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Foreword

At the request of the European Central Bank as part of its assessment of prudential reporting
practices, two additions have been made to the Pillar 3 12.31.2021 report as published in its
initial version of April 2022. These are presented below and are integrated into the revised
version of the report below. Other elements of the report remain unchanged.

Clarification on the calculation of RWAs and capital ratios

In chapter 6 - Credit risk, section 6.1 - Exposures, the following clarification is provided on
the calculation of RWAs and capital adequacy ratios:

As part of the Target Review of Internal Models exercise, the ECB adopted decisions in May
2021 imposing limitations on large accounts and bank portfolios. Their implementation,
which would have had an impact of -26 basis points on the CET1 ratio, will result in a switch
to the IRB-Foundation method for these portfolios in March 2022.

Publication of change in stock of non-performing loans and advances at 12.31.2021

In Chapter 6 - Credit risk, section 6.2 - Credit quality of assets, the table EU CR2 - Changes
in the stock of non-performing loans and advances is published:



1. Risk management objectives and policies
The Crédit Mutuel Arkéa group is a banking and insurance group. It comprises Crédit Mutuel
Arkéa, the Crédit Mutuel de Bretagne and Crédit Mutuel du Sud-Ouest networks as well as
specialized subsidiaries that cover all banking and financial business lines. These
subsidiaries, created to expand the Crédit Mutuel Arkéa group’s product and service offering,
reflect the Group’s desire to constantly improve its service to its members and customers –
individuals, local professionals and businesses – and to contribute to the development of the
regions by helping local authorities and institutions to finance their infrastructure.

In response to the challenges facing the banking profession today, the Crédit Mutuel Arkéa
group continues to promote a corporate culture that constantly adapts to changes in the
environment in which the activities that underpin its corporate purpose operate. The
initiatives undertaken in recent years aim to support technological changes, the emergence
of new players, changes in customer behavior and the integration of new non-financial
factors such as ESG criteria and the fight against climate change.

The level of capital accumulated over the years reflects the recurring nature of the income
and earnings generated by the Group’s business model. It illustrates the confidence
generated and sustained as part of the development strategy combined with a diversified
and moderate risk profile.

The Pillar 3 report serves as a supplement to Crédit Mutuel Arkéa’s 2021 Universal
Registration Document (URD).

1.1. Risk profile

Retail banking and insurance constitute the Crédit Mutuel Arkéa group’s core business, as
evidenced by the share of credit risk in the Group’s total capital requirements (93.9% at
end-2021) with a predominance of the retail customer.
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This risk profile reflects the strategy and associated risk management implemented by the
Crédit Mutuel Arkéa group.This management, which is under Crédit Mutuel Arkéa’s control,
is applied by each of the Group's entities.

To sustain its results, the Crédit Mutuel Arkéa group aims to achieve:
● high levels of security in terms of solvency and liquidity, which are closely monitored

and are factors that instill trust in both customers and investors contributing to the
Group’s refinancing;

● sufficient resistance to multiple adverse stress scenarios (liquidity drying up,
substantial distortion of the yield curve, deterioration of the market values of exposed
assets, deterioration of the ability of issuers of the debt instruments held and of
borrower clients to make repayments) or difficulties limited to certain business
sectors or key players.
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Achievement of these objectives relies mainly on:

● a solvency policy designed to maintain the Crédit Mutuel Arkéa group’s financial
solidity on a long-term basis, from a conglomerate perspective, and to ensure
prudent management of solvency by Crédit Mutuel Arkéa’s dedicated teams in order
to meet Pillar 1 and Pillar 2 regulatory capital requirements on a long-term basis.
Based on a prudential capital structure with a high proportion of reserves, this policy
entails the definition of a safety margin enabling the Group to continue its
development in the context of future regulatory changes and the levels expected by
rating agencies and investors. Internal capital allocation is managed in order to
match the estimated risk level and the regulatory requirements of each entity within
the conglomerate. These principles therefore also apply to the Group’s insurance
subsidiaries.

● a liquidity risk policy that is prudent since it is designed to contribute to the continuity
of the Group’s activities even over long periods of unfavorable developments, and in
this respect to be able to last at least twelve months without access to the market
and without modification of the commercial policy within three months. Crédit Mutuel
Arkéa therefore acts as a central source of refinancing and placement of surplus
liquidity for all entities within the Group’s banking scope. Internal liquidity allocation is
managed with a view to ensure that the subsidiaries have access to liquidity at all
times (exclusively with Crédit Mutuel Arkéa) enabling them to comply with regulatory
and internal rules.

● an interest rate risk policy in which Crédit Mutuel Arkéa manages the overall interest
rate position within the consolidated banking scope. Crédit Mutuel Arkéa operates as
a central interest rate management unit for all the Group’s banking activities,
including a refinancing unit, in a measured and controlled manner, which enables the
Group to obtain the best conditions at the time, taking into account the business
activity and the current and future interest rate environment. Internal transactions are
managed to ensure that there is no interest rate risk for the local banks and banking
subsidiaries. The operational implementation in the form of limits reflects the
prudence of the policy implemented.

● a credit risk policy which, based on an internal rating system and a prudent hedging
policy, ensures good control of risk and capital utilization:

○ the loan portfolio comprises a very diversified customer base in which
individuals represent the largest share alongside local professionals (artisans,
small businesses, farmers, etc.), non-profit organizations, SMEs and large
companies, as well as local authorities and institutions. The lending policy is
based on in-depth knowledge of the borrower, its business, the purpose for
which the loan is to be used and the application of a tried-and-tested internal
rating system, based mainly on statistical models approved by the
supervisory authority, or an approval scoring system for consumer loans
approved at the point of sale. When deciding whether or not to lend, more
importance is placed on the customer's intrinsic ability to repay the loan than
on the value of the collateral;

○ cash investments also reflect a higher quality credit risk, with a significant
preponderance of investment grade outstandings. These cash amounts are
invested mainly in instruments issued by the French government or European
financial counterparties, a large proportion of which are in the form of covered
bonds.
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● a prudent market risk policy, with no trading book activity, as evidenced by a very low
capital requirement limit, since transactions carried out on behalf of customers are
systematically market-based.
Market risk exposure mainly concerns the portfolio dedicated to liquidity
management, consisting of debt securities and therefore sensitive to spread and
interest rate risks, it being specified that fixed-rate securities are systematically
matched by the Group’s central interest rate risk management unit managed by
Crédit Mutuel Arkéa. Residual interest rate risk arises from adjustable rates and
changes in spread. In addition, the foreign exchange risk remains negligible with a
very low foreign exchange position thanks to the implementation of hedges, where
appropriate.
The derivative market activities also give rise to credit valuation adjustment (CVA –
Credit Valuation Adjustment) risks and risks relating to the financing of part of these
instruments (FVA – Funding Valuation Adjustment).

● an insurance business management policy capable of supporting the Group's core
business, based on profitability and solvency objectives, within a controlled risk
framework:

○ described in the appetite frameworks specific to each company, defined in
compliance with the Group’s framework and under its control, this policy
ensures that the risk levels incurred by the insurance business are compatible
with the guidelines and policies set by the Crédit Mutuel Arkéa group;

○ it aims to ensure the proper delivery of services in accordance with the
commitments made to policyholders;

○ it also specifies the principles relating to the management and control of
underwriting and provisioning risks and the technical risks specific to these
activities.

● an operational risk policy, the aim of which is to ensure that the processes of all of
the Group’s entities are and remain as reliable, secure and efficient as possible. This
policy plays a part in increasing the satisfaction of members and customers and in
ensuring the sound financial health of the Crédit Mutuel Arkéa group by minimizing
the cost of incidents and the equity required to cover them.
In the area of IT risk (including cyber risks), the Group’s appetite is illustrated by:

○ the choice of complete control of its information system;
○ strict data protection and security rules governed by dedicated policies;
○ a commitment of permanent service availability;
○ the priority given to technological innovation for the benefit of the Group’s

members and customers, entities, partners and employees.
In addition, the operational risk policy includes the preventive consideration of risk,
including that relating to litigation (or legal risk, resulting from any imprecision,
deficiency or insufficiency, real or assumed, which may be attributable to the
reporting company in its operations) external fraud and cyber risk, from the design or
significant development of any process, including when these are outsourced. The
management of the outsourcing process, the implementation of which must make it
possible to effectively control the services and remain a reference partner with the
Group’s suppliers, relies as far as possible on companies located in the regions in
which the Group operates, consistent with its purpose, making it possible to achieve
the strategic objectives with a view to pooling and optimizing costs.
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It is implemented by means of:
○ coordinating the operational risk management systems, which notably

includes the Emergency and Business Continuity Plan;
○ a self-assessment of the impacts in ordinary and exceptional circumstances

supplemented by action plans intended to reduce the effects of the recurrence
of such risks or to eliminate their causes, where this is possible and can be
justified on economic grounds.

● a non-compliance risk prevention and control policy, formalized by the Group
Compliance Charter, aimed at protecting the Group from any risk of sanctions,
financial loss or reputational damage while also protecting the interests of customers.
Compliance risks are monitored in four major areas:

○ financial security, including anti-money laundering and terrorist financing
measures;

○ business conduct and professional ethics;
○ protection of customers’ interests;
○ fiscal transparency.

Personal data protection is also covered by a dedicated system and a specific
organization.
In concrete terms, this policy entails:

○ drawing up a non-compliance risk map;
○ overall coordination of the implementation of the system by the Compliance

and Permanent Control Department to ensure consistent practices within the
Group.

● a strategic risk management policy aimed at:
○ ensuring the relevance of the strategic objectives pursued by the Group in the

development of its business model, in view of the endogenous and
exogenous context;

○ ensuring over time that the actions and initiatives of the Group’s entities
comply with the strategic goals set out by the Board of Directors in the context
of medium-term planning. The risk appetite shown by the Group in this regard
is low insofar as the strategic goals defined by the Group stem directly from
the company’s Raison d’être (purpose).

● a reputational risk management policy aimed at protecting the Group’s reputation, by
preventing the occurrence of such a risk but also by managing incidents according to
a crisis management system that involves short-term and long-term communication
and a return to normal status. In this respect, the Group shows a very low risk
appetite, wishing to protect what constitutes one of its most valuable assets, any
damage to which could impact its attractiveness, the level of customer confidence, or
the ability of customers to recommend the Group.

● an environmental and climate-related risks management policy, aimed at gradually
integrating these risks and the mechanisms for transmitting them to other types of
risk (mainly credit risk) into existing systems, in line with the development of the
regulatory framework. The implementation of this policy aims to ensure that
risk-taking is consistent with the commitments made in the Group's Raison d’être
(purpose) and climate change strategy, and to reduce the carbon footprint of the
conglomerate's activities. The environmental risk management policy aims to take
into account the impacts of climate risks, in particular by managing exposures by
ESG rating, by sector (based on their sensitivity to physical risk and transition risk)
and by geographic location.
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● a model risk management policy aimed at gradually integrating monitoring of the
models used by the Group and an assessment of the risk associated with its key
models in order to minimize their materiality and control the associated level of
capital.

1.2. Risk governance
Risk governance is based on the structure of the risk management function within the Group,
the management body of Crédit Mutuel Arkéa and each of its entities.

The structure of the risk management function comprises various participants:

● the supervisory body: the Board of Directors of Crédit Mutuel Arkéa and the Risk and
Internal Control Committee for the Group and the Board of Directors or Supervisory
Board of each entity;

● the executive body: the Executive Committee and the Risk Monitoring Committee for
the Group and the General Management/Executive Board/Management Committee
as well as the Risk Monitoring Committee or its equivalent for each entity;

● the head of the risk management function: the Head of Risk Management for the
Crédit Mutuel Arkéa parent company and the Group, and the manager designated for
each entity;

● the correspondents for each type of risk: the persons designated for each entity.

Supervisory bodies

Each entity’s supervisory body, i.e. its Board of Directors or Supervisory Board, is involved in
risk management. It approves the risk appetite framework and its quantified indicators. This
involves setting the warning, appetite and tolerance thresholds and risk limits and monitoring
ongoing compliance with them via the regular updates it receives from the executive body.

The risk management factors set by Crédit Mutuel Arkéa’s Board of Directors apply to the
entire Group. The risk management thresholds, limits and/or objectives set by the
supervisory bodies of the subsidiaries are therefore compatible and consistent with the
factors adopted by Crédit Mutuel Arkéa’s Board of Directors.

The Risk and Internal Control Committee, an offshoot of Crédit Mutuel Arkéa’s Board of
Directors, is responsible for assisting the Board in managing the risks associated with Crédit
Mutuel Arkéa's activities, in accordance with the administrative order of November 3, 2014,
as amended by the administrative order of February 25, 2021 (hereinafter referred to as the
"administrative order of November 3, 2014”. It is responsible for monitoring the
effectiveness of the Group’s internal control (permanent and periodic) and risk management
systems. Its role involves “assessing in particular the consistency of the risk measurement,
monitoring and management systems and proposing, as necessary, additional action in that
regard .” The Risk and Internal Control Committee is presented with an overview of the1

Group's risk situation drawn up at the end of each quarter, supplemented by a 12-month
outlook. In addition to this, there is a presentation of the annual review of the risk appetite
framework and of the system of limits, risk by risk, the results of ICAAP (Internal Capital
Adequacy Assessment Process) and ILAAP (Internal Liquidity Adequacy Assessment
Process) processes and this document.

1 Extract from the Risk and Internal Control Committee’s Operating Charter
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Executive bodies

Each entity’s executive bodies are responsible for managing the risks associated with their
activities. Thus, Crédit Mutuel Arkéa’s Executive Committee is responsible for the Group’s
risk management, for which it is accountable to Crédit Mutuel Arkéa’s Board of Directors.

As such, it draws up the Group’s risk appetite framework, which it then puts forward to the
Board of Directors for approval. It also validates the management objectives put forward to it
by the Group Risk Monitoring Committee before presenting them to Crédit Mutuel Arkéa’s
Board of Directors for adoption. It is regularly informed of the group’s risk situation by means
of monthly management reports and a quarterly general review.

The effective managers of each Group entity have the same role and the same rights at their
level, with the understanding that the risk management policy specific to each entity must be
consistent with that of the Group. This applies particularly to the system of limits and the
group procedures applied by each entity.

