills@bba.org.uk

Liquitity and stress festing
Irving Henry  jinviimg.enry@bba.org.uk
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