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Major regulations impacting derivatives

Major impact for banks

FORTHCOMING REGULATIONS IMPACTS .
Swaps in NOK,
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What’s coming (very) soon?

= |RB review (counterparty risk) RWA m
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EMIR v’

EMIR Margin Requirements EMIR Clearing Requirements

1. Objectives Eligible counterparties split into 4 categories
= To mitigate counterparty credit risk and limit spill-over effect _
on the OTC derivative markets. SELCRCIAR Clearing Members (CM)
* To extend the defaulting party paying principle (as opposed SN Non-CM FC and investment funds (AIFs) considered NFC+ with month-end
to surviving party paying principle). gory average of OTC derivatives’ gross notional = € 8bn
2. Who and what products Category 3 FCs and AlFs considered NFC+ not in Category 1 or 2
= Al Financial Counterparties (FC) and Non-Financial Category 4 Other NFC+ (excluding AIFs)
Counterparties above a clearing threshold (NFC+) where at
least one counterparty is based in the EU. = Exemptions :

* Al OTC derivatives not eligible for central clearing. v' EU, US, JP central banks and EU sovereigns, multilateral development

banks & public entities

3. Variation Margin v' Intragroup transactions upon regulators’ approval

= Settlement of the MtM in cash or high quality assets. v' Certain EU pension funds
= More stringent than current golden CSA: daily bilateral . .
margin cal, O threshold, €500k MTA IRD + CDS subject to mandatory central clearing
4. Initial Margin Plaésv\;zgllla Euribor, Libor 28 days — 50 years (EUR, GBP, USD) — 30 years (JPY)
= 2-way exchange of the portfolio’s 10d99% VaR in cash or Euribor, Libor +
highly liquid assets, segregated and non reusable, posted Basis swaps NIBOR, WIBOR, 22 dayszgg?l’éia&gfg’p(iﬁ?guzsé@_ 1_53?532383 e
to a third party custodian. STIBOR
EONIA, FedFund,
oIS SONIA 7 days — 3 years (EUR, GBP, USD)
on ,\ﬁ;r(')bgr’vb'l?é; 3 days — 3 years (EUR, GBP, USD)
STIBOR 3D-2Y (NOK & PLN) & 3D-3Y (SEK)
CDS Indice iTraxx Europe Main N/A
and Xover
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EMIR Central Clearing Implementation timeline

IRD central clearing Phase-in implementation
entyyl'ntoforce — o o m m m m mm mm m mm m o e M R M m M M M e M M M e m e e e e mm e e =
Dec: 21 Fep 21 May21 Jun 9 Oct 21 Dec q Fep 21 Jun 4 Aug 9 Felr 90 21 Decc 9May 9 Awg
15 16 16 16 16 16 17 17 17 18 2018 18 19 19
Category 1
*
IRS — G4 2 months.
Representation
Category 2
RS _ G4 3 months 2 months i Clearing
- Threshold calculation Representation
Category 3
Category 4
IRS —non G4
*Frontloading: IRS eligible for central clearing entered into or novated during the frontloading period have to be centrally cleared by the effective date or will have to be cancelled otherwise
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Unlevel playing field on burden of reporting: MIFID2 vs DFA

Trading
obligation

Pre-trade
transparency

Post-trade
transparency

Best Execution

Reporting on the
quality of
execution

» OTC derivatives subject to the clearing obligation ...
e ... and sufficiently liquid

If instrument traded on a TV and qualified as liquid and trade below

SSTIILIS :

» Trading venues : bid/offer prices & responses to RFQ (incl. depth of
trading interest) are public in real time

Sl firm quotes in response to RFQs are public

If instrument traded ona TV :

» Real-time publication of transaction details to APA for liquid
instruments with trade below SSTI /LIS

o Deferrals for illiquid instruments and for trades above SSTI/LIS

» Best Execution principle is broad : price, costs, speed, likelihood of
execution and settlement, size, nature or any other consideration
relevant to the execution of the order

 Strong operational burden
» Publication of sensitive info on each financial instrument and each
trading day

10 October 2016

VS.

> 4

‘Swaps’ (~ OTC derivatives) made available to trade (MAT)

Such a determination must consider : ready and willing buyers and
sellers; frequency or size of transactions; trading volume; number and
types of market participants; the bid/ask spread; etc.