Under the delegation of authority by Crédit Mutuel Arkéa’s Executive Committee, the Risk
Monitoring Committee and dedicated ad hoc committees (the ALM and Capital Management
Committee, the IT Governance Committee, the Counterparties Committee, etc.) are
responsible for the overall monitoring of all risks associated with the Group’s activities,
including all of the following:

● the proposal of the risk appetite framework and associated management objectives
and operational limits;

● approval of the management policy for each Crédit Mutuel Arkéa group risk;
● monitoring of the results of the implementation of these policies and, in particular,

controlling compliance with the objectives, as well as the impacts on earnings and
the regulatory ratios both in actual and forecast situations;

● reviewing of any measure necessary or useful in managing these risks.

These provisions also apply to the body that acts as the Risk Monitoring Committee for each
entity. Depending on its size, each entity has a Risk Monitoring Committee or a committee
covering both “permanent control” and “risk”.

Under this structure, ultimate responsibility for an entity’s risks, whether or not its activities
are outsourced, lies with said entity and, in particular, its effective managers. The latter must
report on the entity’s risk situation to their supervisory body on a regular basis.
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Risk management function

The head of the Group’s risk management function is appointed by Crédit Mutuel Arkéa’s
Board of Directors on the recommendation of the Chief Executive Officer. This responsibility
was entrusted to the Crédit Mutuel Arkéa group's Head of Risk Management.

Each Group entity also appoints a head of its risk management function in accordance with
the same procedure: proposal by the General Management after obtaining the opinion of the
Crédit Mutuel Arkéa group’s Head of Risk Management, and approval by the supervisory
body.

These risk management function heads are supported by a network of correspondents
dedicated to monitoring each risk within each entity. For each type of risk identified within the
Group, an advisor for the entire Group is appointed within the Crédit Mutuel Arkéa Risk
Department. This adviser has as correspondents those persons appointed in all structures
exposed to the same risk. These correspondents act as advisors to the risk management
function within their entity, on the risks in which they have the relevant expertise. They are in
charge of managing and controlling the risks for which they are responsible, jointly with the
appointed head of the risk management function.

Internal control

Internal control, which encompasses permanent control and periodic control, is a feature of
the risk governance system. To that end, the Crédit Mutuel Arkéa group has, on the one
hand, a permanent control function present in each entity and coordinated by the Crédit
Mutuel Arkéa group's Compliance and Permanent Control Department and, on the other
hand, a single Internal Audit and Periodic Control Department, operating directly in all Group
entities.

Each of these functions reports to the executive bodies, which are the Compliance and
Permanent Control Committee and the Periodic Control Committee, and to the supervisory
body via the Risk and Internal Control Committee or directly to Crédit Mutuel Arkéa’s Board
of Directors.

The Crédit Mutuel Arkéa group’s risk governance system benefits from a structure in which
the risk management function, the compliance control function, the permanent control and
the periodic control effectively complement each other, as shown in the diagram below:
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1.3. Risk appetite
The Crédit Mutuel Arkéa group, a cooperative and mutualist group, maintains a long-term
development model that is modern, profitable and generally prudent. The level of capital
accumulated over the years reflects the recurring nature of the income and earnings
generated. It illustrates the confidence generated, which is based on a development strategy
combined with a moderate risk profile, inherent in an effective appetite framework
implemented over the long term.

The priority given to reasonable profitability and risk reinforces the level of trust needed to
maintain a lasting commercial relationship with customers. This especially characterizes the
Crédit Mutuel Arkéa group's cooperative and mutualist model, in which members, who are
joint owners, are also customers, and favor the quality of a long-term relationship with their
bank over the return offered by the share capital they hold. The return on share capital is
considered part of an overall assessment in the medium or long term, with no immediate
urgency. The Group can thus manage or even anticipate changes in its environment, while
continuing to effectively control its risks.

Risk appetite framework

Risk appetite is defined as the level of each type of risk that an organization can tolerate and
is prepared to take, in both a normal and impaired economic and financial environment, as
part of a development strategy over a forecast horizon of at least three years. The aim of the
Crédit Mutuel Arkéa group’s risk appetite framework is to effectively govern and oversee risk
management by implementing a consistent system.
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The risk appetite framework architecture may be represented according to the different
possible risk levels, formalized in the form of scenarios:

● the central situation corresponds to a normal risk situation;
● the stressed situation corresponds to a situation of exceptional deterioration of one

or more risks;
● the extreme situation corresponds to a risk situation requiring the implementation of

the recovery plan;
● the critical situation corresponds to a situation in which resolution must be

implemented by the Single Resolution Board (hereinafter the “SRB”), the European
body for resolving failing financial institutions.

Based on this representation of possible risk situations, there are three thresholds that
signify four different risk areas:

● three thresholds corresponding to three levels of risk valuation:
○ the risk appetite threshold, a level compliant with the Group’s risk appetite

policy, for the normal conduct of activity, and the maximum risk limit in a
normal situation. This appetite threshold is supplemented beforehand by a
warning threshold reflecting a level of vigilance above which Crédit Mutuel
Arkéa's management body wishes to be more particularly informed;

○ the risk tolerance threshold, the level beyond which the recovery plan
should be triggered (depending on the indicators concerned);

○ the maximum absorbable risk capacity threshold, a regulatory level that
should trigger the resolution plan under the authority of the Single Resolution
Mechanism;

● four risk areas, three of which are under the governance of Crédit Mutuel Arkéa:
○ the risk appetite area, which reflects the degree of prudence or appetite for

the risk in question; operational limits are set, risk by risk, in the current
situation, for which the limits may correspond to the appetite threshold or
remain below that level (activity that is at an early stage or not yet mature, or
risk requiring better control);
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○ the tolerance area, which covers any exceptional deterioration in risk, taking
into account rapid risk mitigation measures. It dictates the appetite threshold,
with the tolerance threshold itself restricted by the dimension of the recovery
zone;

○ the recovery area, zone for implementing the recovery options in the
recovery plan, with an entry threshold or recovery threshold set according to
the magnitude of the recovery options (to avoid exceeding the the maximum
absorbable risk capacity and entering the resolution area);

○ the resolution area, the zone where the CRU implements the resolution plan
since the regulatory thresholds for conducting business have been exceeded.

Governance of the risk appetite framework

The risk appetite framework is reviewed at least once a year, as part of the Group’s overall
management process. The medium-term business and earnings forecast necessarily
includes an assessment of future risk, under both normal and unfavorable conditions. The
aim of this exercise is to ensure a development trajectory with the greatest chances of
success in achieving the target risk/return ratio.

The risk appetite framework is therefore a key tool for managing the Group’s business
management function. Its annual review is an opportunity to:

● decide on the level of risk borne by the Group;
● measure the potential capacity for absorbing additional risk;
● project this level of risk according to assumptions concerning the development of the

activities associated with the risk scenarios.

This iterative exercise is compared with the annual and medium-term plan, thereby ensuring
the consistency of the commercial, financial and risk policies. Prepared jointly by the Crédit
Mutuel Arkéa group’s Finance and Risk Departments, notably, in collaboration with the
management of the Group's entities, the risk appetite framework is presented to the Risk
Monitoring Committee and then to Crédit Mutuel Arkéa’s Executive Committee for approval,
before being submitted to the Risk and Internal Control Committee and then to Crédit Mutuel
Arkéa’s Board of Directors for final adoption.

Its application is then monitored, the results of which are published in the quarterly risk
management report and communicated to the Group’s management body.

Stress tests

The stress tests are an integral part of the risk management system implemented by the
Group. They consist of simulating severe but plausible forward-looking scenarios (economic,
financial, political and regulatory) in order to measure the bank's ability to withstand such
situations.

In the context of both ICAAP exercise and the recovery plan, the Group strives to develop a
comprehensive stress program. Based on its overall risk mapping and the identification of its
main vulnerabilities, Crédit Mutuel has built a graduated stress program with three severity
levels:
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● stress tests used in economic approaches for assessing capital and liquidity
requirements (ICAAP and ILAAP), calibrated on the basis of severe and plausible
assumptions;

● stress tests developed as part of the recovery plan. These scenarios, which are very
unlikely to occur, make it possible to test the effectiveness of the recovery options;

● stress tests to assess the Group's ability to assume risks (reverse stress test). The
results show the Group's distance from a situation of recovery, or even resolution, in
deteriorated and extreme economic conditions.

The stress test process includes specific stress tests by risk type, such as:

● credit stress tests used to determine changes in capital and cost of risk requirements
entailing sensitivity scenarios based on an identified economic position;

● interest rate stress tests to measure the sensitivity of indicators such as net banking
income to scenarios involving changes in the yield curve;

● liquidity stress tests to calculate the survival horizon in a stressed environment;
● market stress tests based on historical and hypothetical market activity scenarios;
● operational stress tests to calculate a potential loss level as part of the advanced

measurement approach (AMA);
● climate stress tests to materialize the impact of the climate dimension on the

measurement of credit risk in terms of provisions mobilized in the short, medium and
long term (2050).

The Crédit Mutuel Arkéa group contributes to regulatory stress exercises coordinated by the
supervisory authority and/or the European Banking Authority (hereinafter the “EBA”).
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2. Scope of the regulatory framework
Pursuant to the provisions of EU Regulation No. 575/2013 for credit institutions and
investment firms, as amended by EU Regulation No. 2019/876 of the European Parliament
and of the Council of May 20, 2019 (hereinafter referred to as the "CRR"), the accounting
and regulatory scopes consist of the same entities.

The consolidation method differs only for entities in the insurance sector and securitisation
funds, which are consolidated in accordance with the regulatory framework using the equity
method, regardless of the percentage of control.

Table 1 (EU LI3): Outline of the differences in the scopes of consolidation (entity by
entity)

Entities accounted for by the equity method are risk-weighted.
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Table 2 (EU LI1): Differences between accounting and regulatory scopes of
consolidation and mapping of financial statement categories with regulatory risk
categories

The differences between the "Carrying values as reported in published financial statements"
and "Carrying values under scope of prudential consolidation" columns result solely from
differences in method between the statutory and regulatory scopes (see Table 1).
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Table 3 (EU LI2): Main sources of differences between regulatory exposure amounts
and carrying values in financial statements

Table 4 (EU PV1): Prudent valuation adjustments (PVA)
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3. Capital
3.1. Composition of the capital

Regulatory capital has been determined in accordance with Part II of the CRR, and
supplemented by technical standards (delegated and EU implementing regulations of the
European Commission).

Capital includes:

● Tier 1 capital, comprising Common Equity Tier 1 (hereinafter “CET1”) capital net of
deductions and Additional Tier 1 (hereinafter “AT1”) capital net of deductions;

● Tier 2 (hereinafter “T2”) capital net of deductions.

The Crédit Mutuel Arkéa group did not wish to opt for the transitional measures relating to
IFRS 9 proposed by the regulations as part of the calculation of its prudential capital (EU
Regulation 2020/873 of the European Parliament and of the Council of June 24, 2020
amending EU Regulations 575/2013 and 2019/876 as regards certain adjustments to be
made in response to the COVID-19 pandemic (hereinafter “the CRR “quick fix””) amending
Article 473 bis of the CRR).

Similarly, the Group did not wish to opt for the implementation of a temporary filter on
sovereign debt securities at fair value through equity (proposed by the CRR “quick fix”
amending Article 468 of the CRR).

Tier 1 Capital

Common Equity Tier 1 (CET1) capital consists of equity instruments and associated share
premiums, reserves (including those relating to accumulated other comprehensive income)
and retained earnings. The instruments must be perpetual and comply with the conditions
defined in the CRR (Articles 26 et seq.).

Additional Tier 1 (AT1) capital consists of perpetual debt instruments with no incentive or
obligation around redemption (in particular step-ups in interest rates).

Article 92(1) of the CRR sets a minimum Common Equity Tier 1 ratio of 4.5% and a
minimum Tier 1 ratio of 6%.

Common Equity Tier 1 Capital is determined on the basis of the Group’s reported capital,
calculated on the prudential scope, after applying “prudential filters” and a certain number of
regulatory adjustments (see table below providing a reconciliation of reported capital and
prudential capital).

Prudential filters

Prudential filters related to unrealized gains and losses on cash flow hedges and issuer
spread, additional value adjustments (AVA) due to prudent valuation requirements and fair
value gains or losses from own credit risk related to derivative liabilities (debt valuation
adjustments - DVA) are applied in accordance with the provisions of the CRR.
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Différences relating to the use of the equity method

Differences relating to the equity accounting of associates are split between reserves and
retained earnings, on the one hand, and estimated profit net of dividends, on the other,
according to the capital categories in which they originate.

Other regulatory adjustments

The other adjustments to CET1 mainly involve:

● anticipating the distribution of dividends calculated in accordance with current
prudential standards;

● the deduction of goodwill and other intangible assets net of deferred tax (application
of the prudential restatement related to software as from the closing of December 31,
2020);

● deferred tax assets that rely on future profitability and do not arise from temporary
differences net of related tax liabilities;

● the deduction of direct or indirect holdings of its own CET1 instruments.

In addition, direct and indirect holdings in CET1 instruments of financial sector entities are
fully included in the capital threshold and are therefore not deducted from CET1.

Tier 2 capital

Tier 2 capital consists of subordinated debt instruments with a minimum maturity of 5 years.
Incentives for early redemption are prohibited.

The amount of “eligible capital” is more limited. This concept is used to calculate thresholds
for major risks and non-financial investments weighted at 1,250%. This is the sum of:

● Tier 1 capital; and
● Tier 2 capital, capped at 1/3 of Tier 1 capital.
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Table 5 (CCA): Main features of regulatory own funds instruments and eligible
liabilities instruments

Main features of CET1 capital instruments
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Main features of AT1 capital instruments
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Main features of T2 capital instruments
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Table 6 (EU CC1): Composition of regulatory own funds
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Table 7 (EU CC2): Reconciliation of regulatory own funds to balance sheet in the
audited financial statements
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3.2. Capital requirements
The capital requirements shown below and in the following sections are the minimum
requirements, corresponding to a level of 8% of risk-weighted assets.

