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Key Takeaway
Regulators and Congress have taken more meaningful steps towards reforming
capital rules, with the Fed releasing proposed CCAR and SLR changes and the
Senate passing the Crapo Bill (S.2155) that helps SLR. We continue to see BK
and STT as needing reforms to both SLR and the stressed Tier 1 leverage ratio
to benefit meaningfully, while NTRS appears to only require the latter. We also
believe EPS could benefit by up to 10% over time, depending on the outcome.

Spot SLR and stressed Tier 1 lev. are limiting today. The reported supplementary
leverage ratios ("spot SLR") and CCAR-stressed Tier 1 leverage ratio ("stressed T1 lev.")
are the most constricting regulatory capital ratios for the trust banks today. BK and STT
are similarly constrained by both ratios, while NTRS is less constrained by SLR given lower
minimum required thresholds (it's not a G-SIB).

Regulatory dynamics are moving the right direction. The Fed released its first
proposed rule on 4/10, which attempts to reform the CCAR process through the
introduction of the Stress Capital Bufffer (SCB) framework. The notice included two
anticipated changes that would benefit all CCAR capital ratios: 1) the assumption of a flat
balance sheet under stressed scenarios; and 2) the curtailment of dividend payments after
the first year of the stress period. The proposed rule applies G-SIB surcharges (currently 1.5%
for both BK and STT; NTRS is not a G-SIB) to all non-leverage CCAR ratios. We calculate that
this addition should not meaningfully offset the benefits received from leverage ratio relief
(noting that CET1 could instead become more constraining for STT). The Fed released its
second proposed rule on 4/11, which attempts to reform the SLR. This would reduce the
minimum thresholds for BK and STT from 5% and 6% at the holding company and bank,
respectively, to 3.75% at each (NTRS is already at 3%).

Reg. proposals could result in better pro forma capital return constraints. We
believe all three trust banks would benefit from the Fed's recent proposals. We calculate that
these proposals could benefit EPS up to 10% over time, but are dependent on numerous
factors falling into place. It is also interesting to note that the pro forma capital return
constraints (which should only become constraining over time) could shift for each bank.
We calculate that: 1) BK would be constrained by stressed Tier 1 lev. (as SLR receives a larger
free-up); 2) NTRS could be constrained by both stressed Tier 1 lev. and SLR, but this depends
on mgmt.'s own comfort level with its ratios as opposed to numeric outcomes; 3) STT would
be constrained by stressed Tier 1 lev. and stressed CET 1 (as SLR receives a larger free-up and
STT has "burned" worse in past CCAR results).

Ability and magnitude of benefit hinges on numerous factors. We believe each
bank could see positive benefits, depending on how several of these variables land: 1) both
stressed Tier 1 lev. and SLR see relief; 2) current spot ratios are considered at least adequate
by each bank; 3) the inclusion of the G-SIB surcharge on non-leverage ratios (for BK/STT)
are not more constraining than we calculate; 4) CCAR stress results (via the new SCB buffer,
or the "burn") are not meaningfully worse vs. prior stress test results; 5) the ability and
willingness for the banks to deploy excess capital; 6) how the banks are able to deploy excess
capital (i.e. share repurchase vs. balance sheet growth). Assuming these variables are
favorable, we calculate that the Fed's recent proposals could benefit EPS by up
to 10% over time. Our Excel model walks through the scenarios inside; be in
touch for the working version.

Political dynamics are moving along, but with normal uncertainties. The Crapo
Bill (S.2155) passed the Senate on 3/14 and awaits action by the House. It proposes the
exclusion of central bank deposits from the SLR ratio denominator. While we believe it is
positive to have legislative support for bank reform, we view reforms directly enacted by the
bank regulators as more likely (and timely) vs. what is usually a slower legislative process.

Please see analyst certifications, important disclosure information, and information regarding the status of non-US analysts on pages 4 to 8 of this report.



 

 

 

 

 

Exhibit 1: Assumed Capital Ratio Reforms 

 

Note: “SLR” = reported Supplementary Leverage Ratio. “T1 Lev.” And “Tier 1 Lev.” = CCAR-stressed Tier 1 

leverage ratio. “All CCAR” = all CCAR-stressed ratios ex. SLR. Shows which proposed reforms are assumed in 

the tables below. These assumptions are for illustrative purposes and do not reflect Jefferies’ EPS model 

expectations. Source: Federal Reserve, Jefferies LLC. 

