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DECEMBER 2022

EXPLORING THE IMPACT
OF UMR AND SA-CCR

THIS DOCUMENT IS FOR THE EXCLUSIVE USE OF INVESTORS ACTING ON THEIR OWN ACCOUNT AND CATEGORISED EITHER AS
“ELIGIBLE COUNTERPARTIES” OR “PROFESSIONAL CLIENTS” WITHIN THE MEANING OF MARKETS IN FINANCIAL INSTRUMENTS
DIRECTIVE 2014/65/EU (EU MIFID) AND THE AMENDED, ONSHORED VERSION OF EU MIFID AND ITS ACCOMPANYING
REGULATION UNDER THE EU (WITHDRAWAL) ACT 2018 AND THE MARKETS IN FINANCIAL INSTRUMENTS (AMENDMENT) (EU
EXIT) REGULATIONS 2018 (COLLECTIVELY, UK MIFID). IT CANNOT BE DISCLOSED TO YOUR CLIENTS OR ANY OTHER THIRD
PARTY.
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UMR: OVERVIEW

UNCLEARED MARGIN RULES: WHAT ARE THEY AND WHAT DERIVATIVES ARE IN SCOPE?

* The UMR rules aim to reduce systematic risk, promote central clearing and cover losses in the event of default

» Swap dealers and their counterparties are now required to post initial margin (IM) on non-cleared, over-the-counter (OTC)
derivatives

* Theimplementation of UMR poses a material and resource intensive challenge for clients

WHICH NON-CLEARED DERIVATIVES ARE IN-SCOPE

Interest Rates Allinterest rate derivatives (e.g. swaps, cap, floors, swaptions, etc.)

Credit All credit derivatives (e.g. credit default swaps, swaps on bonds, credit options, etc.)

All FX derivatives except FX spot, physically settled FX swaps/forwards, principal payments on cross currency
swaps (CCS)

Commodity All commodity derivatives except physically settled swaps/forwards/options

Equity swaps, dividend swaps, equity forwards while equity options are permanently exempt under US
regulation and temporarily exempt under EU regulation until January 2024
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BANK PERSPECTIVE

WHAT IS AANA?

* AANA is based on the open gross notional value of all non-centrally cleared derivatives positions during the designated calculation
observation period for the phase

Phase 5 > 50 billion 1-Sep-21

Phase 6 > 8 billion 1-Sep-22

* There is a regulatory maximum allowed IM threshold of EUR/USD 50mm in aggregate across all IM CSA between 2 counterparty Groups under
which counterparties may decide not to exchange IM

IM EVOLUTION

phase 1 phase 3 phase 3 phase 4 phase 5 phase 6

SOCIETE Source: Societe Generale
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LIQUIDITY & VENUES
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OTC CLEARED LISTED

One of the largest execution & clearing brokers of ETDs in the
world (9.7% global market share) with 2.5 billion contracts
cleared & executed in 20201

Comprehensive central clearing offering with

PRODUCT BILATERAL memberships of all major CCP venues
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IMPROVING INITIAL MARGIN & COST EFFICIENCY
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https://www.risk.net/insight/risk-management/7954822/umr-and-the-growth-of-client-clearing
https://www.bis.org/statistics/rpfx22.htm

SACCR / EUROPEAN BANK

COST = Market B/O spread + CVA charges + Regulatory Charges
* Market B/O spreads are observable

* CVAcharges are increasingly standardised

* Regulatory charges depend on various constraints
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Regulatory Charge = Function of (NSFR, LR, SACCR,...)
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IMPORTANT INFORMATION

The contents of this document are given for purely indicative purposes and have no contractual value.

Authorisation: Societe Generale is a French credit institution (bank) that is authorised and supervised by the European Central Bank (ECB) and the Autorité de Contrdle Prudentiel et de Résolution (ACPR) (the French
Prudential Control and Resolution Authority) and regulated by the Autorité des marchés financiers (the French financial markets regulator) (AMF).

No offer to contract: This document does not constitute an offer, or an invitation to make an offer, from Societe Generale to purchase or sell a product.
For any complaint you may have, please contact us using the following link : https://wholesale.banking.societegenerale.com/en/compliance-regulatory-information/useful-information/client-claim/
Prior to investing in the product, investors should seek independent financial, tax, accounting and legal advice.

Confidentiality: This document is confidential and may be neither communicated to any third party (with the exception of external advisors on the condition that they themselves respect this confidentiality
undertaking) nor copied in whole or in part, without the prior written consent of Societe Generale.

Information on data and/or figures drawn from external sources: The accuracy, completeness or relevance of the information which has been drawn from external sources is not guaranteed although it is drawn from
sources reasonably believed to be reliable. Subject to any applicable law, Societe Generale shall not assume any liability in this respect.

Market information: The market information displayed in this document is based on data at a given moment and may change from time to time.

As a consequence of the current geopolitical turmoil involving Russia and Ukraine financial markets are going through a severe market downturn marked by distressed asset valuations, increased volatility and high
uncertainty on potential future evolutions. In these troubled market conditions investors should thoroughly analyze the risks and benefits of their financial decisions, taking into consideration all potential implications
of the particular current situation.

If this Document is distributed by SG London Branch: Societe Generale London Branch is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited
regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request.SG London Branch: Societe Generale Corporate And
Investment Banking. One Bank Street, Canary Wharf, E14 4SG London, UNITED KINGDOM. Website: www.sgcib.com - Tel: +44 (0)20 7676 6000

Société Générale Global Banking and Investor Solutions

17 cours Valmy - 92987 Paris - La Défense Cedex

Siege Social : 29 Bd Haussmann, 75009 Paris

552 120 222 RCS Paris - APE : 651C - SIRET : 552 120 222 000 13
Société anonyme au capital de 1 066 714 367.50 EUR (31/12/2020).