Table 8 (EU OV1): Overview of risk weighted exposure amounts
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4. Prudential indicators
4.1. Key metrics

Table 9 (EU KM1): Key metrics
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The Crédit Mutuel Arkéa group has to comply with additional capital requirements, as
follows:

● a conservation buffer which is mandatory for all establishments;
● a specific countercyclical capital buffer for each establishment. The countercyclical

buffer, which is designed to protect banks from excessive growth in credit (in
particular a deviation from the ratio of credit to gross domestic product), is imposed at
the discretion of the designated authority of each jurisdiction, applicable to all
exposures that establishments have in this jurisdiction. In France, the countercyclical
buffer is set by the French financial stability authority (Haut Conseil de Stabilité
Financière), hereinafter referred to as the “HCSF”. Since April 2020, the
countercyclical buffer rate has been set at 0% of risk-weighted assets on French
exposures. The mandatory recognition of countercyclical capital buffer rates
implemented in other states was capped at 2.5%. Beyond this cap, rates require the
explicit recognition of the HCSF. The countercyclical buffer rate specific to the Group
is the weighted average of the countercyclical buffer rates that apply in the countries
that correspond to the Group’s main credit exposures.

Table 10 (EU CCyB1): Geographical distribution of credit exposures relevant for the
calculation of the countercyclical buffer
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Table 11 (EU CCyB2): Amount of institution-specific countercyclical capital buffer

4.2. Supplementary supervision of financial
conglomerates

The Crédit Mutuel Arkéa group is one of the financial conglomerates supervised by the
General Secretariat of the French Prudential Control and Resolution Authority (Secrétariat
Général de l’Autorité de Contrôle Prudentiel et de Résolution). It operates as a financial
conglomerate via Suravenir and Suravenir Assurances. These subsidiaries market a wide
range of life insurance, personal insurance and property and liability insurance products.

As an exception to Articles 36 and 43 of the CRR and in accordance with the provisions of
Article 49 of that regulation, the supervisor has authorized the Crédit Mutuel Arkéa group not
to deduct holdings in the capital instruments of insurance sector entities from its Common
Equity Tier 1 Capital and to adopt the so-called "weighted equity-accounted value" method,
which consists in weighting instruments held in the Group's insurance subsidiaries on the
denominator of the solvency ratio.

Consequently, and pursuant to the administrative order of November 3, 2014, the Crédit
Mutuel Arkéa group is also subject to an additional capital adequacy requirement according
to the so-called “accounting consolidation” procedures under IFRS.

Accordingly, in this context, insurance sector entities that are fully consolidated for
accounting purposes are also fully consolidated for prudential purposes (using the equity
method), in order to calculate the additional requirement.

The risk supervision measures relating to the conglomerate have been approved by Crédit
Mutuel Arkéa’s Board of Directors, the Risk Monitoring Committee and the ALM and Capital
Management Committee.

This supervision is applied in three parts, to the conglomerate’s scope:

● calculation of the supplementary capital adequacy requirement; As the ratio
applicable to the conglomerate is one of the key solvency indicators, it is therefore
the focus of particular attention:

○ an internal limit has been set which is governed by tolerance and warning
thresholds;

○ a specific procedure has been established for any breaches of the limit set by
the Board of Directors, which involves the General Management and Crédit
Mutuel Arkéa’s Board of Directors;

● control of the concentration of risks by beneficiary;
● control of intra-group transactions together with a breakdown of those transactions in

excess of a threshold.
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The first part relating to the calculation of the supplementary capital adequacy requirement
makes it possible to verify every six months the coverage of solvency requirements relating
to the banking sector and the insurance sector (Solvency II regulation) by the conglomerate's
reported consolidated capital, including regulatory adjustments and transitional provisions
set out in the CRR.

The minimum financial conglomerate ratio requirement is 100% and is calculated as follows:

As of December 31, 2021, the Crédit Mutuel Arkéa group had a coverage ratio of its
conglomerate's capital requirements of 187%, after the integration of profit net of estimated
dividends.

The second part, relating to control of the concentration of risks by beneficiary on a
consolidated basis, makes it possible to report gross risks (aggregate exposure to a single
beneficiary) in excess of 10% of the conglomerate’s consolidated shareholders’ equity or
€300 million. A distinction is drawn between the banking and insurance sectors for each
beneficiary.

The last part, relating to control of intra-group transactions, concerns a summary and a
breakdown by type of transaction between the conglomerate's banking and insurance
sectors for refinancing, off-balance sheet commitments and traded products.

Table 12 (INS1): Insurance participations

Table 13 (INS2): Financial conglomerates information on own funds and capital
adequacy ratio

31 │ CRÉDIT MUTUEL ARKÉA │ PILLAR 3 REPORT



4.3. Leverage ratio
The procedures for monitoring the risk of excessive leverage have been approved by Crédit
Mutuel Arkéa’s Board of Directors and the ALM and Capital Management Committee. They
are designed around the following:

● the leverage ratio, which is one of the key solvency indicators and is therefore the
focus of particular attention;

● the setting of an internal limit, which is also governed by tolerance and warning
thresholds;

● a specific procedure has been established for any breaches of the limit set by the
Board of Directors, which involves the General Management and Crédit Mutuel
Arkéa’s Board of Directors.

The leverage ratio, as a proportion of Tier 1 capital, increased compared with 2020 (+0.4 of
a point) to 7.2% at the end of 2021.

In the numerator, Tier 1 capital increased by 8% (+€0.6 billion) to €7.3 billion. This increase
was due mainly to the inclusion of the net profit for the year net of estimated dividends
(+€0.5 billion).

In the denominator, the amount of exposures increased by €2.1 billion (+2%) to €102 billion
at December 31, 2021. This increase was mainly due to the increase in exposures on the
balance sheet, particularly in the customer lending activity (+€10.5 billion) and in the repo
transactions (+€1.6 billion), partly offset by the exclusion of exposures relating to the central
bank (-€2.4 billion), the exclusion of intra-group transactions (-€4.7 billion) and the decrease
in exposure to the liquidity portfolio (-€2.5 billion).

Under CRR, banks may exclude certain Central Bank exposures from the total leverage ratio
exposure when justified by exceptional macroeconomic circumstances. When applying this
exemption, institutions must meet an adjusted leverage ratio requirement of more than 3%.
On June 18, 2021, the European Central Bank (hereinafter “ECB”) declared that credit
institutions under its supervision may apply this exclusion in view of the existence of
exceptional circumstances since December 31, 2019; this measure is applicable until March
31, 2022. Crédit Mutuel Arkéa applies this provision and must therefore comply with a
leverage ratio requirement of 3.11% during this period.
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Table 14 (EU LR1 - LRSum): Summary reconciliation of accounting assets and
leverage ratio exposures
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Table 15 (EU LR2 - LRCom): Leverage ratio common disclosure
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Table 16 (EU LR3 - LRSpl): Split-up of on balance sheet exposures (excluding
derivatives, securities financing transactions and exempted exposures)
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5. Capital adequacy
Pillar 2 of the Basel Accords requires banks to carry out their own assessment of their
internal capital (also known as economic capital) and to use stress scenarios to assess their
capital requirements in the event of an economic downturn. This pillar serves as a means of
dialog between the bank and the supervisor on the adequacy of the institution’s capital.

The Crédit Mutuel Arkéa group therefore has a system for measuring and monitoring its
risks, including in particular an Internal Capital Adequacy Assessment Process (hereinafter
“ICAAP”). This approach results in the signature of an annual capital adequacy statement by
the Chairman and the Chief Executive Officer of Crédit Mutuel Arkéa.

The ICAAP approach is fully integrated into the risk governance framework. It entails the
following stages, covering a forecast period of 3 years:

● identification of the significant risks incurred by the bank and the associated
procedures, in direct collaboration with risk management and using a global Group
risk map which is updated each year;

● an assessment of the capacity of these risks to be absorbed on an ongoing basis
through Pillar 1 regulatory capital requirements;

● calculation of the level of additional economic capital to be allocated, for full coverage
of the risks.

The difference between the economic capital requirement and the regulatory capital
requirement constitutes a safety margin for the bank’s solvency, in line with the risk appetite
framework. The related amount depends on the Group’s risk profile (in light of its current and
future activities) and its degree of risk aversion.

The results of the ICAAP, which are regularly presented to the Group’s management bodies,
are used to demonstrate that the group has an adequate level of capital to cover its risk
exposure, in line with its risk appetite thresholds. The level of security with respect to
solvency, measured by the ratio of surplus capital to the regulatory capital requirement and
to the economic capital requirement, is high given the Crédit Mutuel Arkéa group’s moderate
risk profile and ample capital.
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6. Credit risk
Credit risk is one of the Crédit Mutuel Arkéa group’s main risks. Information on the structure
and organization of the function responsible for credit risk management is provided in Crédit
Mutuel Arkéa’s 2021 Universal Registration Document, in the section entitled “Risks”.

6.1. Exposures
The Crédit Mutuel Arkéa group uses its internal ratings system to calculate its regulatory
capital requirements in respect of credit risk, following the authorization issued by the
regulatory authorities:

● using the advanced method, as from June 30, 2008, for the retail customer portfolio;
● using the foundation method, as from December 31, 2008, then the advanced

method, as from December 31, 2012, for the bank portfolio;
● using the advanced method, as from December 31, 2012, for the corporate portfolio.

As part of the Target Review of Internal Models exercise, the ECB adopted decisions in May
2021 imposing limitations on large accounts and bank portfolios. Their implementation,
which would have had an impact of -26 basis points on the CET1 ratio, will result in a switch
to the IRB-Foundation method for these portfolios in March 2022.

The percentage of exposures authorized under the advanced method was more than 80%
as of December 31, 2021. The foundation method was not used.
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Table 17 (EU CR1-A): Maturity of exposures

6.2. Credit quality of assets
Non performing exposures

A common definition of default has been adopted for all Credit Mutuel entities. Based on the
alignment of the prudential treatment with the accounting treatment (CRC 2002-03), this
definition matches the Basel concept of loans in default and the accounting concept of
non-performing loans and loans in litigation. The computer software factors in contagion,
which means downgrading can be extended to include related outstandings. The controls
carried out by the internal audit and by the statutory auditors ensure the reliability of the
procedures for identifying defaults used to calculate capital requirements.

Since November 2019, all Crédit Mutuel entities, including the Crédit Mutuel Arkéa group,
have applied the new definition of prudential default in accordance with the guidelines of the
EBA and regulatory technical standards on the concepts of applicable materiality thresholds.

The main changes linked to the implementation of this new definition are as follows:

● default analysis takes place at the borrower level and no longer at the contract level;
● the number of days past due/in arrears is assessed at the level of a borrower

(obligor) or a group of borrowers (co-obligors) having a common commitment;
● default is triggered when 90 consecutive days past due/in arrears are observed at the

level of a borrower/group of borrowers. The number of days is calculated when
absolute (€100 Retail, €500 Corporate) and relative (more than 1% of balance sheet
commitments overdue) materiality thresholds are crossed simultaneously. The
counter is reset as soon as one of the two thresholds is crossed downwards;

● the scope of default contagion extends to all of the borrower’s receivables and the
individual commitments of borrowers participating in a joint credit obligation;

● the minimum probation period is three months before returning to performing status
for non-restructured assets.

All Crédit Mutuel entities, including the Crédit Mutuel Arkéa group, have chosen to use the
new definition of default based on the two-step approach proposed by the EBA:

● submission of a self-assessment and an authorization request to the supervisor. The
rollout agreement was obtained by Crédit Mutuel in October 2019;

● implementation of the new definition of default in the systems, then recalibration of
the models after a 12-month period of observation of new defaults.
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This recalibration of parameters to take into account the new definition of default was
postponed to the third quarter of 2021 as part of the ECB’s easing measures in response to
the health crisis.

The Crédit Mutuel entities believe the new definition of default, as required by the EBA,
represents objective evidence of impairment in the accounting sense. The Group has
therefore aligned the accounting (status/bucket 3) and prudential definitions of default.

Definitions and quantitative information concerning overdue payments are also provided in
Crédit Mutuel Arkéa’s 2021 Universal Registration Document, in the section entitled
“Accounting principles and valuation methods”.

Impairment provisions for credit risk

The new provisions introduced by the EBA Guidelines on credit risk management practices
and the recognition of expected credit losses, which came into force on January 1, 2018
(IFRS 9), have resulted in the internal credit risk assessment methods being changed in
order to comply with Articles 114 and 115 of the administrative order of November 3, 2014.

This new approach is based on an expected loss impairment model and replaces the former
approach (IAS 39) based on an incurred loss impairment model. Thus, the credit risk, and
therefore any impairment provision, are recognized as soon as the loan is granted.

Each contract is subject to an “expected” credit loss calculation with risk parameters whose
calculation methods and values are specific to the Crédit Mutuel Arkéa group. The
calculation methods depend on the segmentation of the portfolios:

● HDP (High Default Portfolio): a portfolio with a high default rate (statistical modeling);
● LDP (Low Default Portfolio): a portfolio with a low default rate (expert modeling).

It should be noted that the Group does not apply the transitional provisions relating to IFRS 9
(the capital and capital and leverage ratios already reflect the total impact of IFRS 9).

Allocating loans to the various buckets on the grant date

At the time loans are granted, they are allocated to one of the three risk categories, known
as buckets, defined by IFRS 9:

● a contract (loan or securities) on a performing counterparty is allocated, at the time of
approval, to bucket 1 regardless of its risk level (ratings from A+ to E+ inclusive),
unless it is a loan identified as a restructured loan which will systematically be
allocated to bucket 2;

● a contract (loan or securities) granted on a counterparty in default is allocated to
bucket 3.

Allocation to the various buckets at each reporting date

Changes in risk quality are analyzed at each reporting date. In this regard, the probability of
default for each loan estimated on the initial recognition date is compared with its estimated
probability of default on the reporting date.

Accordingly, at each quarter end and for each financial instrument, the allocation rule is as
follows:
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● in the case of a counterparty in default (see below for downgrading criteria), all the
counterparty’s contracts are allocated to bucket 3 (loans in default);

● in the case of a performing counterparty, absolute and relative criteria are reviewed.
These criteria are as follows:

○ absolute criteria: contractual payments more than 30 days past due, contract
in default the previous month, securities rated as speculative grade, and
concept of restructured loans (forbearance);

○ relative criteria: comparison of the probabilities of default at the grant date
and the probabilities of default at the reporting date for financial instruments
with internal statistical models (High Default Portfolio) or comparison of the
ratings at the grant date and the ratings at the reporting date (Low Default
Portfolio).

