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Intesa Sanpaolo welcomes the opportunity to comment on the high-level expert group (HLEG) 
recommendations on reforming the structure of the EU banking sector. Intesa Sanpaolo is one of the 
leading banking groups in Italy, with a strong international presence focused in Central-Eastern 
Europe as well as Middle Eastern and North African countries. As one of the main stakeholders in the 
EU, we are delighted to contribute to the debate on reforming the banking sector in the EU and 
provide feedback to the European Commission on this crucial subject. 
 
Our preliminary conclusion is that while supporting the rationale behind the HLEG recommendations - 
i.e. making banking groups safer and limiting the implicit or explicit stake of taxpayer in the trading 
parts of banking group – we request further details in the definition of thresholds for determining a 
possible separation of activities as well as the need for a cumulative impact assessment. Moreover, 
the report does not specify any detail for dynamic monitoring of data or timeline for entry into force. 
Possible overlaps with other legislative proposals as well as the impact on lending capacity of banks at 
a crucial time for the European economy are factors to be considered. It is also important that the EU 
institutions avoid anticipating reforms in the absence of impact assessments and of a structured 
regulatory framework. The need to ensure consistency at the international level, the maintenance of a 
level playing field for the banking sector and the need for reviving competitiveness and growth of the 
UE economy must also be taken into consideration in the follow-up to the report.  
 
Comments on the Report’s recommendations 
 
Mandatory separation of proprietary trading activities and other significant trading activities 
 
Intesa Sanpaolo shares the central objectives of the proposal and the analysis of shortcomings in the 
banking sector which led to the crisis. We believe that depositors must be adequately protected and 
trust in the financial sector must be rebuilt. Safer, more transparent and resolvable institutions are 
necessary to ensure the resilience of the financial system, facilitate market discipline as well as 
recovery and resolution. We note that the proposed revision of capital requirements legislation and the 
framework for banks’ recovery and resolution both aim at these objectives. Therefore, regulatory 
overlaps, inconsistencies and unintended consequences of possible new legislative proposals must be 
avoided. 
 
Universal banking is core to the structure of the banking business in Europe. Evidence shows that this 
has allowed for economies of scale and scope, thus benefitting consumers. While some weaknesses 
in the model can be identified, a case for structurally separating business activities is not necessarily 
compelling. Consequences on freedom of enterprise and establishment as well as possible market 
distortions and inefficiencies in the allocation of resources should be duly considered. Changes to the 
legal structure of a banking group should be respectful of established business models and allow for 
business diversity. In addition, any structural reform should protect basic freedoms and be 
proportionate to the risks undertaken. 
 
The report states that mandatory separation would concern businesses which are considered to 
represent the riskiest parts of trading activities. We argue that that it is difficult to draw a straight-
forward line between risky and non-risky activities and that more evidence is needed in this respect. 
We warn against the risk of equalling and identifying market making with high-risk activities as their 
purpose is mainly to hedge from risks on behalf of clients. Moreover, implementation of the Title VII of 
the Dodd Frank Act in the USA has shown that it is objectively difficult to strictly define a perimeter for 
highly risky activities. This evidence also shows that such reforms may cause unintended 
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consequences as well as creating room for distortions and arbitrage. In this respect, we also stress the 
importance of adequate macro and micro prudential supervision and international cooperation. 
 
While understanding the principle-based, high-level approach of the report, we consider that the 
thresholds for a possible mandatory separation of business activities are too loosely defined and that 
the evidence for calibration is unclear. More importantly, the report falls short of recognising that a 
considerable part of instruments held for trading and available for sale are effectively detained by 
banks for regulatory purposes and not for undertaking highly risky activities. We refer in this context to 
instruments held for liquidity purposes under Basel III rules (i.e. the LCR and NSFR). Regulators must 
ensure that instruments held for regulatory purpose are not included within the thresholds and 
accounted within the identified categories. In addition, as regards universal banks and groups, 
instruments held for trading and available for sale with respect to non-bank activities should be clearly 
deducted from the identified quantum. This is extremely relevant for universal banking groups 
significantly active in the insurance business.  
 
It is also unclear how private equity investments - whether within the scope of merchant banking 
activities or not (e.g. ownership of banking subsidiaries) would be considered within the new 
framework. We are concerned that these instances are not properly accounted for in the 
recommendations. As a consequence, it is difficult at this stage to be more detailed in our comments 
and to properly gauge a possible impact of the proposed recommendations. Against this background, 
we invite the Commission to define more precisely the scope and thresholds for possible mandatory 
separation of business activities.  
 
Additional separation of activities conditional on the recovery and resolution plans (RRPs) 
 
We support in principle the recommendation to separate business activities in response to the 
assessment of recovery and resolution plans (RRPs). We also agree on the importance of producing 
effective and credible RRPs as per the Financial Stability Boards (FSB) key attributes for effective 
resolution. However, we are concerned that the requirement would be additional and exceptional to a 
possible separation of business activities along more objective and pre-identified thresholds. 
Therefore, while supporting the rationale behind the proposal, we stress the importance of maintaining 
a level playing field and ensuring uniform application of additional requirements subject to the 
discretion of supervisors. It is useful in this context to refer to the importance of establishing a single 
rulebook and a handbook for supervisors in the EU as called for in the recent EC roadmap on banking 
union.  
 
As identified in the HLEG report, it is crucial that the EBA provides guidelines to ensure consistent 
application of the rules across the EU. Furthermore, consistency among regulatory proposal should be 
ensured and any overlap with the proposed draft Directive on Banks’ Recovery and Resolution (BRR) 
must be avoided. 
 
