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The Basel Il Framework

» Market risk (Standardized, IMA) ,
Basel 2.5: Stressed VaR, IRC, CRM

* CVA risk (Standardized, IMA)

» Operational risk (Basic, Standardized & AMA)
* Minimum capital ratios (CET1, T1, T1 +T2)

* Minimum liquidity risk ratios (LCR, NSFR)

 Minimum leverage ratio

* Regulatory reporting

» Creditrisk & counterparty credit risk \
(Standardized, F-IRB & A-IRB)

* Economic capital

 Stress testing & simulations

» Large exposures/concentration risk

\- Interest rate risk in the banking book

» Portfolio management, limits management

Basel Il

Minimum
Capital Supervisory ek
Requirement Review Discipline
& Ratios Process

Pillar 1 Pillar 2 Pillar 3

e Enhanced risk disclosures

Mooby’s
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The Basel lll Framework — New Developments

Pillar I ETI Pillar 11

Capital Ratios

Liquidity Ratios Leverage Ratio Supervisory Market Discipline

Review Process (Reporting)

Capital

Credit Market Operational Concentration

(EU Large Exposure)

Standard CCR BIA
Derivative
Exposure Standard

Standard AMA

Stressed VAR

. Brand new with Basel 3 . Updated with Basel 3 . Updated with Basel 2.5 I:l No Change from Basel 2
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Basel Ill Squeezes Capital!

Basel Ill has a significant impact on capital requirements
- More strict rules on eligible capital
- Risk Weighed Assets increased for some asset classes (e.g. OTC derivatives)

- Increased capital ratios (Core Tier 1, Tier 1, Conservation buffer, Countercyclical buffer)

Minimum Tier 1 Capital Required 8.5% by
2019

Minimum Eligible Capital ¥
Capital Ratios T <

Risk Weighed Assets ‘.‘

2011 2012 2013 2014 2015 2016 2017 2018 2019

® Tier 1 Capital Capital Conservation Buffer

)
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Basel Il vs. Basel Ill Capital Ratios (CET1, T1, T1+T2)

Plus additional capital ratio buffer (up to 2.5% CET1) for specified G-SIB

13%

Waries, depends on
111.%' -I counterparties countries
10,5%
O
9,9% +2.5%
8,5%
7% +2,5%
+2.5% 6%
4150/’9 +2% - B3 counter-cyclical buffer
+ 2,5{3’6 B3 conservation buffer
B3 minimum add-on
Core Tier 1 ratio Tier 1 ratio Tier 1 + Tier 2 ratio
Mooby’s
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The 29 Global-Systematically Important Banks (G-SIBs)

G-SIFIs
For which the resolution-related requirements will need to be met by end-2012"

Bank of Amernica
Bank of China
Bask ofNew York Mellon - | St tO be updated every year by FSB
Banque Populmne CJAE
Barclays

BNP Panbas

Cingroup
Commerzbank

Credil Suisse

Deutsche Bank

Dexia

Goldman Sachs

Group Crédit Agricole
HSBC

ING Bank

I Morgan Chase
Liovds Banking Group
Mitsubishi UFJ FG
Mizuho FG

Morgan Stanley

Mordea

Raval Bank of Scotland
Santander

Sociéié Générale

- Additional capital buffer

- In addition: list of “domestic SIFIs”
to be published by local regulators

New reporting requirements to the FSB for G-SIBs:

Chart 1. Incremental Approach to Data

Table 1. Overview of the types of information in the proposed data template

5 5 Institution-to- Institution-to- Structural and Systemic Passive and Ad-hoc
Sale Sirect institution aggregate importance data
Sumiomo Mitsw FG
uImom ! s I Bilateral credit exposures Credit exposures & Information to facilitate Predefined data “on- 1A
e
UBs & funding depend funding ies to the of request” and “ad-hoc™
Unmicradit G ru“Ig to assess network risks countries, sectors and systemic importance, and requests to meet -
i - and resilience markets to understand support crisis increased information
Wells Fargo . .
risk ions and needs to assess
vulnerabilities emerging systemic risk Phass 1
Existing
data

Mooby’s
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Restriction on Earnings Distribution

Restriction on dividends, compensation bonuses, equity buyback

' ' ' i Mini + buff
if capital ratios do not exceed minimum + buffers ini + buffer

Mini

ratio

Restriction (% earnings)

100%
|
80% el — — — — — — = — — :_ -
| |
60% mr — — — — = = = = — -1 __
| I :
I I |
40% wfp — = = = = m R R S,
| | ' |
I I ! |
| I : |
I I '
| I : '
0
0% " Bank capital
B3 minimum capital Basel Il minimum capital
+ conservation & countercyclical buffers
Mooby’s
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Basel Ill New Ratios, with Progressive Roll Out

A leverage ratio as a non risk-based metric to avoid excessive leverage

Roll out:

Leverage Ratio = Tert > 3% Tested 2013 to 2017

Balance Sheet and Other Offbalance Sheet Expos Binding 2018

Liquidity risk ratios: a short term ratio (LCR) with a 30 days time horizon and
a more long term one (NSFR) with a 1 year time horizon relying on
regulatory factors defined for stress test scenarios

Stock of High Quality Liquid Assets -
LCR = gh Quality Liq >100% Roll out:
Net Cash Outflow Over 30 Days Tested 2011 to 2014
Binding 2015

Roll out:

) ) Available Stable Funding
Net Stable Funding Ratio = . _ =100% Tested 2012 to 2017
Required Stable Funding Binding 2018

b)
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Compliance Starting from 2013 — The Pressure is on!