An examination of these criteria determines whether the debt is maintained in its original
bucket or transferred to another bucket (for example, transfer from bucket 1 to bucket 2 in
the event of an increase in the risk, or return from bucket 2 to bucket 1 in the event of a
reduction in the risk).

The methods used to calculate provisions differ according to the bucket to which the loan is
allocated: the expected credit loss is assessed over a maximum period of one year in the
case of loans in bucket 1, whereas it is calculated over the contract’s residual life in the case
of loans in bucket 2. For a given contract, the amount of the provision on bucket 2 is
therefore greater than that of the provision on bucket 1.

These absolute and relative criteria are supplemented by consideration of forward-looking
information to assess the future changes in the parameters making up the expected credit
losses (ECL).

As regards downgrading to default, the Crédit Mutuel Arkéa group has opted for systematic
downgrading in compliance with the accounting regulations on default (see CRC Regulation
2014-07 of November 26, 2014 on the accounting treatment of credit risk) and the Basel
accords.

The criteria that result in a counterparty being downgraded to default are as follows:

● knowledge of collective proceedings (safeguard procedure, receivership or
court-ordered liquidation);

● notification of the admissibility of over-indebtedness proceedings;
● knowledge of personal recovery proceedings in the case of retail customers;
● loan with amount(s) more than 90 days past due;
● current account(s) with an irregular debit balance for more than 90 days, with a

materiality threshold of €150, with the understanding that after a period of 6 months
the counterparty is downgraded to default regardless of the outstanding amount;

● out-of-court recovery that has become impossible;
● contagion of the default according to the rules used in the Basel regulations;
● doubt as to the ability of a debtor to honor all or part of its commitments, when its

situation presents characteristics such that regardless of the existence of any unpaid
debt, it can be concluded that there is a proven risk. This is particularly the case
where the debtor’s worsened financial situation gives rise to a risk of non-recovery;

● for loans considered to be restructured: payment arrears of more than 30 days or a
new restructuring measure.
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All receivables due from these counterparties are systematically allocated to bucket 3 and
are the subject of a single provision allocated for loan impairment.

As of December 31, 2021, the breakdown of outstandings and provisions by bucket was as2

follows:

Health crisis related to Covid-19

The Crédit Mutuel Arkéa group is participating in the government’s economic support
program, implemented in response to the Covid-19 health crisis. This program included the
deferral of payments for corporate clients and sole proprietorships and the granting of
government-guaranteed loans to boost their cash positions.

In the context of market mechanisms, the payment deferrals granted until September 30,
2020 did not automatically constitute an indicator of significant deterioration in the credit risk
of the financial assets concerned or a reclassification to restructured assets (forbone).
Payment deferrals granted beyond that date represent individual support measures, as a
result of which transfers to bucket 2 or 3 or restructured assets are made in accordance with
the rules of all Crédit Mutuel entities.

All Crédit Mutuel entities have taken into account the unprecedented and sudden nature of
the Covid-19 crisis in the macroeconomic environment in its review of the forward-looking
aspect of its provisioning. The credit risk measurement system has been adapted to take
into account the uncertainties of the health crisis, which are offset by government support
measures. This methodological approach has been maintained in the preparation of the
2021 financial statements. In particular:

● the weightings of the forward-looking scenarios had been adapted and hardened,
taking into account the unprecedented and brutal character of the Covid-19 crisis on
the macroeconomic environment;

● initially and within the framework of the market mechanism, the repayment deferrals
granted until September 30, 2020 did not automatically constitute an indicator of
significant increase in the credit risk of the financial assets in question or of
reclassification as restructured (forbone) assets. Beyond this date, the transfer to
bucket 2 or 3 or to restructured assets of loans benefiting from the new individual
support measures was applied in compliance with Group rules. However, the Group
has taken further steps by applying an additional credit risk deterioration criterion for
loans that have been granted a second repayment deferral without the first one
having been repaid. Its implementation has resulted in additional transfers to
restructured assets and an increase in expected credit losses (linked to a transfer to
bucket 2 or a deterioration in the rating of already downgraded loans);

● in 2020, an additional provision has been made to anticipate the increase in claims in
the sectors deemed to be the most vulnerable to the health crisis (tourism, gaming,
leisure, hotels, restaurants, automotive and aeronautical industries excluding

2 Bucket 3 includes POCI
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manufacturers, clothing, the beverage trade, light vehicle rental, industrial passenger
transport, and air carriers). It has been set up in accordance with a methodology
defined at national level, which is based on the full transfer of the relevant exposures
to bucket 2 and the application of a minimum provisioning rate defined by sector
group.

Sound exposures in vulnerable sectors have been fully transferred to bucket 2. No changes
were made to the list of retained sectors in 2020.

A methodology for determining the sector adjustment has been defined and validated at the
national level.

The selected sectors are subject to specific monitoring based on two elements:

● an expert element with the establishment of an ad hoc committee in charge of
providing an economic view of business sectors and of expressing opinions to justify
the entry or exit of vulnerable sectors;

● a quantitative element with monthly monitoring of internal indicators such as rate of
performing loans past due by more than 30 days out of the total performing loans.

Forbone exposures

Exposures are restructured as a result of the debtor’s financial difficulties. This involves the
Group making concessions to the debtor (changes in the contract terms such as the rate or
term, partial waiver, additional financing that would not have been granted in the absence of
such difficulties, etc.). The Crédit Mutuel Arkéa group has the means in its IT systems to
identify restructured exposures in its performing and non-performing portfolios, which are
defined using the principles set out by the EBA on October 23, 2013. Restructuring results,
as a minimum, in a transfer to bucket 2.

The following tables provide a breakdown of outstanding non-performing loans and loans in
litigation and the related provisions at December 31, 2021 according to their business sector
or counterparty type, their Basel treatment method and their geographic area.
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Table 18 (EU CQ1): Credit quality of forborne exposures
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Table 19 (EU CQ3): Credit quality of performing and non-performing exposures by
past due days
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Table 20 (EU CQ4): Quality of non-performing exposures by geography

Table 21 (EU CQ5): Credit quality of loans and advances to non-financial corporations
by industry
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Table 22 (EU CQ7): Collateral obtained by taking possession and execution processes

Table 23 (EU CR1): Performing and non-performing exposures and related provisions
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Publication of the table EU CR2 - Changes in the stock of non-performing loans and
advances:
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Exposures subject to measures put in place in response to the Covid-19 crisis
(moratoria, government-guaranteed loans, other support measures)

Table 24 (template 1): Information on loans and advances subject to legislative and
non-legislative moratoria
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Table 25 (template 2): Breakdown of loans and advances subject to legislative and
non-legislative moratoria by residual maturity of moratoria

Table 26 (template 3): Information on newly originated loans and advances provided
under newly applicable public guarantee schemes introduced in response to
COVID-19 crisis

6.3. Standardized approach
Exposures dealt with under the standardized approach are set out in the following table.

The Crédit Mutuel Arkéa group uses assessments by rating agencies recognized by the
supervisor (external credit assessment institutions - ECAI) to measure the risk on exposures
dealt with using the standard method. The ratings of Standard & Poor's, Moody's and Fitch
are mainly used for exposures to institutions, governments and central banks. The
valuations of the Banque de France are mainly used for exposures to companies.

The cross-reference table used to link the credit quality steps to the external ratings taken
into consideration is that defined in the regulations.

50 │ CRÉDIT MUTUEL ARKÉA │ PILLAR 3 REPORT



Table 27 (EU CR5): Standardised approach

Exposures to central governments and central banks (sovereign) are weighted exclusively at
0%. The sovereign outstandings weighted at 250% correspond to deferred tax assets.
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6.4. Internal ratings-based approach
Rating procedures and parameters

Rating algorithms and expert models have been developed to improve credit risk
assessment within Crédit Mutuel and to comply with the regulatory requirements concerning
internal ratings-based approaches.

Confédération Nationale du Crédit Mutuel (hereinafter “CNCM”) is responsible for defining
the rating methodologies for all portfolios. The Crédit Mutuel Arkéa group provides the
CNCM with human resources dedicated to developing and maintaining statistical models. In
addition, it is directly involved in developing and approving working group projects on
specific issues, as well as in work related to data quality and application acceptance testing.

The counterparty rating system is used throughout Crédit Mutuel.

The probability of default (hereinafter “PD”) is the likelihood that a counterparty will default
within a one-year period. The Crédit Mutuel Arkéa group's counterparties eligible for internal
approaches are rated by a single system using:

● statistical algorithms or “mass ratings”, based on one or more models, factoring in a
selection of variables which are representative and predictive of credit risk;

● rating grids developed by experts.

These models are used to differentiate and correctly classify risk. The scale reflects the
manner in which the risk changes and is broken down into eleven positions including nine
performing positions (A+, A-, B+, B-, C+, C-, D+, D- and E+) and two default positions (E-
and F).

In the so-called “mass” corporate and retail scopes, following the internal rating process,
each borrower is allocated a rating. Based on this rating as well as other characteristics,
performing borrowers are grouped into homogeneous risk classes, prior to the process of
measuring the regulatory PD (probability of default) parameter. The grouping analyses are
carried out on the segments defined for the purposes of modeling the algorithms. A risk
class’s probabilities of default are then estimated on the basis of the historical default rates
observed on the exposures belonging to this class, based on a record of more than ten
years of observations. Prudence margins are taken into account to factor in the uncertainty
of estimates (e.g. relating to time volatility or data quality).

In the other scopes, too few transfers of customers to non-performing are available to ensure
the relevance and reliability of statistical estimates. The probabilities of default associated
with the internal ratings are calibrated on the basis of external data.

The loss given default (hereinafter “LGD”) is the ratio of the loss on an exposure in the
event of a counterparty default to the amount of exposure at the time of default.

Internal models for estimating LGD have been developed by the group and approved for the
Bank, Corporate and Retail exposure classes.

In the "mass" Corporate and Retail scopes, LGD is calculated separately for each class
defined according to the type of loan and the nature of the collateral. LGD is estimated
based on the updated monthly collections observed for each class. Prudence margins are
taken into account to factor in the uncertainty of estimates and the downturn nature of the

52 │ CRÉDIT MUTUEL ARKÉA │ PILLAR 3 REPORT



LGD. The calculations are based on an internal record of defaults and losses covering more
than ten years.

In the other scopes, for which too few defaults are available to ensure the relevance and
reliability of statistical estimates, LGDs are estimated on the basis of quantitative information
and expert-based modeling using benchmarks and external data as part of a conservative
approach (the downturn effect is taken into account).

The credit conversion factor (hereinafter “CCF”) corresponds to the ratio of the currently
undrawn portion of a credit line that could be drawn and would therefore be exposed in the
event of default to the portion of said credit line currently undrawn.

In the case of the corporate and retail customer portfolios, the CCFs are calculated in
accordance with an internal method approved for financing commitments. In the case of
guarantee commitments and the bank exposure class, regulatory values (foundation
method) are applied.

In the Corporate and Retail scopes, the internal CCFs are estimated based on average
historical CCFs weighted by the number of contracts, using a product-focused segmentation.
They are calibrated on the basis of internal data.

The parameters used to calculate weighted risks (hereinafter “RWA”) are national and apply
to all Crédit Mutuel entities.
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Model map
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Table 28 (EU CR6): IRB approach – Credit risk exposures by exposure class and PD
range
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Table 29 (EU CR6-A): Scope of the use of IRB and SA approaches

Backtesting

The quality of the internal rating system is monitored based on procedures that detail the
topics reviewed, the warning thresholds and the responsibilities of the participants. These
documents are updated by the CNCM Risk Department if necessary as decisions are
ratified.

Reporting on the monitoring of mass rating models involves three main areas of study:
stability, performance and additional analyses. This reporting is carried out for each mass
rating model on a quarterly basis and supplemented with half-yearly and annual controls and
monitoring work, for which the levels of detail are higher (all of the elements making up each
of the models are analyzed).

As regards the expert grids, the system includes a complete annual review based on
performance tests (analysis of rating concentrations, transition matrices and consistency
with the external rating system).

Default probabilities are monitored annually before any new estimates of the regulatory
parameter. Depending on the portfolios, this is supplemented with interim monitoring on a
half-yearly basis. The arrangements for monitoring loss given default (LGD) and the
conversion factors (CCF) for off-balance sheet commitments are implemented annually.
Their main objective is to validate the values taken by these parameters for each segment.
In the case of LGD, this validation is carried out mainly by checking the robustness of the
methods for calculating the prudential margins and by comparing the LGD estimators with
the most recent data and actual figures. As regards the CCF, it is validated by reconciling the
estimators with the most recent CCFs observed.

As the monitoring of parameters is subject to a national procedure, the quantitative elements
relating to the backtesting of parameters and to changes in risk-weighted assets in the
context of the internal ratings-based approach are presented in the national Pillar 3 report
and listed below.
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Table 30 (EU CR9): IRB approach – Back-testing of PD per exposure class (fixed PD
scale)
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Table 31 (EU CR9.1): IRB approach – Back-testing of PD per exposure class (only for
PD estimates according to point (f) of Article 180(1) CRR)

Permanent and periodic control

The permanent control plan of the Crédit Mutuel Arkéa group’s Basel regulatory framework
comprises two levels:

● at CNCM level, the model validation function validates new models and significant
adjustments made to existing models on the one hand, and carries out permanent
monitoring of the internal rating system (particularly the parameters used to calculate
regulatory capital requirements), on the other;

● at the Crédit Mutuel Arkéa group level, permanent control verifies the overall
adoption of the internal rating system, the operational aspects related to the
production and calculation of the ratings, the credit risk management procedures
directly related to the internal rating system, and the quality of the data.

In terms of periodic control, the Crédit Mutuel Arkéa group’s Internal Audit and Periodic
Control Department operates according to a CNCM framework procedure that defines the
types of assignments to be carried out on an ongoing basis on the Basel III credit risk
framework as well as the division of responsibilities between the regional and national audit
units.
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Additional quantitative information

Table 32 (EU CR8): RWEA flow statements of credit risk exposures under the IRB
approach

The risk-weighted assets (RWAs) of specialized financing exposures are obtained using the
slotting criteria method.

The risk-weighted assets (RWAs) of equity exposures are obtained using the simple
risk-weighted approach, which involves applying specific risk weightings to the carrying
amounts of the exposures.

