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On November 10, 2014, the Financial Stability Board (FSB) released a proposal on "Adequacy of loss-
absorbing capacity of global systemically important banks in resolution,” the most significant remaining 
post-financial downturn regulatory reform intended to address “too-big-to-fail.”  On October 30, 2015, the 
Federal Reserve Board (FRB) issued a proposed rule to implement a version of this requirement in the US

Introduction to TLAC – FSB and FRB proposed rules

Background & 
Objectives of 

TLAC

• Following the financial downturn, newly established resolution regimes have provided regulators with a series 
of tools and competencies to deal with banking crises in a preventive manner, protecting financial stability 
and minimizing taxpayer exposure in the event of banking failures

• As a central premise of the new regulatory framework, a banking rescue would be supported by shareholders 
and private creditors through a “bail-in” process, as opposed to a government bail-out

• To implement this approach, the FSB proposal would require global systemically important banks (GSIBs) to 
maintain a minimum “Total Loss-Absorbing Capacity” (TLAC) alongside minimum regulatory capital 
requirements

• TLAC instruments, which consist of liabilities that can be effectively written down or converted into equity 
during resolution, would recapitalize the failed institution at a level that promotes market confidence 
and meets the going concern regulatory capital requirements (i.e., capital and leverage ratios), facilitating 
an effective implementation of the resolution strategy

• The requirements would apply to the 30 GSIBs identified by the FSB, with the exception of GSIBs 
headquartered in emerging markets, including China

Key Aspects of 
FRB Proposal

• FRB proposal would go beyond the FSB proposal by adding Long-Term Debt (LTD) and so-called “clean 
holding company” requirements:

o US GSIBs and IHCs would be required to maintain minimum levels of LTD, a subcategory of TLAC, 
defined as unsecured, “plain vanilla” debt instruments subject to certain conditions

o Clean holding company requirements would prohibit US GSIBs and IHCs of foreign GSIBs from 
entering into certain financial arrangements in order to facilitate a SPE resolution

• Effective Date:    January 1, 2019

• Transition Date:  January 1, 2022; RWA component of external TLAC increases for US GSIBs from 16% to 
18% and internal TLAC increases for resolution entity IHCs from 16% to 18% and non-resolution entity IHCs 
from 14% to 16%
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Summary elements of the FRB Proposed Rule (1 of 2)
On October 30, 2015, the FRB issued a proposal to establish TLAC and buffers, LTD, and “clean holding 
company” requirements for US GSIBs and Intermediate Holding Companies (IHCs) of Foreign GSIBs

Elements Description

Comments Due  February 1, 2016

Applicability  US GSIBs and IHCs controlled by foreign GSIBs

Effective Date and 
Transition Period

 Effective Date:    January 1, 2019
 Transition Date:  January 1, 2022; RWA component of external TLAC increases for US GSIBs from 16% to 18% and 

internal TLAC increases for resolution entity IHCs from 16% to 18% and non-resolution entity IHCs from 14% to 16%

Components 

 External TLAC (and buffers) and External LTD for US GSIBs
 Internal TLAC (and buffers) and Internal LTD for IHCs of foreign GSIBs
 “Clean holding company” requirements for both US GSIBs and IHCs of foreign GSIBs
 Regulatory capital deduction for investments in unsecured debt
 Reporting and disclosure requirements for both US GSIBs and IHCs of foreign GSIBs

External TLAC 
(applicable to US GSIBs)

 Greater of: 1) 18% of RWAs or
2) 9.5% of total leverage exposure

Internal TLAC –
“Resolution Entity” IHCs

 Greater of: 1) 18% of RWAs or
2) 6.75%  of total leverage exposure if subject to SLR or
3) 9% of average total consolidated assets   

Internal TLAC –
“Non-Resolution Entity” 

IHCs

 Applied if home country’s resolution authority provides FRB a certification indicating the IHC is a non-resolution entity
 Greater of: 1) 16% of RWAs or

2)  6% of total leverage exposure if subject to SLR or
3)  8% of average total consolidated assets

