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Overseas structure of global banks

Centralised Decentralised
approach approach

Branches { Legal structure }
Wholesale .
. Business model
business

Subsidiaries

Retail business
funded with
local deposits

Centralized Capital & funding Local capital and
capital and management funding
funding autonomy
Significant { Intra-group positions } Negligible
Single Point of { Resolution strategy } Multiple Point of
Entry Entry
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The way global banks plan to die should be consistent with the way they lived -2
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The Decentralised Subsidiary Model

Locally incorporated subsidiaries

Stand-alone entities with their own capital and liquidity
management

Supervised by host,
covered by local DGS
‘ Self sufficient in funding
Retail model, reliant on local currency
deposits. Subsidiaries raise funds locally
an option if needed, but at market prices

Parent sets

Definition of protocols, oversight
activity, group’s strategy of
liquidity growth, funding policy
guidelines

Credit risk managed
independently

Subject to limits and tailored to
specific host regulatory

No systematic intragroup support. It is

requirements

Consistent with Group common risk
culture

Independent governance
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Decentralised subsidiary model characteristics

Features

Self-standing subsidiaries: independent risk
assessment

At the cost of
Natural firewalls due to absence of

interconections Lower economies of scale

Accountability & transparency Lower capital and funding

management optimization

Straight forward resolution

Development of local financial systems
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Strong resilience and limited systemic risk

Experiences with crisis in home and host countries

FEVENS
between
different parts

Argentina 2001

Crisis in host country: Spanish banks stayed in Argentina (long term orientation), but
; having the option to leave strengthened their position ;

of the group
work in both

directions crisis 2010-2012

Crisis in home country:
Eurozone sovereign

Changes in external loans of BIS-reporting v
banks to the bank sector

Source: BBVA Research based on BIS International Banking Statistics (Table 7)

300% -
273%
*Latam: Argentina, 250% 4
Brazil, Chile, Colombia,
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The new resolution framework's challenges

G-20 commitment in 2011

Global banks need to be viable, albeit resoluble

“The new resolution framework
should set out the responsibilities,
instruments and powers to enable Financial models: enough loss-absorbing

authorities to resolve failing liabilities (Loss-Absorbing Capacity - LAC)
financial firms in an orderly
manner, by protecting critical
functions and without exposing
the taxpayer to the risk of loss”.

Legal entity structures: clear and feasible
mapping of interdependences

Operating model: operational continuity of
shared services
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Decentralised Model & MPE resolution scheme

SPE resolution strate

Resolution

.............. -

ay

MPE resolution strategy

e

e e (i
=
-

Multiple-Point-of-Entry

Subsidiary - failure individual

Point-of-entry

subsidiaries
Resolution Host authority -subsidiary
powers
Home - Coordinator & local executor
Authority role Host - Executor (local)
Losses / Local losses - parent voluntary
bail-in support

LAC (*) placed to

o LAC at individual level
third investors

Legal structure Subsidiary
Operational Operational subsidiariziation:
services Decentralized or centralized

(*) LAC - Loss absorbency capacity Page 7
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A hybrid scheme is possible

Based on geographical segmentation Based on business model

Third-countries Eurozone Retail bu\si/ness model Corporate E/investment
— located in different banking business
jurisdictions located in a single or
- Single supervision (SSM) multiple jurisdictions
- Single resolution framework (BRRD) This could be a consequence of ring-fence
- Single resolution authority (SRM) measures

- Single resolution fund (SRF)
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The TLAC is the complement to the bail-in

Banks need to have sufficient
resources to absorb losses in
resolution to avoid the need for a
bail-out with public funds

An adequate amount of TLAC should facilitate
the implementation of a resolution strategy
with a recapitalization at a level that
promotes market confidence and meets going-

concern regulatory capital requirements

-

-

Protecting taxpayers Protecting critical functions

lllustrative example (*)

Pre-resolution bank Liquidation bank

Bridge bank

Good assets
Bad assets

Equity
Subordinated debt
Senior debt
Deposits

Other liabilities

Bad assets | Equity
Subordinated debt

(*) lllustrative example which combines a bridge bank & bail-in resolution strategy

Good assets

New equity (bail-in
senior debt)
Deposits

Other liabilities
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INn MPE, TLAC should be placed in each point
of entry

TLAC placement The appropriate allocation of TLAC will be determined by the preferred
principle resolution strategy: at parent level under an SPE scheme and at
subsidiary level under an MPE scheme.

MPE banking groups

TLAC should be required at individual but not

',—* TLAC at consolidated level

TLAC v
A A

e The individual TLAC should be based on the
local resolution regime established by the host
authority

The individual TLAC requirement should have
similar features to local entities ensuring the
level-playing field
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Operational continuity is a key resolution issue

Effective operational subsidiarisation

“...this entails the provision of critical shared services or functions out of adequately capitalised
(FSB July 2013)

For example, operational subsidiarisation helps to maintain critical functions in both, the good- and the bad-bank when
authorities apply a bridge-bank resolution strategy

Shared

Assets Liabilities service Assets Liabilities Assets Liabilities
) _ company
Performing Loans Equity Non-performing | Equity Shared Performing Loans| New Equity (bail-in)
Non-performing Debt loans SerVice | Lot of Asset 5 "
Loans company est of Assets eposits

Deposits
Rest of Assets

Maintaining shared services in or for a particular entity when the bank
or another part of the group fails is the main objective of the
operational subsidiarisation.

Removing resolution

obstacles
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Operational subsidiarization in an MPE

Decentralized approach Centralized approach

Shared service
company

— ()

Shared
service
company

Less efficient More efficient

: Centralised + subsidiary Centralised + branch
Decentralised scheme EREEEEEEEEE R T O
scheme scheme

. ]

Easier MPE resolution Complex MPE resolution

Shared

service Shared
company Shared service
service company
company
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Conclusions

n There is no unique foreign bank business paradigm. Resolution strategy should be
aligned with business model

n MPE is appropriate for global decentralized retail banks, funded with deposits,
supervised by the host authorities and with no systematic intragroup positions

3 SPE and MPE are extreme models, in practice many banks’ strategies would be
hybrid
The TLAC in MPE should be based on the local regime established by the host

4 authority with similar characteristics to the local entities

The operational subsidiarization in the MPE model could be organized under two
schemes: centralized and decentralized

5

The MPE model is consistent with progress towards banking union and the
Eurozone ultimately becoming a single jurisdiction
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only
and expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or
obtained from or based on sources we consider to be reliable, and have not been independently verified by
BBVA. Therefore, BBVA offers no warranty, either express or implicit, regarding its accuracy, integrity or
correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies
and should be considered as forecasts or projections. Results obtained in the past, either positive or negative,
are no guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the
economic context or market fluctuations. BBVA is not responsible for updating these contents or for giving
notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its
contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter
into any interest in financial assets or instruments. Neither shall this document nor its contents form the basis
of any contract, commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers
should be aware that under no circumstances should they base their investment decisions in the information
contained in this document. Those persons or entities offering investment products to these potential investors
are legally required to provide the information needed for them to take an appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction,
transformation, distribution, public communication, making available, extraction, reuse, forwarding or use of
any nature by any means or process, except in cases where it is legally permitted or expressly authorized by
BBVA.
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