Trading venues: RFQ sent at least to 3 dealers, NO public answersx

Swaps : real time reporting to Swap Data Repository (SDR) (with
delays if > block size)

Corporate Bonds : real time reporting within a 15mn limit (TRACE)
(with delays if > block size)

No Best Execution policy as such for non-equities. Comparable

measures are :
o0  Mid-market-mark to provide to client

o0  Obligation on SEF to send RFQ to at least 3 dealers

No similar report

)7 CREDIT AGRICOLE

CORPORATE & INVESTMENT BANK



CCPs: fragmentation or concentration?

B Systemic risks reduced at its maximum only if no fragmentation, Initial margin for IRS (source Clarus Financial Technology)
one CCP
D G P s e PR I
B CCPs are profit-based private entities and could consequently
release conditions so as to attract more customers.

B Definition of haircuts on collateral are strongly influencing the -
users’ characteristics

B Fragmentation of market or beginning of concentration?

* CCPs are advantageous for entities with high volumes and
diversified portfolio saano

80,000

6.1.1 Tatal

* Smaller investors will not have the capacity to manage
properly the collateral and would bear more fixed costs O e s soms | hoedtis

Number of clients for IRS (source Clarus Financial Technology)

s oS s S
Creation of various CCPs with Potential concentration of risk within CCP,
independent conditions mainly due to geographical incentives on
haircuts; even if concentrations are 000
monitored and compensated by CCPS
Standardized vs non-standardized Non-standardized derivatives would tend 3 1000
derivatives to disappear towards less tailored
products .
Collateral: paperwork, management, costs Potential disappearance of smaller
investors from derivative business . ._-_-_-
Collateral management: potential shortage Derivatives could stop being an alternative s becans araos 0

of high quality assets vs low quality assets to EGBs for smaller investors
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Costs: clearing and reporting

B Examples of clearing and haircut conditions

Clearing fee e Client on 10y IRS: 7.2 per million

Maintenance fee

Volume discount

Haircut on bonds

ACE A ET * Bronze tariff: £500,000

Joining fee *  £50,000 per clearing member

LCH

e Member Bronze tariff: £75 per contract

e Client on 10y IRS: 3 per million per annum

e Member Bronze tariff; £6 per contract per month
Up to no booking or maintenance fee for high

turnover

e German 10y bond: 7.38%
e US 10y Treasury: 8.13%

CME

e Client on 10y IRS: 8 per million

e 10y IRS: 2 per million per annum

» Up to 60% for quarterly fee of $300,000+

e German 10y bond: 7.5%
e US 10y Treasury: 4.5%

B Examples of reporting costs. ISDA survey asked end users about initial cost of implementing reporting technologies,
annual cost of maintenance and ressources involved in reporting:

45% have annual cost over €£€100,000

7.3% have annual cost between €500,000 and €2,000,000

4.4% have annual cost higher than €2,000,000
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Liquidity on IRS s’

B No major change in liquidity provided by banks

10 Y € IRS Composite Bid-Offer Spread (10 day mov avg)

1.4

1.2 +

0.8
0.6 -+
0.4 -

0.2 -+

3 e M ok ok b o " el = sl Q\" 5 i e & &
Source Tradeweb

B Reduction in active market-makers but trading capacity sufficient for liquidity
e Currently around 15 active dealers

B Which factors could impact the liquidity?
e Increase of structural/regulatory costs will be charged to end-users Bid-offer impact
e Structural costs will concentrate users on buy-side and sell-side Depth impact

e Procyclicality of behaviors due to collateral management, reduction of number and Depth impact
increase of size of users

e Intraday volatility of futures contracts Bid-offer impact
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Market depth and liquidity on 10y German EUREX futures s’

B Increase in intra-day volatility observed over
last two years

B Measures of intra-day volatilty

e Garman-Klass volatility uses high, low, open and close
data instead of closing prices

e Ratio of Garman-Klass volatility to realised volatility a
measure of intraday volatility

B Market impact
* Current intra-day volatility higher than crisis levels
* Market is not inherently more volatile
* Butintra-day volatility has increased

10 October 2016

45 -
4 -
3.5 1
3 .
2.5 1
2 .
1.5 A
1 .
0.5 -
0

Intra-day volatility has increased

Jan-07

Jan-09 Jan-11 Jan-13 Jan-15
Garman Klass intra-day vol

Ratio of intra-day vs close prices vol has shot up

60 -
50 -
40 -
30 -
20 -
10 -

0

Jan-07

Jan-09 Jan-11 Jan-13 Jan-15
Ratio of GK vol to realised vol

CH? CREDIT AGRICOLE

CORPORATE & INVESTMENT BANK




Discussion items:

L o

Should collateral conditions be uniformed between CCPs?