 

 

 

Exhibit 2: Comparing Capital Constraints – Previous, Current, and Pro Forma 

 

Note: All figures in millions. “SLR” = reported Supplementary Leverage Ratio. “Tier 1 Lev.” = CCAR-stressed 

Tier 1 leverage ratio. “CET1” = CCAR-stressed Common Equity Tier 1 ratio. “Tier 1 Capital” and “Total 

Capital” are also CCAR-stressed. “Current” figures are stressed by the same amount seen in CCAR ’17, while 

“Pro Forma” figures assume CCAR-stressed ratios are stressed by the greater of 1) the same amount as seen in 

CCAR ’17 and 2) the minimum stressed capital buffer of 2.5%. “Previous” and “Current” binding constraints 

are calculated as the dollars of capital gap between the reported/stressed ratios and their required minimum 

thresholds. “Pro Forma” is calculated as the binding constraint to capital return (assuming the reforms in 

Exhibit 1), which assumes BK and STT would not reduce any leverage ratio below today’s level, and NTRS 

would only reduce SLR ~100bp below today’s level. Analysis assumes remaining CCAR ratios could be 

reduced down to a 150bp buffer. Therefore this represents the amount of dollars of capital generated vs. an 

assumed adequate level [“Incremental Capital Generated ($)”]. We note that these assumed “adequate 

levels” (i.e. where the banks are willing to reduce their ratios to) are arbitrary and could meaningfully alter 

these results. Source: Company Filings, Jefferies LLC. 

 

 

Toggles Included? Impacted Ratio Impacted Banks

Exclusion of Central Bank Deposits - SLR No SLR - Reported All

Removal of "Gold Plating" Yes SLR - Reported BK/STT

Addition of GSIB Surcharge (negative factor) Yes CCAR (ex. lev.) BK/STT

Flat Balance Sheet in CCAR Yes All CCAR All

Curtailments of Dividends in CCAR Yes All CCAR All

More Severe CCAR Stress Scenario Burndown No All CCAR All

Exclusion of Central Bank Deposits - T1 Lev. No Tier 1 Lev. All

Capital Return Constraint - Pro Forma vs. Current BK NTRS STT

Previous Constraints (4Q16):

Binding Capital Constraint SLR (Bank) SLR (Bank) SLR (Bank)

Binding Capital Constraint Ratio 6.1% 6.0% 6.1%

Binding Capital Constraint vs. Minimum (%) 0.1% 3.0% 0.1%

Binding Capital Constraint vs. Minimum ($) $289 $4,101 $352

Current Constraints (4Q17):

Binding Capital Constraint SLR (Bank) Tier 1 SLR (Bank)

Binding Capital Constraint Ratio 6.7% 12.1% 7.0%

Binding Capital Constraint vs. Minimum (%) 0.7% 5.3% 1.0%

Binding Capital Constraint vs. Minimum ($) $1,977 $3,913 $2,229

Pro Forma Capital Return Constraints (4Q17):

Binding Capital Return Constraint T1 Lev. T1 Lev. CET1

Binding Capital Return Constraint Ratio 7.0% 8.3% 7.5%

Binding Capital Return Constraint Gap vs. Min. (%) 3.0% 4.3% 3.0%

Binding Capital Return Constraint Gap vs. Min. ($) $10,638 $5,631 $3,320

Incremental Capital Generated  ($) $3,180 $1,371 $1,671

Incremental Capital vs. Current Ratio - SLR (HoldCo) $5,415 $2,368 $3,944

Incremental Capital vs. Current Ratio - SLR (Bank) $6,672 $1,396 $5,254

Incremental Capital vs. Current Ratio - Tier 1 Lev. $3,180 $1,371 $1,717

Incremental Capital vs. Current Ratio - CET1 $5,971 $4,258 $1,671

Incremental Capital vs. Current Ratio - Tier 1 Capital $7,430 $4,108 $3,548

Incremental Capital vs. Current Ratio - Total Capital $5,822 $4,220 $2,384

In this analysis, we assume the Fed’s 

recent proposed rules are enacted. 

We note that these rules could be 

altered within the rulemaking 

process. 

We evaluate these adjustments on a 

pro forma basis, measuring the 

incremental capital generated vs. 

assumed adequate capital levels (not 

vs. required minimums). 
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Exhibit 3: Quantifying EPS Benefits from Incremental Capital Generated  

 

Note: All figures in millions ex. EPS. All estimates are based on Jefferies’ published ’19 EPS estimates. Analysis 

assumes all incremental capital generated is either repurchased or leveraged through balance sheet growth. 

“NIM on Incremental Assets” is somewhat arbitrary given numerous unknown factors. Source: Jefferies LLC. 

Quantifying "Excess" Capital BK NTRS STT

Scenario 1 - Increased Share Buyback

Incremental "Excess" Capital $3,180 $1,371 $1,671

Share Price $55 $108 $100

Incremental Shares Repurchased 58                             13                             17                             

Jefferies Net Income to Common - '19 $4,523 $1,571 $2,919

Average Diluted Shares - '19 983                           221                           354                           

Published Jefferies EPS - '19 $4.60 $7.10 $8.24

Pro Forma Avg. Diluted Shares - '19 925                           208                           338                           