The Crédit Mutuel Arkéa group has no exposure to specialized lending such as object
finance and commodities finance. Consequently, the following tables are not displayed in the
Group's Pillar 3 report:

● EU CR10.3: Specialised lending - Object finance (Slotting approach);
● EU CR10.4: Specialised lending - Commodities finance (Slotting approach).

Table 33 (EU CR10.1): Specialised lending - Project finance (Slotting approach)
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Table 34 (EU CR10.2): Specialised lending - Income-producing real estate and high
volatility commercial real estate (Slotting approach)

Tableau 35 (EU CR10.5): Equity exposures under the simple risk-weighted approach

62 │ CRÉDIT MUTUEL ARKÉA │ PILLAR 3 REPORT



7. Counterparty credit risk
Counterparty credit risk corresponds to the risk incurred on:

● derivative instruments in the banking book and the trading book;
● repo transactions in the banking book.

For the Crédit Mutuel Arkéa group, counterparty credit risk is a small component of overall
credit risk.

The exposure value for counterparty credit risk for derivatives is calculated in accordance
with Chapter 6 of the CRR, using the SA-CCR method. There are no specific provisions
concerning the manner in which capital requirements are then determined: the weighting
applied to the exposure at default (EAD) depends on the segmentation applicable to the
instrument (in particular, in the internal ratings-based approach (IRBA), to determine the
relevant probability of default and loss given default).

Risk mitigation techniques for repo transactions are taken into account in accordance with
Chapter 4 of the CRR and are presented below in the section entitled “Credit risk mitigation
techniques”. It presents the main categories of collateral taken into account by the institution.

It should be noted that if its credit rating is downgraded by three notches, the impact of
additional liquidity outflows would represent 2.3% of the Group's total liquidity reserves.

The Crédit Mutuel Arkéa group has no exposure to credit derivatives and does not apply the
IMM approach for counterparty credit risk. Consequently, the following tables are not
displayed in the Group's Pillar 3 report:

● EU CCR6: Credit derivatives exposures;
● EU CCR7: RWEA flow statements of CCR exposures under the IMM.
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Table 36 (EU CCR1): Analysis of CCR exposure by approach

Table 37 (EU CCR2): Transactions subject to own funds requirements for CVA risk
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Table 38 (EU CCR3): Standardised approach - CCR exposures by regulatory exposure
class and risk weights

Table 39 (EU CCR4): IRB approach - CCR exposures by exposure class and PD scale
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Table 40 (EU CCR8): Exposures to CCPs
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8. Credit risk mitigation techniques
Financial, personal and real collateral can be used directly to reduce the calculation of credit
risk-related capital requirements that help to determine the calculation of the Group’s
solvency ratio. The use of collateral in risk mitigation techniques is, however, subject to
compliance with eligibility conditions and minimum requirements imposed by regulations.

Netting and collateralization of repurchase agreements and over-the-counter
derivatives

When a master agreement is entered into with a counterparty, the signatory entity applies
netting to the exposure on the counterparty.

With financial counterparties, the Crédit Mutuel Arkéa group supplements these agreements
with collateralization contracts (credit support annexes). The operational management of
these agreements takes place through the TriOptima platform.

Through regular margin calls, the residual net credit risk from over-the-counter derivatives
and repurchase agreements is greatly reduced.

Description of the main categories of collateral taken into account by the institution

Collateral is used in the calculation of weighted risks in different ways depending on the type
of borrower, the calculation method used for the hedged exposure and the type of collateral.

For agreements involving mass-market customers (i.e. the "retail" portfolio and, in part, the
"corporate" portfolio) that are handled using the advanced internal ratings-based approach
(IRBA), collateral is taken into account in the calculation and segmentation of the loss given
default (LGD) calculated statistically for all of the Group’s non-performing loans and loans in
litigation.

For agreements pertaining to the “institutions” portfolio and, in part, the “corporate” portfolio,
personal collateral and financial collateral are used as risk mitigation techniques as defined
by the regulations:

● personal collateral corresponds to the undertaking made by a third party to replace
the primary debtor in the event of default by the latter;

● financial collateral is defined as a right of the institution to liquidate, retain or obtain
the transfer or ownership of certain amounts or assets such as pledged cash
deposits, debt securities, shares or convertible bonds, gold, UCITS shares, life
insurance policies and instruments of any kind issued by a third party and repayable
on demand.

Procedures applied for the measurement and management of instruments that
constitute real collateral

The procedures for measuring collateral vary according to the nature of the instrument that
constitutes the real collateral. Generally, the studies carried out are based on statistical
estimate methodologies that are directly integrated into the tools and based on external
indexes to which discounts can be applied depending on the type of asset used as collateral.
In the case of real estate collateral, the initial measurement is usually calculated based on
the acquisition or construction value of the asset.
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During the lifetime of the collateral, it is revalued periodically according to internal rules.

Main categories of protection providers

Apart from intra-group collateral, the main categories of protection providers taken into
account are home loan collateral companies.

Table 41 (EU CR3): CRM techniques overview - Disclosure of the use of credit risk
mitigation techniques

Table 42 (EU CR4): Standardised approach - Credit risk exposure and CRM effects

Outstandings measured using the standardized approach mainly concern:

● the categories comprising central and local governments and similar entities;
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● mortgage lending by specialized subsidiaries.

This type of counterparty or lending benefits from preferential weighting. There is no
additional impact from the use of risk mitigation (CRM) techniques.

Table 43 (EU CR7-A): IRB approach - Disclosure of the extent of the use of CRM
techniques

71 │ CRÉDIT MUTUEL ARKÉA │ PILLAR 3 REPORT



The Crédit Mutuel Arkéa group applies the advanced internal ratings-based method to most
of its customer loans. As a result, collateral is mainly taken into account in the modeling of
loss given default.

The Crédit Mutuel Arkéa group does not underwrite credit derivatives. Consequently, the
following table is not displayed in the Group's Pillar 3 report:

● EU CR7 : IRB approach - Effect on the RWEAs of credit derivatives used as CRM
techniques.

Table 44 (EU CCR5): Composition of collateral for CCR exposures
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9. Securitisation
At the end of December 2021, Crédit Mutuel Arkéa group is not exposed to any
securitisation risk.

Consequently, the following tables are not displayed in the Group's Pillar 3 report:

● EU SEC1: Securitisation exposures in the non-trading book;
● EU SEC2: Securitisation exposures in the trading book;
● EU SEC3: Securitisation exposures in the non-trading book and associated

regulatory capital requirements - institution acting as originator or as sponsor;
● EU SEC4: Securitisation exposures in the non-trading book and associated

regulatory capital requirements - institution acting as investor;
● EU SEC5: Exposures securitised by the institution - exposures in default and specific

credit risk adjustments.
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10. Market risk
Information on the structure and organization of the function responsible for market risk
management is provided in Crédit Mutuel Arkéa’s 2021 Universal Registration Document, in
the section entitled “Risks”.

The Crédit Mutuel Arkéa group calculates its market risk capital requirements using the
standardized approach.

At the end of December 2021, there is no market risk as the Crédit Mutuel Arkéa group has
no portfolio in the trading book. Consequently, the following table is not displayed in the
Group's Pillar 3 report:

● EU MR1: Market risk under the standardised approach.

74 │ CRÉDIT MUTUEL ARKÉA │ PILLAR 3 REPORT



11. Interest rate risk in the banking book
Information on the structure and organization of the function responsible for interest rate risk
management is provided in Crédit Mutuel Arkéa’s 2021 Universal Registration Document, in
the section entitled “Risks”.

Interest rate risk is then current or prospective risk, to which the bank’s shareholders’ capital
and earnings are exposed as a result of unfavorable movements in interest rates. It can
result from a difference in maturity between fixed-rate assets and liabilities, a difference in
the reference index (basis risk) or the exercise of options (such as caps, floors or early
repayment of loans).

Assessment and monitoring

The system in place within Crédit Mutuel Arkéa concerning interest rate risk is in line with the
recommendations of the administrative order of November 3, 2014, the EBA guidelines on
the supervisory review and evaluation process (SREP) (EBA/GL/2014/13) and the EBA
guidelines on the management of interest rate risk arising from non-trading book activities
(EBA/GL/2018/02).

Interest rate risk is measured and monitored within the consolidated banking perimeter and
for each component entity. All balance sheet and off-balance sheet items, especially financial
instruments and deferred transactions, are included in the measurement of this risk.

Interest rate risk arises from the Group's business activity and results from differences in
interest rates and reference index between assets and liabilities. Its analysis also takes into
account volatility of outstanding products without contractual maturity and implicit options
(early repayment options, payment extensions, use of credit rights, etc.). The measure of
interest rate risk is based on three main indicators, calculated at least on a quarterly basis.

The sensitivity of the net present value (hereinafter “NPV”) is an indicator provided by the
Directive 2013/36/UE on access to the activity of credit institutions and the prudential
supervision of credit institutions and investment firms, as amended by the Directive
2019/878 of the European parliament and of the Council of May 20, 2019 (hereinafter
referred to as the "CRD4"). Expressed as a percentage of Tier 1 capital, it measures the
variation in the present value of the balance sheet for the six scenarios of interest rate
shocks in accordance with the EBA guidelines: +200 bp, -200 bp, steepener, flattener,
increase in short rates, decrease in short rates, excluding equity, equity holdings and fixed
assets. The CRD4 sets a maximum exposure threshold of -15% of Tier 1 capital.

At the end of 2021, the NPV sensitivities related to the Group's Tier 1 capital under the 6
EBA scenarios are as follows:

● parallel up (+200 bp): -6.3%;
● parallel down (-200 bp): +2.9%;
● steepener (short rates down, long rates up): +1.2%;
● flattener (short rates up, long rates down): -1.6%;
● short rate up: -2.5%;
● short rate down: +3.4%.
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The NPV sensitivities respect the Group's management threshold set at -10%, reflecting
Crédit Mutuel Arkéa's will to minimize its exposure to interest rate risk. The maximum
exposure is nearly 460 million euros in the scenario of a 200 bp increase in interest rate

Interest rate impasses consists in projecting outstandings (assets and liabilities) at a known
interest rate in a static view based on their contractual characteristics (maturity date and type
of amortization) or by modeling their flow.

Flow modeling is necessary when the amortization profile is not known (products with no
contractual maturity such as current accounts, passbooks or equity capital) or when implicit
options are incorporated in customer products (early repayments on loans, etc.). With the
exception of reserves that are disposed of by agreement, the modeling is essentially based
on the analysis of past customer behavior. In the context of early repayments, it takes into
account a possible correlation between market rates and early repayments rates.

At the end of 2021, the level of interest rate transformation is very limited on all maturities,
Crédit Mutuel Arkéa's interest rate exposure is globally neutral in the central scenario.The
levels of exposure on interest rate impasses are well below the Group’s management
thresholds and reflect the Group's low risk appetite for interest rate risk.

The sensitivity of the interest margin measures the gain (or loss) of a change (up or
down) in interest rates on the Group’s interest margin. It is expressed as a percentage of the
net banking and insurance income hereinafter “NBI”), according to different rate variations. It
is evaluated in two environments:

● In a static environment
The sensitivity of the interest margin is built according to static interest rate
impasses, the impact of optional risks (measuring the effect of activating caps and
floors on the interest margin). It is projected over 5 years.
At the end of 2021, the overall neutral position in the static interest rate impasse
results in a reduced sensitivity of the interest margin in case of moderate parallel rate
shocks:

○ for a 100 bp increase, the maximum annual impact over the five first years is
-18M euros (in year 1), i.e. 1% of NBI;

○ for a 100 bp decrease, the maximum annual impact over the five first years is
-17M euros, i.e. 1% of NBI.

In a scenario of a parallel shock of +/-100 bp on the interest rate curve, the sensitivity
of the Crédit Mutuel Arkéa group's interest margin at the end of 2021 is less than -1%
of NBI over the first 5 years.

● In a dynamic environment
The sensitivity margin is the difference between the interest margin of the interest
rate shock scenario and the interest margin of the central scenario (the latter
corresponding to the Group's forecast interest margin prepared as part of the
budgeting process). The purpose of this calculation is to determine the margin
changes taking into account the business trajectory, i.e. the Group's forecast margin
changes in the event of a rate shock.
At the end of 2021, the sensitivities of the net interest margin as a % of NBI are as
follows:

○ for a 100 bp increase, the sensitivity of the net interest margin is +4.5% in
year 1 and +3,2% in year 2;
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○ for a 100 bp decrease, the sensitivity of the net interest margin is -1,5% in
year 1 and +0,9% in year 2.

Other static indicators are produced in order to monitor the basis risk and the risk related to
the activation of explicit options on customer loans (capped interest rate).

Management

The management of the interest rate risk is centralized by Crédit Mutuel Arkea for all entities
of the banking perimeter. The interest rate position of the banking entities is fully backed by
the “central rate unit”, which manages the Group position with markets hedges in
accordance with the exposure target defined by the Group’s Operational ALM Committee (in
line with the Group’s central economic scenario).

When the risk arises from a difference in interest rates nature (between fixed-rate assets and
variable-rate liabilities, for example), hedging is mainly executed through macro-hedging
swaps.

In the case of an explicit optional risk, hedging must take the form of an option; the hedging
of capped variable-rate loans is thus ensured by interest rate caps.

Macro-hedging transactions are justified in relation to Fair Value Hedge under IFRS on the
basis of loan and deposit portfolios. Accounting documentation and effectiveness tests are
produced at the inception of the hedge and updated regularly to ensure the effectiveness of
the hedge and limit the impact on the Group’s IFRS earnings.

In the current context of rising inflation and its corollary impact on monetary policy, the Group
is maintaining a prudent policy and a high level of interest rate backing for its balance sheet.
It remains slightly exposed to interest rate risk in order to protect its margins, which is
corroborated by the level of the structural impasse and the interest margin sensitivity
indicator.

Description of the key modeling and parametric assumptions different from those
used for disclosure of template EU IRRBB1

The modeling assumptions are carried out through internally developed models.

Early repayments of housing, cash, equipment and consumer loans in euros by entities in
the traditional network are estimated using behavioral models. The models concerned are as
follows:

● early repayments of housing loans;
● early repayments of zero-interest loans;
● early repayments of loans related to CEL (home savings accounts) and PEL (home

savings plans);
● early repayment of bridging loans;
● early repayment of consumer loans;
● early repayment of investment loans;
● early repayment of cash flow loans.