Should a bridge of collateral between CCPs be considered?

Are multi CCPs really reducing the systemic risks?

Should investors be concerned about the intraday volatility of the markets?
Is there an increased pro-cyclicality in the financial markets?

Could the shadow banking replace banks as liquidity providers?

10 October 2016
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Annex: Detailed coming regulations impacting derivatives

MIFID2/MiFIR

1. New 'execution’ world for non-equity instruments
= Three 'execution modes' (trading venues / SI / OTC)
= Pre- & post-trade transparency + transaction reporting (T+1)
= Best execution + quarterly reporting on the quality of execution
= Algorithms controls, kill functions and record keepings

2. Research

= For EU portfolio managers, Research can no longer be paid
on a 'bundled' basis together with execution

3. Product Governance

= Manufacturers : product approval (incl. target market) /
review process

= Distributors : ensure product is distributed according to
target market + suitability test (investment advice) or
appropriateness test (execution)

4. Information to clients
= Services and financial instruments
= Costs and charges ex-ante and ex-post

Businesses impacted: SALES / DCM / TRADING / STRUCT.

Unlevel playing field: YES (US)

IRB Review (counterparty risk RWA)

1. Objectives/core principles of the consultation

= To reduce the usage of internal models and increase the
comparability of credit & counterparty RWAs across banks

Repos, Derivatives
Internal Model
(IMM-CCR)

Loans

1
1
|
1
'3
=1l  Constrained Intemal
|8 Model (IRB-F)
L8
A |
) Floored :
by the standardized |
approach (SA-CCR) | = ]
[60% - 90%] M Specialized lending (SFI)
1
1
al (=)
2 Constrained Internal i 2
= (e .
‘E Model (RE-P) ! g Slotting approach
al 'a

IRB-F : Intemal Rating Based Foundation : RWASs are calculated from internal
Probability of Defautt (PD) and standard regulatory Loss Given Default (LGD).

2. Scope
= Exposures to Financial Institutions, Corporates and SFI

Main businesses impacted: DERIVATIVES / REPOS

Unlevel playing field : NO
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Annex: Detailed coming regulations impacting derivatives s’

Fundamental Review of the Trading Book CVA

1. Objectives

= To increase the comparability of RWAs across banks: CVA
risk is complex to measure and reduces the comparability.

= CVArisk is a market risk and should be aligned to the FRTB
framework.

2. Standardized approach core principles

Exposures Eligible Hedges

Internal Model
(IMM-CCR)

Extended to non-credit
hedges

Non-credit hedges
sensitivities

Market « assiette »

Credit

EPE sensitivities

Counterparty credit

Credit hedges
spread sensitivities

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
:
! e el
] sensitivities

Sensitivities are netted with a disallowance factor, then
supervisory risk weights and correlations are applied
Businesses impacted: DERIVATIVES

Unlevel playing field: NO

Net Stable Funding Ratio

1. Objectives

= To complement the Liquidity Coverage Ratio (LCR) with a
more long term liquidity ratio, based on the liquidity
characteristics of an institution’s assets and liabilities.

= To discourage excessive maturity transformation and
ensure banks are able to survive a closure of wholesale
funding markets over 1 year.

2. Core principles

Available amount of Stable Funding (ASF)
> (100%
Required amount of Stable Funding (RSF)

= 10% RSF factor on reverse repos (incl. for perfectly
matched books, short term and HQLA 1)

= Only cash variation margin allowed to net against the MtM
= 20% RSF of gross derivatives payables

= 85% RSF on IM posted

= 5% RSF for off balance sheet items

Businesses impacted: DERIVATIVES / REPOS

Unlevel playing field: NO
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Annex: Detailed coming regulations impacting derivatives

Operation risk review

1. Objectives and core principles

= Reduce the usage of internal models to increase the
comparability of operational risk RWAs across banks

A size-based proxy of the To better reflect idiosyncratic

operational risk exposure  risk, the multiplier is a function

calculated from the sum of: of the Bank’s average annual
= Interest and Dividend internal losses over 10 years.