Société Générale est un établissement de crédit (banque) agréé par ’ACPR.
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I IEAG A Munich Re company ‘

Effects of SA-CCR and UMR on FX trading and liquidity conditions
Buy-side perspective
Elke Wenzler | 07. Dezember 2022




UMR Impact observation
Buy-side perspective

Phase 6 — more buy-side firms in New operational processing and contractual readiness

scope, but impact remains to be seen
. Legal considerations

In-scope versus impact .

+ Determination of all legal entities in scope, based on AANA*

» Clarification of affected contractual relationships, incl. cross-border scenarios

«  Waiver-Agreements allow trading up until an allowable IM threshold of 50 Million EUR

» Prioritization and optimization of contract negotiations based on historical trade pattern and
projection as part of the analysis

*+ UMR Phase 6 was and is expected to have the biggest impact
on the buy-side. Approximately 1,100 firms have been
affected by this final chapter of the regulation.

* However, AANA* is based on the size of derivative portfolio
including FX Swaps and Forwards, which have no direct . .
impact on margin requirements Operatlonal changes

+ FXis a global market, not all market participants are affected « New set-up, includes using Tri-Party Agents. Increased importance and complexity in

o . collateral management (asset-/ cash-pool optimization)

13% * Internal allocation and ongoing monitoring of thresholds

FX Options
28%

GOARYS . Strategies
* Optimized utilization of deductible thresholds
* Increase of the central clearing rates of traded credit default and interest rate swaps
» Get ready for further CCP instruments or ETD, with varity of factors drive the decision
* Access to more liquidity and additional liquidity providers

FX Swaps

7 Source: MEAG 3% * Risk reduction and ease of contractual and operational processes
/ » Optimization in collateral management and potential netting effects

*AANA Average Aggregate Notional Amount

MEAG
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Observation on the Impact
Buy-side perspective on SA-CCR

Diverging and uneven impact between
counterparts and instruments

Counterparts

Diverging impact for the EU and the US, due to the harsher
impact of the lower limit for RWA, set by the standardized
approach

Counterparts exposed to high directional derivative
transactions, are penalized for one-side directional exposures
SA-CCR is a risk sensitive model — focus on net risk, instead
using gross amount of notional at a point in time

Instruments

Influence is particularly pronounced for short dated FX
swaps and forward

SA-CCR provides better recognition of risk offsets
(netting) and collateralized trades, therefore cleared
derivatives benefit under SA-CCR, as they face a single
counterpart (the CCP)

Under SA-CCR, volatility is factored in — that's especially
significant for FX forwards, which uses a factor of 4%

Divergence of quoted forward spreads

» Overall cost of trading FX forwards increased in 2022 for various reasons
* Noticeable are wider spreads for most US banks in G10 and EM countries, and an
additional spread divergence for swaps with different maturities.
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Nomalised spreads on G10 short-term swaps Nomalised spreads on EM short-term swaps Source: BestX
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» Additionally, a significant change in the hit ratios and leaderboard of counterparties can
be observed, especially in G10

Strategies

» Ensure transparency with the respective counterparties to understanding the effects
* Importance of netting agreements in place with all FX counterparts

» Addressing potential concentration risk, by adjusting the counterparty list

» Focus on cleared derivatives, as these benefit by SA-CCR

MEAG

MEAG | Buy-side perspective on UMR and SA-CCR

December 2022



Disclaimer

This document was prepared by MEAG MUNICH ERGO Kapitalanlagegesellschaft mbH, Munich and represents the company’s view on the date of publication.

MEAG MUNICH ERGO Kapitalanlagegesellschaft mbH ("MEAG") is an investment company as provided for by the German Code of Investment Law. It manages mutual funds and special AIF
with varying investment focuses and manages financial portfolios also for institutional investors that are not part of Munich Re Group. It is monitored by the German Federal Financial
Supervisory Authority (Bundesanstalt fir Finanzdienstleistungsaufsicht (BaFin)).

MEAG cooperates within the limits of compliance closely with MEAG MUNICH ERGO AssetManagement GmbH. MEAG MUNICH ERGO AssetManagement GmbH only provides its financial
and real estate portfolio management and investment advice services to companies belonging to Munich Re Group.

The information contained in this document comes from sources that MEAG considers to be reliable, however, it is not necessarily exhaustive and its correctness cannot be guaranteed.
Forecasts and expectations expressed here are subject to risks and uncertainties, so the actual developments may deviate significantly from said expectations. MEAG reserves the right to
change opinions presented in this document and is not obliged to update it.

This publication is provided to you for informational purposes and is not intended as an offer or solicitation for the purchase or sale of any financial instrument, nor as investment advice, an
investment recommendation, a financial analysis or rating. It does not meet all statutory requirements on ensuring the impartiality of investment (strategy) recommendations, and it is not subject
to a trading stop before its publication. Nothing in this presentation contains a commitment from any company of the Munich Re Group to subscribe for securities, to grant loans, to arrange any
facility, to invest in any way in any transaction described herein or otherwise imposes any obligation on any company of the Munich Re Group.

Neither MEAG nor its affiliated companies, management or employees accept any liability for direct or indirect losses arising from any use of this publication or its contents.

This publication is protected by copyright and may not be copied, distributed or published by any person or for any purpose. All rights reserved. Further information can be requested. Date:
February 2020.

MEAG MUNICH ERGO Kapitalanlagegesellschaft mbH, Am Munchner Tor 1, 80805 Munich - Germany
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