In accordance with authorities recommandations, Crédit Mutuel Arkéa group's interest rate
risk exposure and sensitivity indicators measurement are carried out using three
complementary approaches: static, dynamic on a constant balance sheet basis and dynamic
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with future activity assumptions. Thus, flow conventions are applied, notably those
applicable to the following aggregates:

● unmatured client resources:
○ individual current accounts;
○ professional and business current accounts;
○ livrets A/ bleu passbook savings accounts et LDDS;
○ CEL (home savings accounts);
○ other passbook savings accounts except CEL;
○ PEP Liberté;

● current accounts receivable:
○ individual current accounts in debit;
○ professional current accounts in debit;

● revolving loans;
● home savings plans;
● doubtful and unpaid loans;
● litigation;
● other balance sheet items.

The Crédit Mutuel Arkéa group does not use any other assumptions than those defined
above to control the table IRRBB1.

Average and longest repricing term on non-maturity deposits

The average Crédit Mutuel Arkéa group's demand deposits maturity calculation is carried out
quarterly. On December 31, 2021, the average maturity of demand deposits in euros is 4.4
years, and therefore complies with the 5-year limit indicated in paragraph 115-o of the EBA
guidelines.

The longest maturity of demand deposits for EUR and USD currencies is 6.60 years for the
"transactional retail" category.
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Table 45 (EU IRRBB1): Interest rate risks of non-trading book activities
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12. Liquidity risk
Information on the structure and organization of the function responsible for liquidity risk
management is provided in Crédit Mutuel Arkéa’s 2021 Universal Registration Document, in
the section entitled “Risks”.

Liquidity risk is the risk for the reporting company that it will not be able to meet its
commitments or that it will not be able to unwind or offset a position due to its situation or the
market situation within a certain period of time and at a reasonable cost. It arises from a
maturity mismatch between assets and liabilities.

It may result in an additional charge in the event of a rise in liquidity spreads; in its most
extreme form, it could result in the institution’s inability to honor its commitments.

The Group has historically been vigilant and prudent in the face of this risk.

Several liquidity ratios are particularly monitored:

● the LCR is a liquidity ratio provided for by the CRD4 and the CRR. It measures the
ratio between liquid assets and net cash outflows at 30 days under a stress scenario.
The minimum required level has been set at 100% since 2018;

● the NSFR (Net Stable Funding Ratio) is also a liquidity ratio provided for in the CRD4
and CRR texts. It verifies the coverage of stable uses by stable resources. The
minimum level required is 100%, as from June 2021.

Strategy and processes implemented

The main objective of the Crédit Mutuel Arkéa group's treasury and refinancing management
strategy is to ensure that liquidity risk management complies with the Group's ALM and
capital management policy. This policy, defined by Crédit Mutuel Arkéa’s General
Management and Board of Directors, has historically been vigilant and prudent in the face of
this risk.

The general liquidity risk appetite is defined using the principles approved by Crédit Mutuel
Arkéa’s Board of Directors, which are summarized below:

● manage liquidity within the Group's consolidated banking scope;
● ensure prudent management of liquidity risk by dedicated teams within Crédit Mutuel

Arkéa that act as the Group’s central liquidity unit (the central liquidity unit being the
Group’s only issuer in the markets) in order to contribute to the Group's business
continuity even during long periods of adverse activity trends and in this respect to be
able to last at least twelve months without access to the market or any change in
commercial policy within three months;

● manage the Crédit Mutuel Arkéa group’s balance sheet structure in order to help
control liquidity risk;

● manage the internal allocation to provide subsidiaries with access to liquidity at all
times (Crédit Mutuel Arkéa being their sole counterparty for managing their cash
needs or surpluses) to enable them to comply with regulatory and internal rules.

These principles are broken down into management limits and thresholds applicable to a
series of indicators that are monitored at least quarterly (which incorporate different
assumptions taking into account the group's business model).
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Certain key indicators are the subject of particular attention: the loan-to-deposit ratio, the
LCR ratio, the NSFR, the survival horizon (with a stress scenario in the financial markets and
a stress scenario on the markets coupled with leaks on customer deposits) and the level of
use of the declared overall collateral management pool (3G pool) (allowing access to the
ECB’s monetary policy operations).

Since 2010, the Group has implemented a policy aimed at reducing its level of dependence
on the financial markets and increasing its reserves of liquid assets. The loan-to-deposit ratio
was 99% at the end of 2021. The liquidity reserves (made up of available cash, securities
that are LCR-eligible and assets that are ECB-eligible immediately or in the short term)
represent more than twice the requirements in connection with the LCR, at nearly 30 billion
euros.

The monitoring and management system is supplemented by other indicators that cover the
various aspects of liquidity risk: gaps in the central and stress scenarios, the asset
mobilization ratio (based on the reporting of encumbered assets), liquidity reserves,
dispersion of sources of refinancing, refinancing volumes by maturity, etc.

At the end of 2021, the limits set by the management body (General Management and the
Board of Directors) were complied with in full.
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Table 46 (EU LIQ1): Quantitative information of LCR

In accordance with the CRR, the Crédit Mutuel Arkéa group produces, and submits monthly
to the ECB, a report on its short-term liquidity coverage ratio (hereinafter “LCR”).

The purpose of the LCR is to ensure the short-term resilience of banks in the face of severe
liquidity stress. It verifies that the level of highly-liquid assets is sufficient to cover the net
cash flows over the next 30 days, under stress assumptions involving, in particular, deposit
flight and the drawing down of amounts under off-balance sheet agreements.

The minimum level required for the LCR was set at 100% in 2021. The Group met the
regulatory requirement throughout the second semester of 2021 with significant room for
maneuver. At the end of December 2021, the Group’s consolidated LCR was 163%. The
average annual level from January 2021 to December 2021 was 154% as shown in the table
below.

The Crédit Mutuel Arkéa group calculates the LCR in accordance with the Commission
implementing regulation (EU) 2021/637.
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Table 47 (EU LIQ2): Net Stable Funding Ratio

In addition to the LCR, European regulations provide for a long-term structural liquidity ratio
called the NSFR (Net Stable Funding Ratio). The NSFR is designed to encourage credit
institutions to have a permanent structure of stable resources, enabling them to continue
operating over a period of one year in an environment of prolonged stress.

As from June 2021, CRR has introduced a minimum level for the NSFR which is 100% and
revised methods for its calculation. The Group met the regulatory requirement; at the end of
December 2021, the ratio was 112%.
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Structure and organization of the function responsible for liquidity risk management

Three levels of management bodies are responsible for liquidity management.

Group-wide ALM principles and limits are set annually by Crédit Mutuel Arkéa’s Board of
Directors. The Board is regularly informed of the results of the policy implemented and
monitors compliance with the limits on a quarterly basis. The subsidiaries’ limits are adopted
by their respective supervisory bodies in accordance with the framework defined at Group
level.

The ALM and Capital Management Committee is responsible for the Group’s strategic
management. Chaired by the Group’s Chief Executive Officer, its members include the
effective managers and the central managers in collaboration with the ALM Department.
This committee, which constitutes an “ad hoc committee” within the meaning of Article 228 of
the administrative order of November 3, 2014 on internal control, meets at least four times a
year (it met seven times in 2021).

As regards liquidity, the role of the ALM and Capital Management Committee is to:

● define the general liquidity risk management policy and propose a body of principles
and limits to Crédit Mutuel Arkéa’s Board of Directors;

● monitor the liquidity exposure of the group and of its components. If necessary, it may
ask a unit to adjust its exposure;

● validate the process for measuring and monitoring related risks;
● steer the entities’ commercial policies on savings collection and loan sales by setting

the internal capital transfer rules.

The Operational ALM committees of the Group and the subsidiaries are responsible for the
day-to-day ALM of the corresponding entity, by delegation of authority and based on
guidelines defined by the Group ALM and Capital Management Committee. The Group’s
Operational ALM Committee meets monthly. Chaired by the group’s Chief Financial Officer,
its role is to:

● monitor cash and liquidity reserves;
● manage the Group’s refinancing and liquidity hedges, in particular by defining the

program for raising funds on the markets for all maturities;
● monitor risk indicators and compliance with management limits and rules.

The main operational structures are:

● the Group ALM Department, which reports to the Financial Steering Department and
produces the analyses and reports required for the supervision and decisions of the
ALM and Capital Management Committee and of the Group Operational ALM
Committee (the department head being a member of these committees), in
collaboration, if necessary, with the Financial Markets Department. It monitors the
implementation of the decisions of the two aforementioned committees. It also
manages the Group’s main loan assignment channels;

● the Financial markets Department, which negotiates and arranges transactions
(refinancing, investment and treasury) within the framework determined by the ALM
and Capital Management Committee and the Group Operational ALM Committee;

● the Back office Department, which manages intra-day cash, in conjunction with the
Financial Markets Department.
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Policies for hedging and mitigating liquidity risk, and strategies and processes put in
place to monitor the ongoing effectiveness of such hedges and mitigation techniques

Liquidity risk exposure monitoring consists of a range of indicators covering the various
facets of liquidity risk. A body of internal standards is defined and validated annually, and is
monitored regularly (at least once every quarter); if necessary, if a standard appears
inappropriate in the light of cyclical or structural changes, it may be amended by a decision
or proposal of the ALM and Capital Management Committee and the Board of Directors.

The Group's market refinancing program is defined annually by taking into account the
impact of the projected business activity on the main liquidity indicators and in accordance
with the group system of multi-year projections with which it is in line. It aims to ensure
lasting compliance with internal standards. It can be updated every quarter based on actual
and projected trends in business activity and the financial market environment (see section
4.5.3 of the 2021 Universal Registration Document on liquidity risk for more details).

Scope and nature of liquidity risk reporting and assessment systems, and statement
by the management body

The monitoring of exposure and limits is the subject of regular (quarterly at a minimum)
reports to the above-mentioned bodies, as well as to the Risk and Internal Control
Committee and the Risk Monitoring Committee.

The reports are tailored to the recipients concerned on the basis of their role in the
management and monitoring of liquidity risk.

In addition, each year, the management body (made up of Crédit Mutuel Arkéa's Board of
Directors and General Management) approves a statement on liquidity risk. This statement,
which is sent to the ECB, covers the main aspects of liquidity risk management:
organization, the measurement and monitoring system, the Group’s appetite, management
procedures (both in normal and stress situations), the levels of the main indicators, etc. The
statement in respect of 2021 ended as follows:

“In light of the above factors and the fact that 2021 was marked by the continuation of the
health crisis and the maintenance of an accommodating ECB policy, Crédit Mutuel Arkéa’s
Board of Directors and Executive Committee are satisfied with the robustness and agility of
the liquidity risk management system.

They confirm that the Group’s liquidity situation reflects the implementation of a prudent
policy, both in normal and stressed situations, and that it effectively corresponds to its level
of appetite for liquidity risk. As such, the survival indicator calculated by the Crédit Mutuel
Arkéa group is significantly higher than its twelve-month internal limit, including by taking into
account stress assumptions on the Group’s customers and on the financial markets.

More generally, the Group has significant leeway to cope with proven tensions (which may
arise in particular in connection with the conflict between Russia and Ukraine).

The centralized structure of liquidity management and the associated governance are
appropriate to the vital nature of liquidity risk management.

The management system is relevant and documented; it has evolved in 2021 in order to
adapt to changes in the context and monetary policy decisions.

It covers the various aspects of liquidity risk and is adapted to the risk profile of the Crédit
Mutuel Arkéa group.
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Regular reporting provided to the Group's various bodies is in line with expectations.
Regulatory ratios and internal indicators are continuously monitored. Their level
demonstrates the Group’s sound and prudent management.

In accordance with its principles of good management and the expectations of the ECB,
Crédit Mutuel Arkéa’s Board of Directors and Executive Committee are committed to
promoting the ILAAP approach by continuing to monitor on an ongoing basis the adequacy
of the Group’s liquidity and financing in light of its risk appetite level.”

Qualitative short-term liquidity ratio information template

Concentration of funding and liquidity sources

Crédit Mutuel Arkéa seeks to diversify its sources of funding and liquidity. It has therefore
defined internal standards on:

● the loan-to-deposit ratio in order to check the balancing of the business activity and
the dependence on market refinancing;

● the level of dispersion of interbank refinancing in order to ensure control of its
dependence on certain counterparties;

● refinancing volumes by maturity to avoid a concentration of the maturities of the
refinancing lines.

At the same time, the Crédit Mutuel Arkéa group has developed a policy of diversifying its
refinancing channels and has several types of issue vehicles, particularly in the medium to
long term, with both unsecured and secured issuance programs.

The definition of the refinancing program takes into account these limits and the various
possible issuance vehicles. When preparing for and carrying out issues in the markets,
attention is also paid to the diversification of investors, both by type of investor, banks, etc.)
and by geographic area (France, Germany, Scandinavian countries, etc.).

Exposure to derivatives and possible collateral calls

The Crédit Mutuel Arkéa group uses derivatives mainly for the purpose of managing interest
rate risk. They are subject to margin calls that are generally standardized and comply with
the requirements of the European Market Infrastructure Regulation (EMIR) requirements.

At the end of 2021, the net position of collateral calls was not material and had a marginal
impact on cash and liquid securities management.

In addition, the calculation of the LCR includes an additional cash outflow corresponding to
additional collateral requirements that would result from an adverse market scenario; the
amount is valued at close to €93 million as at December 31, 2021, which is not material in
view of the amount of liquid assets.
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Asymmetry of currencies in the LCR

The LCR is calculated in euros only, as foreign currency positions are marginal (foreign
currency positions are valued in euros as they are below the 5% representativeness
threshold in the total consolidated banking balance sheet). This is due to the Group’s
business model and geographic location.

Description of the degree of centralization of liquidity management and interaction
between Group units

As indicated in the "Strategy and processes implemented" section, Crédit Mutuel Arkéa acts
as a central liquidity unit:

● Crédit Mutuel Arkéa borrows and lends on the markets while taking into account the
projected needs or surpluses of the entities included in the banking scope.
Transactions are carried out in euros;

● entities with cash requirements are refinanced exclusively by Crédit Mutuel Arkéa;
banking entities with cash surpluses reinvest them exclusively with Crédit Mutuel
Arkéa. Transactions are carried out based on applicable arm's length terms.