Pro Forma Benefit to EPS ($) - '19 $0.29 $0.43 $0.41

Pro Forma Benefit to EPS (%) - '19 6% 6% 5%

Scenario 2 - Larger Balance Sheet

Incremental "Excess" Capital $3,180 $1,371 $1,671

Average Current Binding Constraint Ratio 6.2% 6.7% 6.3%

Incremental Average Earning Assets - '19 $51,121 $20,430 $26,710

NIM on Incremental Assets 1.00% 1.00% 1.00%

Pro Forma Benefit to Net Interest Income - '19 $511 $204 $267

Effective Tax Rate on Incremental NII 21% 23% 16%

Pro Forma After-Tax Benefit - '19 $406 $157 $226

Pro Forma Benefit to EPS ($) - '19 $0.41 $0.71 $0.64

Pro Forma Benefit to EPS (%) - '19 9% 10% 8%

We attempt to quantify incremental 

capital generated, by assuming it is 

used to either buyback shares or 

grow the balance sheet. The exercise 

is as much for cross-group 

comparisons as it is for any absolute 

benefits. 
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return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF,
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and return on equity (ROE) over the next 12 months.
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Jefferies Franchise Picks include stock selections from among the best stock ideas from our equity analysts over a 12 month period. Stock selection
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ratio and investment themes that Jefferies analysts are recommending. Jefferies Franchise Picks will include only Buy rated stocks and the number
can vary depending on analyst recommendations for inclusion. Stocks will be added as new opportunities arise and removed when the reason for
inclusion changes, the stock has met its desired return, if it is no longer rated Buy and/or if it triggers a stop loss. Stocks having 120 day volatility in
the bottom quartile of S&P stocks will continue to have a 15% stop loss, and the remainder will have a 20% stop. Franchise Picks are not intended
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This report was prepared for general circulation and does not provide investment recommendations specific to individual investors. As such, the
financial instruments discussed in this report may not be suitable for all investors and investors must make their own investment decisions based
upon their specific investment objectives and financial situation utilizing their own financial advisors as they deem necessary. Past performance of
the financial instruments recommended in this report should not be taken as an indication or guarantee of future results. The price, value of, and
income from, any of the financial instruments mentioned in this report can rise as well as fall and may be affected by changes in economic, financial
and political factors. If a financial instrument is denominated in a currency other than the investor's home currency, a change in exchange rates may
adversely affect the price of, value of, or income derived from the financial instrument described in this report. In addition, investors in securities such
as ADRs, whose values are affected by the currency of the underlying security, effectively assume currency risk.

Other Companies Mentioned in This Report
• Bank of New York Mellon Corporation (BK: $53.99, HOLD)
• Northern Trust Corporation (NTRS: $104.56, BUY)
• State Street Corporation (STT: $97.74, HOLD)
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Notes: Each box in the Rating and Price Target History chart above represents actions over the past three years in which an analyst initiated on a
company, made a change to a rating or price target of a company or discontinued coverage of a company.
Legend:

I: Initiating Coverage

D: Dropped Coverage

B: Buy

H: Hold

UP: Underperform

For Important Disclosure information on companies recommended in this report, please visit our website at https://javatar.bluematrix.com/sellside/
Disclosures.action or call 212.284.2300.

Distribution of Ratings
IB Serv./Past 12 Mos. JIL Mkt Serv./Past 12

Mos.
Rating Count Percent Count Percent Count Percent

BUY 1116 53.68% 342 30.65% 71 6.36%
HOLD 828 39.83% 171 20.65% 22 2.66%
UNDERPERFORM 135 6.49% 20 14.81% 2 1.48%
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decisions. Specific conflict of interest and other disclosures that are required by FINRA and other rules are set forth in this disclosure section.
* * *
If you are receiving this report from a non-US Jefferies entity, please note the following: Unless prohibited by the provisions of Regulation S of the
U.S. Securities Act of 1933, as amended, this material is distributed in the United States by Jefferies LLC, which accepts responsibility for its contents in
accordance with the provisions of Rule 15a-6 under the US Securities Exchange Act of 1934, as amended. Transactions by or on behalf of any US person
may only be effected through Jefferies LLC. In the United Kingdom and European Economic Area this report is issued and/or approved for distribution
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Act (Ontario). In Singapore, Jefferies Singapore Limited (“JSL”) is regulated by the Monetary Authority of Singapore. For investors in the Republic of
Singapore, this material is provided by JSL pursuant to Regulation 32C of the Financial Advisers Regulations. The material contained in this document
is intended solely for accredited, expert or institutional investors, as defined under the Securities and Futures Act (Cap. 289 of Singapore). If there are
any matters arising from, or in connection with this material, please contact JSL, located at 80 Raffles Place #15-20, UOB Plaza 2, Singapore 048624,
telephone: +65 6551 3950. In Japan, this material is issued and distributed by Jefferies (Japan) Limited to institutional investors only. In Hong Kong,
this report is issued and approved by Jefferies Hong Kong Limited and is intended for use only by professional investors as defined in the Hong Kong
Securities and Futures Ordinance and its subsidiary legislation. In the Republic of China (Taiwan), this report should not be distributed. The research
in relation to this report is conducted outside the People’s Republic of China (“PRC”). This report does not constitute an offer to sell or the solicitation
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and is not based on, and does not take into account, the particular investment objectives, portfolio holdings, strategy, financial situation, or needs
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this report are capable of evaluating the information contained herein and of exercising independent judgment. A recipient of this report should not
make any investment decision without first considering whether any advice or recommendation in this report is suitable for the recipient based on
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This report may contain information obtained from third parties, including ratings from credit ratings agencies such as Standard & Poor’s. Reproduction
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accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this report or its contents. Nothing
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