* Max(Fee ~Income,  Fee A pank having average internal
Expense) losses equal to its Bl is an
* Max(Operating Income, - average bank in the industry
Operating Expense) and its multiplier is 1. The

= P&L on trading book multiplier is floored at 54%.
= P&L on banking book

Weighted by ranges, from 11% to

27%
2. Scope
= Applies to all international financial institutions
Businesses impacted: ALL
Unlevel playing field: YES

Leverage Ratio

1. Objectives and core principles
= To limit the build up of excessive leverage within the banking
sector and to complement the capital framework
= A non risk-based metric based on volumes

Tier 1 capital
- >

On + Off-balance sheet exposures

2. Amendments introduced
= Introduce the possibility of a supplementary buffer for
G-SIBs.

= Replace the exposure calculation for derivatives from CEM
method to a modified standard approach for counterparty
credit risk (SA-CCR) with reduced MPOR for margined and
cleared transactions but with limited recognition of IM.

= Treatment of open repos.
= Revisions to the treatment of unsettled transactions.

= Precisions to the treatment of provisions and prudent
valuation adjustments.

= Treatment of traditional securitisations.

Businesses impacted: DERIVATIVES / REPOS

Unlevel playing field : NES
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Disclaimer ’

© 2015, CREDIT AGRICOLE CORPORATE AND INVESTMENT BANK All rights reserved.

This research report or summary has been prepared by Crédit Agricole Corporate and Investment Bank or one of its affiliates (collectively “Crédit Agricole CIB") from information believed to be reliable. Such
information has not been independently verified and no guarantee, representation or warranty, express or implied, is made as to its accuracy, completeness or correctness.

This report is a “commercial communication” as defined in article 6 of the Directive 2000/31/CE of 8 June 2000. For the avoidance of doubt, it is not a “communication a caractére promotionnel” within the meaning of
the Réglement General AMF. It is provided for information purposes only. Nothing in this report should be considered to constitute investment, legal, accounting or taxation advice and you are advised to contact
independent advisors in order to evaluate this report. It is not intended, and should not be considered, as an offer, invitation, solicitation or personal recommendation to buy, subscribe for or sell any of the financial
instruments described herein, nor is it intended to form the basis for any credit, advice, personal recommendation or other evaluation with respect to such financial instruments and is intended for use only by those
professional investors to whom it is made available by Crédit Agricole CIB. Crédit Agricole CIB does not act in a fiduciary capacity to you in respect of this report.

Crédit Agricole CIB may at any time stop producing or updating this report. Not all strategies are appropriate at all times. Past performance is not necessarily a guide to future performance. The price, value of and
income from any of the financial instruments mentioned in this report can fall as well as rise and you may make losses if you invest in them. Independent advice should be sought. In any case, investors are invited to
make their own independent decision as to whether a financial instrument or whether investment in the financial instruments described herein is proper, suitable or appropriate based on their own judgement and upon
the advice of any relevant advisors they have consulted. Crédit Agricole CIB has not taken any steps to ensure that any financial instruments referred to in this report are suitable for any investor. Crédit Agricole CIB
will not treat recipients of this report as its customers by virtue of their receiving this report.

Crédit Agricole CIB, its directors, officers and employees may effect transactions (whether long or short) in the financial instruments described herein for their own accounts or for the account of others, may have
positions relating to other financial instruments of the issuer thereof, or any of its affiliates, or may perform or seek to perform securities, investment banking or other services for such issuer or its affiliates. Crédit
Agricole CIB may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the information presented in this report. Crédit Agricole CIB is under no
obligation to ensure that such other reports are brought to the attention of any recipient of this report. Crédit Agricole CIB has established a “Policy for Managing Conflicts of Interest in relation to Investment Research”
which is available upon request. A summary of this Policy is published on the Crédit Agricole CIB website: http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm. This Policy
applies to its investment research activity.

None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party without the prior express written permission of Crédit Agricole CIB. To the
extent permitted by applicable securities laws and regulations, Crédit Agricole CIB accepts no liability whatsoever for any direct or consequential loss arising from the use of this document or its contents.