In addition to the vital importance of liquidity risk management by specialized teams within
Crédit Mutuel Arkéa, this structure makes it possible to pool the needs of all the banking
entities and to achieve the critical mass needed to access markets under competitive
conditions as regards price and volume.

Since the Group’s liquidity management is centralized by Crédit Mutuel Arkéa, the
supervisor has granted the Group’s main banking subsidiaries an exemption from the
individual monitoring of the LCR.
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13. Information on encumbered and
unencumbered assets

Pursuant to Article 430(1)(g) of the CRR, the Crédit Mutuel Arkéa group reports to the
competent authorities the amount of encumbered and unencumbered assets at its disposal
and their main characteristics. These assets may be used as collateral to obtain other
financing on the secondary markets or from the central bank, and therefore constitute
additional sources of liquidity.

An asset is considered to be “encumbered” if it is used as collateral, or may be used
contractually, to secure, collateralize or enhance a transaction from which it cannot be
separated. By contrast, an asset is "unencumbered" if it is free from any legal, regulatory,
contractual or other limitations, the possibility of liquidation, sale, transmission or disposal.

For example, the definition of encumbered assets includes the following types of contracts:

● secured financial transactions, including repurchase agreements, securities lending
and other forms of loans;

● collateralization agreements;
● collateralized financial guarantees;
● collateral placed in clearing systems, clearing houses or other institutions as a

condition for accessing the service. This includes initial margins and funds against
insolvency risk;

● facilities given to central banks. Assets already in position should not be considered
encumbered, unless the central bank does not authorize the withdrawal of these
assets without prior agreement;

● underlying assets of securitisation entities when these assets have not been
derecognized by the entity. The assets underlying the securities held are not
considered encumbered, unless these securities are used to pledge or guarantee a
transaction in any way;

● baskets of collateral created to issue covered bonds. These assets are recognized as
encumbered assets except in certain situations where the entity holds these covered
bonds (self-issued bonds).

Assets placed in financing mechanisms that are unused and can easily be withdrawn are not
considered to be encumbered.

In the case of the Crédit Mutuel Arkéa group, the main sources of charges on assets are:

● repurchase agreements;
● receivables used as collateral for covered bond issuance;
● receivables used as collateral for borrowings from the central bank;
● receivables used as collateral for borrowings from refinancing institutions.

The median ratio of encumbered assets to total regulated assets was 21.19% at December
31, 2021.
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Table 48 (EU AE1): Encumbered and unencumbered assets

Table 49 (EU AE2): Collateral received and own debt securities issued

Table 50 (EU AE3): Sources of encumbrance
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14. Operational risk
Information on the structure and organization of the function responsible for operational risk
management is provided in Crédit Mutuel Arkéa’s 2021 Universal Registration Document, in
the section entitled “Risks”.

Description of the advanced measurement approach (AMA)

As part of the implementation of the operational risk advanced measurement approach
(hereinafter “AMA”) for measuring capital requirements in respect of operational risks, a
dedicated department of the CNCM Risk Department is responsible for operational risk. The
Crédit Mutuel Arkéa group is fully committed to this approach.

It involves measuring and controlling operational risks based on the risk mapping carried out
for each business line, purpose, type of risk and risk context. This work is carried out in close
collaboration with the subsidiaries and operational departments, in accordance with the
day-to-day risk management measures. These mappings serve as a standardized
framework for analysis of the proven loss experience and potential risks.

For “serious” risks, they result in modeling drawn from the work of experts which is
reconciled with probability-based estimates based on different scenarios.

For “frequency” risks, the models rely on the national database of internal incidents. Data is
entered into this application by the Crédit Mutuel Arkéa group in accordance with a national
collection procedure which defines a uniform threshold of €1,000 above which each incident
must be input. To ensure data collection is exhaustive, the national system also provides a
framework for reconciliations of the incident database and the accounting information.

Subscription to an external database completes the analysis. It contributes to the
enhancement of mapping and, more generally, the operational risk measurement system.
The use of this database and the procedures for taking this data into account are the subject
of a CNCM procedure.

The Group's general management and reporting system incorporates the requirements of
the administrative order of November 3, 2014 relating to internal control. The effective
managers are informed of operational risk exposures and losses on a regular basis and at
least four times a year.

The procedures implemented within the Crédit Mutuel Arkéa group in terms of governance,
incident collection and risk management and measurement systems enable it to take
appropriate corrective measures. These procedures are subject to regular controls.

Authorized use of the AMA method

The French Prudential Control and Resolution Authority (hereinafter the “ACPR”) has
authorized Crédit Mutuel to use the advanced measurement approach to calculate its capital
adequacy requirement as from April 1, 2010. This provision applies to the Crédit Mutuel
Arkéa group, with the exception of those entities that have been included in the calculation
scope since that date.
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The Group's capital adequacy requirement calculated using the AMA method is determined
by dividing between the regional groups the requirement calculated at the level of CNCM.

Operational risk mitigation and hedging policy

Operational risk mitigation techniques include:

● preventive measures identified during the mapping process and implemented directly
by operational staff;

● safeguard initiatives, which focus primarily on the widespread implementation of
emergency and business continuity plans (EBCP);

● insurance programs.

Each of the Crédit Mutuel Arkéa group's key or important activities has its own emergency
and business continuity plan, which is organized on the basis of three phases:

● emergency assistance: this is triggered immediately and involves measures designed
to handle emergencies and institute solutions for operating under adverse conditions;

● business continuity: this involves resuming activities under adverse conditions in
accordance with procedures defined before the crisis;

● return to normal.

Use of insurance techniques

The ACPR has authorized Crédit Mutuel to take into account the impact of insurance as a
mitigating factor when calculating the capital adequacy requirement using the AMA method
for operational risk.

The principles applied for financing operational risks within the Crédit Mutuel Arkéa group
depend on the frequency and severity of each potential risk. They consist of:

● setting aside funds for frequent risks through the operating account;
● insuring insurable serious risks via external insurers or reinsurers;
● developing self-insurance for amounts below insurance companies’ excesses;
● allocating prudential capital reserves or provisions financed by assets that can be

mobilized for serious non-insurable risks.

The Crédit Mutuel Arkéa group’s insurance programs comply with the provisions of Article
323 of the CRR concerning the deduction of insurance under the AMA.

The insurance coverage used in the deduction process covers damage to real and personal
property (multi-risk), specific banking risks and fraud, professional third-party liability and
cyber-risks.
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Table 51 (EU OR1): Operational risk own funds requirements and risk-weighted
exposure amounts
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15. Corporate governance and compensation
policy

Crédit Mutuel Arkéa group compensation policy is defined by the Board of Directors of Crédit
Mutuel Arkéa on the recommendation of its Compensation Committee, with the support of
central management in its preparation and implementation.

15.1. Composition and role of the Compensation
Committee

The Compensation Committee of the Crédit Mutuel Arkéa group is composed of a Chairman
and three members, all of whom are members of the Crédit Mutuel Arkéa Board of Directors.
One of the members of the Committee is a director representing employees who have voting
rights on Crédit Mutuel Arkéa’s Board of Directors.

The Chairman and members of the Compensation Committee are appointed by Crédit
Mutuel Arkéa’s Board of Directors for the term of their directorship.

As of December 31, 2021, the Compensation Committee is composed of the following four
members:

● Mr Patrick Le Provost, Président;
● Mr Thierry Bougeard;
● Mr Luc Moal;
● Ms Marie Vignal-Renault.

The Director of Human Resources attends meetings of the Compensation Committee. To
fulfill its task and if necessary, the Committee relies on studie and on benchmarks carried out
by an independent consulting firm.

The operation of the Compensation Committee is governed by a charter approved by Crédit
Mutuel Arkéa’s Board of Directors.

The Compensation Committee has the following tasks:

● develop the Group's compensation principles and policies and ensure their
implementation;

● examine the compensation policies and variable compensation schemes of the
Group's regulated entities;

● prepare decisions concerning compensation to be adopted by the supervisory
function, with regard to the corporate officers of Crédit Mutuel Arkéa;

● supervise compensation for:
○ Credit Mutuel Arkéa’s and subsidiaries subject to CRD regulations on

individual basis General Management
○ senior executives fulfilling internal control functions of Crédit Mutuel Arkéa

and subsidiaries subject to CRD regulations on an individual basis;
○ effective managers of regulated entities;

● oversees compensation packages for other members of the regulated staff;
● examine:

○ the scope of the regulated staff defined pursuant to CRD regulations;
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○ the variable compensation policy applicable to the regulated staff;
● periodically review of Crédit Mutuel Arkéa and/or its subsidiaries amount of

compensation paid to directors and members of the supervisory bodies of Crédit
Mutuel Arkéa and/or its subsidiaries;

● if necessary, use services of external compensation consultants.

The Compensation Committee regularly reports on its work to Crédit Mutuel Arkéa’s Board
of Directors and to the Group’s regulated subsidiaries supervisory bodies, with annual review
of the compensation policy.

The Compensation Committee met 16 times in 2021. Its work focused in particular on the
following:

● annual compensation reports;
● Group’s compensation policy;
● regulated staff: scope and compensation policy;
● compensation policy concerning regulated subsidiaries;
● compensation for members of the Board of Directors, effective managers and senior

executives of internal control functions, members of the regulated staff and effective
managers of regulated Group subsidiaries;

● variable compensation schemes.

15.2. General principles of the compensation policy
Designed to promote sound and effective risk management, Crédit Mutuel Arkéa's
compensation policy is consistent with the Group's economic strategy, objectives, values and
long-term interests, and does not encourage risk-taking in excess of the level of risk defined
by the Group and includes measures to avoid conflicts of interest.

The compensation policy includes principles that take into account the following objectives:

● alignment with Crédit Mutuel Arkéa’s Raison d’être (purpose) as defined by the Crédit
Mutuel Arkéa Board of Directors for submission to the Shareholders’ Meeting:

○ by adhering to the economic strategy and objectives, values and interests of
the Crédit Mutuel Arkéa group;

○ by incorporating both financial and non-financial assessment criteria, in order
toto maintain consistency between the overall compensation and the
performance of the Crédit Mutuel Arkéa group as well as the individual
performance of the executives;

○ by taking corporate social responsibility (CSR) into account when deciding on
compensation;

● the need for the Crédit Mutuel Arkéa group to attract, motivate and retain individuals
recognized as competent and particularly talented in the areas of activity in which the
Crédit Mutuel Arkéa group operates;

● consistency with the compensation and employment conditions of Crédit Mutuel
Arkéa group employees (in particular the compensation structure, assessment
criteria or changes in compensation) and market practices observed in companies in
the same sector;
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● while ensuring appropriate risk management and regulatory compliance, prevention
of conflicts of interest and fairness of decisions made.

To be motivating and rewarding, the compensation policy is based on a fair and objective
assessment of individual and/or collective performance.

The Crédit Mutuel Arkéa group's compensation policy is part of an overall human resources
policy designed to promote the company's competitiveness, skills developping, calm social
climate promotion, and social and environmental issues awareness.

The Crédit Mutuel Arkéa group promotes responsible finance, reflected in the Group's
compensation policy reflects this philosophy.

The total compensation of Crédit Mutuel Arkéa group’s employees is composed of:

● fixed compensation;
● individual annual variable compensation;
● collective variable compensation;
● peripheral compensation.

Each employee receives all or part of these components according to his or her
responsibilities, skills and performance.

The Crédit Mutuel Arkéa group regularly compares its practices with those of other groups in
the banking and insurance sectors to ensure that compensation is sufficient to attract and
retain the talent and skills the Group needs.

The compensation policy of the Crédit Mutuel Arkéa group takes into account the regulatory
framework applicable to its various business sectors:

● for credit institutions and investment companies: CRD regulations and EBA
guidelines;

● for management companies: AIFM and/or UCITS regulations and the AMF General
Regulation;

● for insurance companies: Solvency 2 regulations.

The Crédit Mutuel Arkéa group is in the process of developing an approach that aims to
integrate sustainability risks into its compensation policy in a consistent and gradual manner.
In accordance with the sectoral legislation on compensation policies to which the Crédit
Mutuel Arkéa group and its entities are subject, the approach that will be adopted will enable
sustainability risks to be taken into account in the appropriate processes.

Fixed compensation

The fixed compensation is designed to retain and motivate employees and to recognize the
experience and responsibilities of the position, as well as the role and importance of the
position within the organization, in accordance with the benchmarks regularly set by each
Group entity. It represents a significant proportion of total compensation and is used, where
appropriate, as a basis for determining the maximum variable compensation.

95 │ CRÉDIT MUTUEL ARKÉA │ PILLAR 3 REPORT



Annual variable compensation

The amount of variable compensation and its distribution do not impede the ability of the
establishments to maintain a sound financial basis.

The allocation of variable compensation is defined according to the achievement of the
objectives set and the results of the employee of the entity and/or the Group.

Variable compensation is linked to annual performance and the impact on the institution's
risk profile.

In the event of insufficient performance, non-compliance with rules and procedures or risky
behavior, variable compensation is directly affected.

Variable compensation is set in accordance with regulatory principles.

Annual variable compensation depends on year's financial and non-financial performance
and employees' contributions to the success of the Crédit Mutuel Arkéa group's strategy.

In order to comply with the regulations, variable compensation system must respect the
following:

● the amount of variable compensation is established by combining the evaluation of
the performance of the individual and the business unit concerned with that of the
overall results of the company;

● the assessment of performance must take into account both financial and
non-financial criteria.

In addition to the fixed salary, the variable compensation is paid for quantitative and/or
qualitative achievements measured on the basis of observed performance and individual
evaluations in relation to the objectives set.

It compensates:

● performance, which is defined by the successful completion of assignments and the
achievement of objectives. An evaluation of the latter below 100% achievement
cannot result in a variable compensation rate higher than the target;

● outperformance is recognized when assignments are successfully completed and
objectives are achieved at a rate of over 100%. In this situation, the variable
compensation rate may be higher than the target, up to the limit.

Annual variable compensation does not constitute a right and is set each year in accordance
with the compensation policy for the related year and the governance principles in force.
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Exceptional bonuses

Discretionary bonuses may be awarded to the Group's employees, except for members of
the regulated staff referred to below, in very specific circumstances (special mission and/or
exceptional investment) and in compliance with the framework for annual compensation
negotiations validated by the Group's Executive Committee.