TLAC Buffer
 For US GSIBs:  2.5% plus Method 1 GSIB surcharge plus any applicable countercyclical capital buffer
 For IHCs:  2.5% plus any applicable countercyclical capital buffer
 For US GSIBs and IHCs:  Breach subjects entity to restrictions in distributions and discretionary bonus payments

External LTD 
(applicable to US GSIBs)

 Greater of: 1) 6% of RWAs  or
2) 4.5% of total leverage exposure

Internal LTD
(applicable to IHCs)

 Greater of: 1)  7% of RWAs  or
2)  3% of total leverage exposure if subject to SLR or
3)  4% of average total consolidated assets 
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Summary elements of the FRB Proposed Rule (2 of 2)
On October 30, 2015, the FRB issued a proposal to establish TLAC and buffers, LTD, and “clean holding 
company” requirements for US GSIBs and Intermediate Holding Companies (IHCs) of Foreign GSIBs

Elements Description

Eligible TLAC  For US GSIBs:  CET 1 capital + additional tier 1 capital issued directly by the US GSIB + eligible external LTD
 For IHCs:  CET 1 capital + additional tier 1 capital issued directly to FBO parent +  eligible internal LTD

Eligible LTD
 For US GSIBs and IHCs:  Debt instruments that are issued directly by the US GSIB or IHC, unsecured, “plain vanilla,” 

remaining maturity of at least 2 year (with 50% discount for 1 to 2 years maturity), governed by US law
 For IHCs only:  Contractual provision to convert LTD into equity under specific conditions via FRB order

Pre-positioning  FRB requested industry comments regarding pre-positioning of TLAC for operating subsidiaries

Clean Holding Company 
Requirements

 Prohibits US GSIBs and IHCs of foreign GSIBs from engaging in certain classes of transactions that could pose an 
obstacle to orderly resolution or increase risk that financial market contagion would result from the resolution

 Prohibited activity includes:
o Issuing short-term debt instruments to third parties (including deposits)
o Entering into “qualified financial contracts” with third parties
o Having liabilities subject to “upstream guarantees” from subsidiaries or subject to contractual offset rights for 

its subsidiaries’ creditors
o Issuing guarantees of its subsidiaries’ liabilities, if issuance of the guarantee would result in insolvency or entry 

into resolution operating as a default event on the part of the subsidiary
 Caps the value of a covered BHC’s liabilities that can be pari passu with or junior to its eligible external LTD at 5% of 

the value of its eligible external TLAC (other than those related to eligible external TLAC and eligible external LTD) 
 Requires covered BHCs to make certain public disclosures that their unsecured debt would be expected to absorb 

losses ahead of other liabilities, including liabilities of the covered BHC’s subsidiaries, in a failure scenario

Deductions
from Regulatory Capital 

of Investments in the 
Unsecured Debt of 

Covered BHCs

 FRB-regulated institutions would be subject to a capital deduction treatment for their investments in the unsecured debt 
of a covered BHC

 State member banks, bank holding companies, and savings and loan holding companies with more than $1 billion in 
total consolidated assets, as well as IHCs, would generally be required to deduct from their regulatory capital any 
investments in unsecured debt issued by covered BHCs (including eligible external LTD) in excess of certain 
thresholds

 Proposed regulatory deduction treatment would apply only to investments in the top-tier bank holding company of a US 
GSIB and would not affect investments in the unsecured liabilities of the subsidiaries of a covered BHC

Reporting and Disclosure 
Requirements

 US GSIBs and IHCs would be required to publicly disclose a description of the financial consequences to unsecured 
debtholders of entry into resolution by the US GSIB of foreign parent GSIB of the IHC, respectively 

 Disclosure would be provided in (1) offering documents of all eligible debt securities and (2) either on the institution’s 
website or in more than one public financial or other regulatory report

 US GSIBs and IHCs would also be required to publicly report eligible external and internal TLAC and LTD, respectively
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Take-away items from the FRB’s Proposed Rule
What the rule means