Possible amendments to the use of bail-in instruments as a resolution tool 
 
Intesa Sanpaolo welcomes the HLEG’s call to further develop the legislative framework on bail-in in 
the context of the draft BRR Directive. While supporting the use of bail-in as an important resolution 
tool to avoid resorting to taxpayers’ funds and limiting moral hazard, we believe that it is crucial to 
provide investors and market participants with predictability. The use of bail-in and its scope should be 
clearly defined ex-ante. Its impact on banks’ funding should be limited. Credit-supply and the need for 
well-functioning markets must be prioritised. In our view, the idea of applying a statutory bail-in power 
to a bank in a going-concern phase in order to restore long-term viability of an institution is 
conceptually flawed, and can have disruptive consequences on financial stability. Hence, establishing 
an ex-ante designated category of bail-inable instruments would have the advantage of allowing for 
higher loss-absorbing capacity and resolvability for banks while avoiding disruptions to funding and 
possible market contagion. 
 
A “targeted approach” to bail-in would have the advantage of ensuring legal certainty, clarifying the 
position of these instruments in the creditors’ hierarchy, granting predictability for investors and 
minimising the impact on cost of funding on all other liabilities excluded. As a corollary to this point, we 
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also support the establishment of a fixed and equal amount of pre-identified bail-inable liabilities for all 
banks in the EU. This would ensure the respect of a level playing field in the Single Market.  
 
The proposal to limit distribution and retention of bail-inable instruments to non-banks institutional 
investors only (e.g. investment funds and life insurance companies) is also welcome, as it would limit 
the consequences and contagion effects of a bail-in on retail bondholders. However, such limit to the 
distribution should be applicable to instruments issued after 01/01/2018 only. 
 
Finally, it is crucial to ensure consistency of additional requirements with the recently published 
proposal on BRR. The impact of the proposed recommendations should also be assessed. We 
therefore ask the Commission to reconsider the legislative framework for bail-in, postponing its entry 
into force to a later date. 
 
A review of capital requirements on trading assets and real estate related loans 
 
While welcoming the general focus of the HLEG on the need for consistency of model-based capital 
requirements and risk weighting of assets, we caution against further and additional requirements in 
the absence of an integrated international framework. New measures should be consistent with the 
ongoing fundamental review of the trading book (FRTB) from the Basel Committee. In this respect, we 
note that the aim of the FRTB is the reduction in the risk measurement differences among different 
financial institutions with same risk positions. Single desk model validation, back-testing performance, 
different liquidity horizons and other provided suggestions can effectively reduce the model risk in the 
capital requirements. However, none of the proposed interventions propose to fix a capital buffer that 
is related to effective risk positioning. We do not believe that a non–risk based capital buffer can be 
effective in this sense. On the contrary, it may become an additional sunk cost without a real benefit. 
 
Rather than simply adding-on new requirements, the focus should be on tackling shortcomings within 
the current framework and on reducing complexity and the burden on credit institutions. Interplays 
between possible additional non-risk based requirements or floors and the existing framework must be 
properly assessed. 
 
We also call for more harmonisation in the calculation of risk-weighted assets for individual banks’ 
internal models (IRB), and support the HLEG recommendations for more consistency and coordinated 
action in this respect. 
 
As concerns the HLEG’s request for the Commission to consider further prudential measures 
regarding the treatment of real-estate lending, we observe that the latest review of the Capital 
Requirements Directive already addresses the issue. Specifically, the proposed Capital Requirements 
Regulation recognises the need for flexibility and some degree of discretion as concerns the risk-
weighting of exposures towards real-estate lending due to the specificities of national housing and 
mortgage markets. This is also in line with the EBA recommendations on this subject. While 
recognising the difficulty of applying uniform LTV and LTI ratios across EU countries, a level playing 
field should be maintained. Also in this respect, more consistency in internal models and calculation of 
risk-weighting is therefore needed. It is also important to avoid overlaps with the existing prudential 
framework and with the changes recently being negotiated by regulators. 
 
We support the ESRB call for LTV and LTI ratios on real estate exposures to be included within in the 
macro-prudential toolkit for supervisors. In this sense, it is relevant to provide clear indications within 
the single handbook for supervisors to be developed in the context of the Banking union framework.  
 
Strengthening the governance and control of banks 
 
Intesa Sanpaolo agrees on the importance of strengthening corporate governance and internal 
controls of financial institutions in order to increase safety, promoting a more risk-sensitive culture and 
facilitating market-monitoring. We note, in this respect, that rules should be proportional to complexity 
and be respectful of the structural organisation of the institutions, in order not to overburden on 
branches vis-à-vis the mother company. 
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We support the Chief Risk Officer to have a role and to assume responsibilities beyond the traditional 
risk officer functions and the validation of internal models to include responsibility for compliance and 
money-laundering as well as to report to the Risk and Audit Committees and centrally, to the Chief 
Executive Officer. Additional functions should not prejudge the performance of the core risk 
management tasks and functions. The EBA should set up consistent guidelines in this sense.   
 
The CRO’s involvement in the decision-making processes should ensure risk considerations are taken 
into account appropriately. In particular the CRO should play a fundamental role in the definition of the 
bank’s risk tolerance/appetite framework. 
 
 
For any further comments or questions, please contact Intesa Sanpaolo’s International Regulatory and 
Antitrust Affairs Office: 
 
 
Alessandra Perrazzelli 
Head of International Regulatory 
and Antitrust Affairs 
alessandra.perrazzelli@intesasanpaolo.com 
 

Rodolfo Labadie 
Regulatory Analyst 
Rodolfo.Labadie@intesasanpaolo.com 
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