France: Crédit Agricole Corporate and Investment Bank is authorised by the Autorité de Contrdle Prudentiel et de Résolution (“ACPR”) and supervised by the ACPR and the Autorité des Marchés Financiers (*AMF").
United Kingdom: Approved and/or distributed by Crédit Agricole Corporate and Investment Bank, London branch. Crédit Agricole Corporate and Investment Bank is authorised by the ACPR and supervised by the ACPR
and the AMF in France and subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority. Details about the extent of our regulation by the Financial Conduct Authority and the
Prudential Regulation Authority are available from us on request. United States of America: This research report is distributed solely to persons who qualify as “Major U.S. Institutional Investors” as defined in Rule 15a-
6 under the Securities and Exchange Act of 1934 and who deal with Crédit Agricole Corporate and Investment Bank. Recipients of this research in the United States wishing to effect a transaction in any security
mentioned herein should do so by contacting Crédit Agricole Securities (USA), Inc. (a broker-dealer registered with the Securities and Exchange Commission). The delivery of this research report to any person in the
United States shall not be deemed a recommendation of Crédit Agricole Securities (USA), Inc. to effect any transactions in the securities discussed herein or an endorsement of any opinion expressed herein. Italy: This
research report can only be distributed to, and circulated among, professional investors (operatori qualificati), as defined by the relevant Italian securities legislation. Spain: Distributed by Crédit Agricole Corporate and
Investment Bank, Madrid branch and may only be distributed to institutional investors (as defined in article 7.1 of Royal Decree 291/1992 on Issues and Public Offers of Securities) and cannot be distributed to other
investors that do not fall within the category of institutional investors. Hong Kong: Distributed by Crédit Agricole Corporate and Investment Bank, Hong Kong branch. This research report can only be distributed to
professional investors within the meaning of the Securities and Futures Ordinance (Cap.571) and any rule made there under. Japan: Distributed by Crédit Agricole Securities Asia B.V. which is registered for securities
business in Japan pursuant to the Law Concerning Foreign Securities Firms (Law n°5 of 1971, as amended), and is not intended, and should not be considered, as an offer, invitation, solicitation or recommendation to
buy or sell any of the financial instruments described herein. This report is not intended, and should not be considered, as advice on investments in securities which is subject to the Securities Investment Advisory
Business Law (Law n°74 of 1986, as amended). Luxembourg: Distributed by Crédit Agricole Corporate and Investment Bank, Luxembourg branch. It is only intended for circulation and/or distribution to institutional
investors and investments mentioned in this report will not be available to the public but only to institutional investors. Singapore: Distributed by Crédit Agricole Corporate and Investment Bank, Singapore branch. It is
not intended for distribution to any persons other than accredited investors, as defined in the Securities and Futures Act (Chapter 289 of Singapore), and persons whose business involves the acquisition or disposal of,
or the holding of capital markets products (as defined in the Securities and Futures Act (Chapter 289 of Singapore)). Switzerland: Distributed by Crédit Agricole (Suisse) S.A. This report is not subject to the SBA
Directive of January 24, 2003 as they are produced by a non-Swiss entity. Germany: Distributed by Crédit Agricole Corporate and Investment Bank, Frankfurt branch and may only be distributed to institutional
investors. Australia: Distributed to wholesale investors only. This research, and any access to it, is intended only for “wholesale clients” within the meaning of the Australian Corporations Act.

THE DISTRIBUTION OF THIS DOCUMENT IN OTHER JURISDICTIONS MAY BE RESTRICTED BY LAW, AND PERSONS INTO WHOSE POSSESSION THIS DOCUMENT COMES SHOULD INFORM THEMSELVES ABOUT, AND
OBSERVE, ANY SUCH RESTRICTIONS. BY ACCEPTING THIS REPORT YOU AGREE TO BE BOUND BY THE FOREGOING. 01/12/14

10 October 2016 b7 CREDIT AGRICOLE

CORPORATE & INVESTMENT BANK



http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm
http://www.ca-cib.com/group-overview/the-markets-in-financial-instruments-directive-mifid.htm

	Impact of the upcoming regulations on derivatives markets and risk absorption
	Major regulations impacting derivatives
	EMIR
	EMIR Central Clearing Implementation timeline
	Unlevel playing field on burden of reporting: MIFID2 vs DFA
	CCPs: fragmentation or concentration?
	Costs: clearing and reporting
	Liquidity on IRS
	Market depth and liquidity on 10y German EUREX futures
	Discussion items:
	Annex: Detailed coming regulations impacting derivatives
	Annex: Detailed coming regulations impacting derivatives
	Annex: Detailed coming regulations impacting derivatives
	Disclaimer