• FRB is taking a very important step in proposing TLAC
• One of the most significant remaining pieces of the regulatory reform puzzle; the third line of defense to ensure that government funds are not used for 

bailouts and that systemic firms can be resolved without disrupting the financial system
• FRB has gone beyond past proposals by setting minimum TLAC requirements—of which there is a minimum required amount of LTD issuance and related 

TLAC buffers—recognizing by definition an insolvent firm has already exhausted its equity capital, and that TLAC acts as the final firewall of “stand-by” 
bail-in capital in the form of debt to meet the requirement

• Implications of the proposal for US GSIBs are significant; several would need to issue new qualifying LTD to meet the new TLAC requirement, and may need 
to restructure their holding company to meet the so-called clean holding company requirement (objective to make sure that the firm can more cleanly 
go through a bankruptcy process in an orderly way)

• FRB has not yet proposed any rule around prepositioning of the TLAC to lower level material entities of the holding company
o During the Q&A, Chair Yellen asked if the SPOE resolution strategy requires debt to be prepositioned in the holding company’s material 

subsidiaries and if further rule-making would be appropriate related to prepositioning
o Proposal seeks comments on this issue

Key ‘take away items’ for US and foreign GSIBs

• New TLAC requirements are in the middle of the range proposed a year ago at 18% of RWAs for US GSIBs (16 to 20% proposed)
• A buffer of 2.5% of RWA must also be met or certain restrictions on compensation or dividends may occur
• A separate LTD requirement as a subcomponent of TLAC is new, and ensures that, even if shareholder equity is wiped out, there is still standby capital
• LTD must be two years or greater to fully qualify, less than two years receives a 50% haircut, and less than a year does not qualify
• Clean holding company requirement works to ensure creditor and counterparty liabilities do not create claims and stays that could impede orderly 

resolution
• Prepositioning of TLAC internally to lower level material entities has not been prescribed in the proposal, compared to the prior FSB proposal of a 75-90% 

minimum. The FRB appears for now to be OK with having the parent hold “dry powder” at the parent company level
• IHCs that are non-resolution entities would have somewhat lower TLAC requirements (16% of RWA) on the rationale that the US would be specifically 

excluded from the global parent’s resolution plan
• IHCs that are resolution entities would hold the equivalent of US GSIBs in RWA (18%), but somewhat lower leverage TLAC (6.75% SLR).  Resolution 

IHCs that are not subject to the supplementary leverage ratio would need to hold 9% straight leverage
• Whether an FBO’s IHC is a resolution or nonresolution entity is outside of their control; to get the lower requirements of a nonresolution entity, the home 

country’s resolution authority must certify that its resolution strategy for the parent does not involve the IHC
• Proposal appears to largely align with the forthcoming FSB final TLAC paper, based on FRB staff comments

Comments are due by February 1, 2016
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Outlined below is a summary of the requirements for US GSIBs and IHCs of Foreign GSIBs
Key thresholds

US GSIB IHCs Foreign GSIBs

RWA SLR RWA SLR LEV (1)

External

Minimum LTD Component of  TLAC

9.5%

Internal
Non Resolution

Resolution

TLAC Buffer to RWA component

External TLAC Buffer

Internal TLAC Buffer 2.5%

14%

16%

6%

6.75%

8%

9%

2019 2022

16%

18%

TLAC Requirements

6% + 
GSIB 
buffer

External 4.5%

Internal 7% 3% 4%7%

2.5%

2019 2022

16% 18% + 
GSIB 
buffer

2.5% 2.5%

6% + 
GSIB 
buffer

(1) In cases where the SLR does not apply, the IHC would use the standard leverage ratio
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Below is a high-level timeline of developments at the FSB and FRB leading to the FRB’s October 30, 2015 
TLAC proposal and the FSB’s expected finalization of its TLAC standard later this month