Employee savings

The Crédit Mutuel Arkéa group is committed to involving all its employees in the Group's
results so that the value created can be shared collectively.

To this end, collective variable compensation mechanisms have been developed in most of
the Group's entities in order to be as close as possible to the creation of value
(profit-sharing/interest and Group bonuses).

Social protection systems

Employee benefits depend on the applicable collective statutes. They complement other
forms of compensation and are designed to protect the employee against life's hazards
(provident fund, health expenses) and to help prepare for retirement (pension plan).

Employee shareholding

In accordance with Crédit Mutuel Arkéa's cooperative statuses, Group’s employees do not
benefit from stocks granting or debt options or performance shares.

When the Group acquires majority stakes in structures that have set up employee
shareholding schemes, these mechanisms are left unchanged but must not be extended to
other employees of the structure.

Exceptionally, the Board of Directors of Crédit Mutuel Arkéa may decide to set up corporate
profit-sharing schemes on the recommendation of the Executive Committee and after
consulting the Risk and Internal Control Committee and the Compensation Committee.

Risk, compliance and internal audit functions

Staff in the independant control functions (including risk management, compliance and
internal audit) and more generally of staff in the units responsible for validating transactions’
compensation, is set independently of the compensation of the business lines for which they
validate or verify transactions, in order to prevent any conflict of interest, and at a level
sufficient to ensure that qualified and experienced staff are available. Thus, when variable
compensation for internal control functions is established, it is based exclusively on
individual criteria.

It takes into account the achievement of the objectives associated with the function and must
be, for equivalent qualifications, skills and responsibilities, at an appropriate level in relation
to the professionals whose activities they control.

The compensation of these employees is designed to avoid excessive risk-taking.
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The variable compensation of employees exercising internal control functions (risk
management, permanent control, compliance and internal audit functions) is capped at 30%
of their fixed compensation.

Gender pay gap

The Crédit Mutuel Arkéa group pays particular attention to the issue of professional equality
between men and women by implementing measures aimed at permanently eliminating pay
gaps. With a weighted average gender equality index of 90/100 at Group level, well above
regulatory requirements, Crédit Mutuel Arkéa demonstrates its long-term commitment to
promote diversity and combat discrimination.

The Group's objectives in this area are to promote equality in the workplace over the long
term and to create the conditions for genuine equality at all stages of professional life.

15.3. Role of independent control functions
In order to ensure that the compensation system takes due account of all types of risk and
levels of liquidity and equity, that the overall compensation policy is consistent, promotes
sound and effective risk management and is consistent with the institution's business
strategy, objectives, corporate culture and values, and long-term interests, the
Compensation Committee evaluates the Group's compensation mechanisms and the
systems adopted. In doing so, it relies on the formal opinions issued by the Risk
Management Department and the Compliance and Permanent Control Department. Each
year, the heads of the Risk Management and Compliance Departments must respectively
assess the appropriateness of the compensation policy to the Group's risk profile and its
compliance with applicable regulatory requirements. The results of these analyses are
presented to the Risk and Internal Control Committee and the Compensation Committee,
which informs the Board of Directors of Crédit Mutuel Arkéa.

Without prejudice to the missions of the Compensation Committee, a member of the Risk
and Internal Control Committee is invited, in an advisory capacity, to the meeting of the
Compensation Committee when the compensation policy is reviewed, in order to examine
whether the proposed incentives are in line with the Group's risk appetite framework.
Similarly, each year a member of the Compensation Committee is invited to a meeting of the
Risk and Internal Control Committee.

In order to ensure compliance with the strategy, regulations and risk appetite framework of
the institution, the Crédit Mutuel Arkéa group's Human Resources Department involves the
risk management and compliance functions in the review of the scope of the regulated staff.
In this context, the compliance and risk management functions issue a formal opinion prior to
the implementation of any compensation policy or system or its revision.

In addition, the General Inspection and Periodic Control Department incorporates the
provisions of the regulatory framework applicable to compensation for Crédit Mutuel Arkéa
group employees into its own risk mapping, on the basis of which the annual audit plan is
drawn up.
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15.4. Compensation policy for the regulated staff
Principles of the compensation policy for the regulated staff

In accordance with regulations, the compensation policy for the regulated staff is
characterized by the following principles:

● variable compensation is conditional on compliance with the thresholds defined in the
Group's risk appetite framework for the three indicators below:

○ the bank solvency ratio (CET1);
○ the loan-to-deposit ratio;
○ the cost/income ratio;

to which should be added the achievement of the cost/income ratio and the NBI or
notional ROE set annually for each entity, provided that the employee concerned
performs his or her duties within a subsidiary or federation of the Crédit Mutuel Arkéa
group;

● the variable component for a given employee may not exceed 100% of the fixed
component. However, for executive directors who are not employees, the
Shareholders' Meeting may approve a higher maximum ratio provided that the overall
level of the variable component does not exceed 120% of the fixed component;

● under certain conditions, a portion of the variable compensation is deferred and
acquired in tranches, subject to the strength of the institution's financial base;

● when the conditions for deferral are met, part of the variable compensation is paid in
cash indexed to a composite indicator calculated on the basis of Group consolidated
criteria;

● the variable compensation and the deferred variable compensation tranches in the
course of acquisition may be reduced in whole or in part, up to 100%, in the event of
behavior likely to expose the Crédit Mutuel Arkéa group, or one of its entities, to an
abnormal and significant risk, in particular because of the employee's responsibility
for acts that have led to significant losses for the institution, or in the event of a failure
to comply with the obligations of good repute and competence.

Perimeter of the regulated staff

Where the parent company is a reporting entity, the compensation policy and related
requirements (CRD regulation and EBA guidelines) apply to all entities included in the scope
of consolidation (whether or not the entities are also reporting entities). The scope of
consolidation is the prudential scope of consolidation (as defined by the CRR).

Crédit Mutuel Arkéa and its subsidiaries subject to the CRD with a balance sheet total of
more than €10 billion must define on an individual basis the scope of their regulated staff,
otherwise known as risk takers.

The EBA defines the qualitative and quantitative criteria for identifying the risk takers of the
institutions covered by the CRD regulation.

The determination of which employees are included in the regulated staff is carried out at
least once a year under the joint responsibility of the Group's human resources, risk and
compliance functions and is submitted to the Board of Directors of Crédit Mutuel Arkéa for
approval on the recommendation of the Compensation Committee.
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Characteristics of the deferral rules for the regulated staff

Amounts of variable compensation to be deferred

The member of the regulated staff receiving an annual variable compensation exceeding
€50,000 or representing more than one third of his or her total compensation is subject to
rules relating to the payment of a portion of his or her variable compensation on a deferred
basis:

● 60% of the variable compensation for compensation exceeding €500,000;
● 50% of the variable compensation for other compensation.

This deferral period must be spread over:

● five years for corporate officers;
● four years for other members of the regulated staff.

Financial or similar instruments

As Crédit Mutuel Arkéa's share capital is not listed on a regulated market, the entire deferred
component of the variable compensation is paid in cash instruments linked to shares, i.e. the
amount of which reflects and changes according to the credit quality of the institution. These
cash instruments are indexed to a composite indicator calculated on the basis of Group
consolidated criteria.

Conditions for payment of the deferred compensation

The payment of the deferred variable compensation is subject to compliance with the risk
appetite threshold of the CET1 ratio on each payment date. If the CET1 risk appetite
threshold is not met on a payment date, all deferred variable compensation to be received
on that date is reduced to zero.

Ceiling on the variable compensation

The variable part of the total compensation of each member of the regulated staff may not
exceed the amount of the fixed part of this compensation.

Nevertheless, for executive directors who are not employees, the Shareholders' Meeting
may approve, for each reference year, the principle of a higher maximum ratio which may
not exceed 120% of the fixed component. In the light of actual performance, the ratio will be
set and justified by the Board of Directors of Crédit Mutuel Arkéa on the recommendation of
the Compensation Committee.

Departure and mobility

In the event of departure from the Group or mobility of a member of the regulated staff, the
variable compensation for the current fiscal year, if one is to be granted, and the deferred
portions due and not yet due, are treated without impact of the departure or mobility.
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Variable compensation for the current fiscal year, if any, and deferred portions are therefore
systematically retained and paid at the normal due dates, in accordance with the conditions
and form originally planned.

These compensation items, subsequent to departure or mobility, also remain subject to the
risk adjustment rules established within the Group.

Risk adjustment

The variable compensation of the member of the regulated staff and the tranches of deferred
variable compensation in the process of being acquired may be reduced in whole or in part,
up to a maximum of 100%, in the event of behavior likely to expose the Crédit Mutuel Arkéa
group, or one of its entities, to an abnormal and significant risk, in particular because of his
or her responsibility for actions that have led to significant losses for the institution, or in the
event of a failure to comply with the obligations of good repute and competence.

Thus, the risk adjustment mechanism is applied when:

● the member of the regulated staff has participated in or been responsible for actions
that have resulted in significant losses to the institution;

● the member of the regulated staff has not complied with the applicable standards of
good repute and competence;

● the member of the regulated staff has materially contributed to poor or negative
financial performance, as well as fraud or other intentional or grossly negligent
conduct resulting in significant losses;

● the member of the regulated staff has committed serious misconduct such as a
violation of the code of conduct;

● the institution (or business unit) at which the member of the regulated staff works is
subject to a serious risk management deficiency;

● the institution (or business unit) at which the member of the regulated staff works is
subject to significant increases in the economic capital base or regulatory capital
base;

● the institution (or business unit) where the member of the regulated staff works is
subject to regulatory sanctions and where the behavior of the staff member
contributed to the sanction.

The same applies in the event that the risk tolerance threshold of the CET1 ratio is reached.
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15.5. Communication
Shareholders' meeting

In accordance with the provisions of article L. 511-73 of the French Monetary and Financial
Code, the Shareholders' Meeting is consulted each year on the total compensation paid
during the previous financial year to employees with executive status or belonging to
categories of staff whose professional activities have a significant impact on the risk profile
of the Crédit Mutuel Arkéa group as a whole.

In accordance with regulations, and within the limit of 120%, a reasoned resolution to
approve a maximum variable compensation ratio of more than 100% of fixed compensation
is submitted to the Shareholders' Meeting.

On June 7, 2021, the ECB was informed that the Shareholders' Meeting of Crédit Mutuel
Arkéa, ruling under the quorum and majority conditions set forth in Article L.511-78 of the
French Monetary and Financial Code, decided on May 11, 2021 that the variable part of the
total compensation of Crédit Mutuel Arkéa's non-employee executive directors, namely Mrs
Hélène Bernicot and Mrs Anne Le Goff, respectively Chief Executive Officer and Associate
Chief Executive Officer, may, upon decision of the Board of Directors, be increased for the
financial year 2021 to a maximum of 120% of their fixed compensation.

The Shareholders' Meeting grants this authorization on the grounds that it should make it
possible (i) to maintain, for the two executives concerned, the pursuit of ambitious financial
objectives for the development of Crédit Mutuel Arkéa in line with its Raison d'être (purpose),
and (ii) to maintain the necessary flexibility between the allocations of variable compensation
and the overall performance observed.

The amounts of variable compensation are directly linked to the economic results of the
Crédit Mutuel Arkéa group and take into account changes in the cost of risk. Consequently,
they do not have a significant impact on the Group's financial base.

Universal Registration Document and Pillar 3 Report

The Universal Registration Document, which forms part of the Corporate Governance
Report, includes a chapter on the compensation paid to corporate officers, and in particular
the compensation paid and due in respect of the year under review.

The information on compensation policy and practices in accordance with Article 450 of the
CRR is published in the Pillar 3 report on the Group's corporate website.
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15.6. Quantitative information on the 2021 compensation
of effective managers and persons whose
professional activities have a significant impact on
the company's risk profile

Table 52 (EU REM1): Remuneration awarded for the financial year
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Table 53 (EU REM2): Special payments to staff whose professional activities have a
material impact on institutions’ risk profile (identified staff)
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Table 54 (EU REM3): Deferred remuneration
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Table 55 (EU REM4): Remuneration of 1 million EUR or more per year

Following the end of his term of office as Chairman of the Board of Directors of Crédit Mutuel
Arkéa, Jean-Pierre Denis received a total gross amount of 2,418,000 euros as part of the
contractual termination of his employment contract:

● 860,000 euros in compensation for his vacation entitlements;
● 475,000 euros in severance pay pursuant to the legal and contractual provisions

applicable to Crédit Mutuel Arkéa as an employer;
● 1,083,000 euros in contractual indemnity corresponding to two years' gross base

compensation. In this respect, Jean-Pierre Denis agreed not to apply the provisions
of his employment contract, as set out in the regulated agreement approved by the
Shareholders’ Meeting and mentioned in the URD of Crédit Mutuel Arkéa for the
financial year 2020, under which the contractual termination indemnity should have
been calculated by taking into account the last variable remuneration effectively
received. By waiving these provisions, this specific indemnity paid is thus reduced by
two thirds.
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Table 67 (EU REM5): Information on remuneration of staff whose professional
activities have a material impact on institutions’ risk profile (identified staff)
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16. Appendices
16.1. Declaration of the responsible person   

The information considered as proprietary is: flows and stocks of losses broken-down by
exposure class, industry and geography as well as flows of provisions of the period (article
442 e and f); the number of obligors broken-down by exposure class and PD range (article
452 h); and the flow modeling within the scope of interest rate risk management (article 448).

Decisions not to publish this information are taken in agreement with the Crédit Mutuel Arkéa
group’s management bodies.

Person responsible for the information contained in this document

Anne Le Goff, Associate Chief Executive Officer of Crédit Mutuel Arkéa

Declaration of the responsible person

I certify that the information contained in the Pillar 3 Report disclosing the information
published under Part Eight of EU Regulation No. 575/2013 “CRR”, as amended by the EU
Regulation No. 2019/876 “CRR2”, is, to the best of my knowledge, in accordance with the
formal policies and internal processes, systems and controls.

Done at Le Relecq Kerhuon, April 11, 2022.

Anne Le Goff, Associate Chief Executive Officer of Crédit Mutuel Arkéa
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16.2. List of tables
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16.3. Pillar 3 cross-reference table
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