Regulatory timeline

2010

Q3- Q4Q1- Q2

2011

Q3- Q4Q1- Q2

2012

Q3- Q4Q1- Q2

2013

Q3- Q4Q1- Q2

2014

Q3- Q4Q1- Q2

Regulatory Milestones Related to TLAC

November 2014 – FSB 
issues proposed version 
of TLAC standard

November 2010 – Seoul G20 
Summit: G20 endorses FSB 
framework for Reducing the 
Moral Hazard posed by SIFIs 
(SIFI Framework)

September 2013 – FSB 
publishes
Progress and Next Steps 
Towards Ending 
“Too-Big-To-Fail” (TBTF)

November 2012 – FSB 
publishes initial list of SIFIs, 
designating 28 global banks

October 2011 – FSB publishes 
Key Attributes of Effective 
Resolution Regimes 
for Financial Institutions 
(updated in Nov, 2014)

2015
Q3- Q4Q1- Q2

November 2015 –
FSB finalizes TLAC 
standard; FRB issues 
proposed TLAC for US 
GSIBs and IHCs of 
foreign GSIBs
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Although the contours of the FRB’s proposal is similar to the FSB’s proposal in many ways, certain key 
differences exist between the two proposals

FSB proposal vs FRB proposal (1 of 4) 

Elements FSB Proposal 
(November 2014)

FRB Proposal (November 2015)
US GSIBs

FRB Proposal (November 2015)
IHCs of Foreign GSIBs

Applicability (Scope 
and Effective Date)

• Applicable to 30 
GSIBs • US GSIBs (8 US BHCs) • IHCs controlled by foreign GSIBs

Effective Date and 
Transition Period

• Effective in January 
2019

• Effective January 2019
• RWA of External TLAC – 16% in 

2019; 18% in 2022

• Effective January 2019
• RWA of Internal TLAC for Resolution Entity 

IHCs – 16% in 2019, 18% in 2022
• RWA of Internal TLAC for Non-Resolution 

Entity IHCs – 14% in 2019, 16% in 2022

Minimum LTD 
Requirement • None

• Subcategory of external TLAC
• Minimum Requirement: greater of 

6% of RWAs or firm’s GSIB 
surcharge or 4.5% total leverage 
exposure (denominator of SLR)

• Internal requirement – greater than 7% of 
RWAs or 3% of total leverage exposure (if 
subject to SLR) or 4.0% of average total 
consolidated assets

Eligible LTD • None

• External
• Debt instruments issued directly by 

US BHC
• Unsecured
• Plain Vanilla
• Remaining maturity of at least 1 year
• Governed by US law

• Internal 
• Debt instruments that are issued directly by 

the covered IHC 
• Unsecured
• Plain Vanilla
• Remaining maturity of at least 1 year
• Governed by US law
• Contractual provision pursuant to which the 

Board could order the IHC to convert into 
equity under specific conditions



10 Copyright © 2015 Deloitte Development LLC. All rights reserved.

Although the contours of the FRB’s proposal is similar to the FSB’s proposal in many ways, certain key 
differences exist between the two proposals

FSB proposal vs FRB proposal (2 of 4) 

Elements FSB Proposal (November 
2014)

FRB Proposal (November 2015)
US GSIBs

FRB Proposal (November 2015)
IHCs of Foreign GSIBs

Minimum External
TLAC

• External TLAC is required 
for each resolution entity

• Pillar 1 minimum 
requirement will be 16-20% 
of RWA or 6% Leverage 
ratio (Double the Basel III 
requirements), excluding 
the 2.5% regulatory capital 
buffer

• Greater of 18% of RWAs or 9.5% 
total leverage exposure

• External TLAC applies a buffer 
equal to 2.5% plus Method 1 GSIB 
surcharge plus any applicable 
countercyclical capital buffer in 
addition to 18% RWA component of 
external TLAC requirement

• Breach would subject entity to 
restrictions on distributions and 
discretionary bonus payments

• None

Minimum Internal
TLAC

• Internal TLAC is required 
for each material subsidy 
incorporated outside the 
domicile of corresponding 
resolution entity

• Each material subsidiary to 
have 75-90% the amount of 
applicable requirement if it 
were a resolution entity

• None
• Requested comments for pre-

positioning of TLAC for operating
subsidiaries

• None
• Requested comments for pre-

positioning of TLAC for operating 
subsidiaries below the IHC

Internal TLAC • None • None

• Non-Resolution Entity IHCs – Greater 
of 16% of RWAs or 6% of total 
leverage (if subject to SLR) or 8% of 
average total consolidated assets

• Resolution Entity IHCs – Greater of 
18% of RWAs or 6.75% of total 
leverage exposure (if subject to SLR) 
or 9% of average total consolidated 
assets
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Although the contours of the FRB’s proposal is similar to the FSB’s proposal in many ways, certain key 
differences exist between the two proposals

FSB proposal vs FRB proposal (3 of 4) 

Elements FSB Proposal (November 
2014)

FRB Proposal (November 2015)
US GSIBs

FRB Proposal (November 2015)
IHCs of Foreign GSIBs

Eligible TLAC 
Instruments

• T1 and T2 Debt and equity 
instruments

• Certain other qualified debt 
instruments

• Common equity tier 1 capital,  
additional Tier 1 issued directly by 
the BHC, eligible external LTD

• Common equity tier 1 capital, 
additional tier 1 capital issued directly 
by the IHC to a foreign entity that 
controls it, eligible internal LTD

Exclusions

• Certain liabilities do not 
count towards the external 
TLAC requirement (e.g., 
insured deposits and on 
demand liabilities)

• Same • Same

Clean Holding 
Company 

Requirements
• None

• Prohibited from 
• Short-term borrowings from third 

parties 
• Derivatives and qualified financial 

contracts with external 
counterparties

• Issuing guarantees of subsidiary 
liabilities that could create cross-
default rights or set-off/netting or 
upstream guarantees

• Capped liabilities that are pari 
passu or junior to eligible external 
LTD to 5% of value of eligible 
external TLAC

• Effective Date – January 2019
• Restrict operations of those entities 

that pose obstacles to orderly 
resolution

• Same as US GSIBs

• 5% cap not applied
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Although the contours of the FRB’s proposal is similar to the FSB’s proposal in many ways, certain key 
differences exist between the two proposals

FSB proposal vs FRB proposal (4 of 4)  

Elements FSB Proposal (November 
2014)

FRB Proposal (November 2015)
US GSIBs

FRB Proposal (November 2015)
IHCs of Foreign GSIBs

Relationship with 
Capital Requirements

• Minimum TLAC is an 
additional requirement to 
Basel III capital requirements

• Only CET1 in excess of that 
required to satisfy minimum 
Basel III capital requirements 
and Minimum TLAC 
requirements may count 
towards regulatory capital 
buffers

• LTD and TLAC are additional 
requirements to Basel III capital 
charges

• LTD and TLAC are additional 
requirements to Basel III capital 
charges

Reporting and 
Disclosure

Requirements

• Amount, maturity, and 
composition of TLAC 
maintained by each resolution 
entity and at each material 
subsidiary need to be 
disclosed

• Description of financial 
consequences to unsecured 
debtholders of the US GSIB 
entering into resolution proceeding

• Provide disclosure in (1) offering 
documents of all eligible debt 
securities and (2) either on its 
website or in more than one public 
financial or other regulatory report

• Amount of eligible external TLAC 
and LTD

• Description of financial 
consequences to unsecured 
debtholders of the foreign GSIB 
entering into resolution proceeding

• Provide disclosure in (1) offering 
documents of all eligible debt 
securities and (2) either on its 
website or in more than one public 
financial or other regulatory report

• Amount of eligible internal TLAC and 
LTD

• Submit to the FRB by January 1 of 
each calendar year notice of (1) 
whether its home country supervisor 
has adopted standards consistent 
with the BCBS assessment 
methodology for identifying GSIBs 
and (2) whether the FBO reports the 
indicators used by the BCBS to 
identify as a GSIB and, if so, whether 
the FBO determined it is a GSIB
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