Capital

— 2013 - Counterparty credit risk & CVA
— 2015 — Minimum core tier 1 ratio

— 2018 — Capital deductions

— 2019 — New capital ratio buffers

Leverage

— 2018 - Leverage ratio

Liquidity

— 2015 - Liquidity coverage ratio (LCR)
— 2018 — Net stable funding ratio (NSFR)

Phase-in arrangements

Annex 4

(shading indicates transition periods - all dates are as of 1 January)

201 2012 2013 2014 2015 2016 2017 2018 As of
1 January
2019
Paralel run
Leverage Ratio Supervisory monitaring 1 .Jan 2013 — 1 Jan 2017 M'%'ﬁ”"'.‘ to
Disclosure starts 1 Jan 2015 tar
Minimum Commen Equity Capital Ratio 3.5% 4.0% 4.5% 45% 45% 45% 45%
Capital Conservation Buffer 0.625% 1.25% 1.875% 2.50%
Minimum common equity plus capital 35% 40% 45% | 5125% | 575% | 6375% 7.0%
conservation buffer
Phase-in of deductions from CET1
(including ameunts exceeding the limit for 20% 40% 60% 80% 100% 100%
DTAs, MSRs and financials )
Minimum Tier 1 Capital 4.5% 55% 6.0% 6.0% 6.0% 6.0% 6.0%
Minimum Total Capital 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% 8.0%
Mipimum Total Capital plus conservation 80% | 0% 80% | B625% | 925% | 9.875% | 105%
Capital instruments that no longer qualify
as non-core Tier 1 capital or Tier 2 capital P outaver 10 year i beginning 2013
Observation Introduce
Liquidity coverage ratio perid | | | | minimum
begin: standard
Chservation Infroduc
Net stable funding ratio period minimum
begins ‘standard

e

Progressive ramp up of minimum requirements

Mooby’s
ANALYTICS

Basel Il Regulatory Update

10




Basel Ill — Detailed Credit Risk / CCR Changes &

Increased IRB RWA for IRB new AVC factor (x by 1.25) for unregulated & large financial institutions

inter-bank exposures (total assets over 100 M US$ or over 70 M Euros)

€3 BCBS189: par. 102 CRR/CRD IV: Art. 148 par. 2

Capital ch arge for Standard or IMA, scope is OTC derivatives and optionally SFTs (e.g. repos)
CVA risk (excluding trade with Qualifying CCP)

€3> BCBS189: par. 97-104 CRR/CRD IV: Art. 371- 374

Incurred CVA can
lower CCR RWA

Incurred CVA when provisioned can reduce CCR RWA and EL

€> BCBS189: par. 105
(Annex IV par. 9)

CRR/CRD IV: Art. 268 par. 6

)
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Basel Ill — Detailed Credit Risk / CCR Changes &

RWA max between

Use EPE or Stressed EPE metric leading to Max RWA on the bank portfolio
EPE and Stressed EPE

&> BCBS189: par. 98. CRR/CRD IV: Art. 278 par.3

RWA for trades with Via qualifying CCP: 2% for trade and 0% for bankruptcy remote posted collateral
OR 4% or RWA as for bilateral trade (if via broker and account not segregated)
CCP Via Not Qualifying CCP: RWA as for bilateral trades

&3 BCBS206: par .110-115 CRR/CRD IV: Art. 297

Capitalization of CCP Qualifying CCP: regulatory capital function of the CCP “hypothetical capital”
default funds Not Qualifying CCP : 1250% RW

€3 BCBS206: par .116-119 CRR/CRD IV: Art. 298

)
MOODY S Basel Il Regulatory Update 12
ANALYTICS



Basel Ill — Detailed Credit Risk / CCR Changes &

Securitization products

Re-securitization products not eligible, new haircuts for securitization products
as collateral

€3 BCBS189: par. 111 CRR/CRD IV: Art.193 h, 219

No more A- rating criteria

No more A- rating criteria for corporate guarantees to avoid “cliff effect”
for corporate g uarantees

CRR/CRD IV: Art. 197

€3> BCBS189: par .195

A-initial ratin g for To secure securitization exposures, guarantor rating shall be at least BBB- and
securitization guarantor must have been at least A- when providing initially the guarantee

&> BCBS206: par .195 CRR/CRD IV: Art. 242

)
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Basel Ill — Detailed Credit Risk / CCR Changes &

0 .
100_ A) LGD in IRB fo_r 100% LGD, when exposure increase when counterparty credit quality deteriorates
) peCIfI c wrong way ris k Collateral not eligible when issuer linked with exposures counterparty

€> BCBS189: par. 58 CRR/CRD IV: Art.285 par. 5

Increase ma_rg In perIOd 20 days floor if netting set includes more than 5000 trades or illiquid collateral
of risk or derivatives that can not be easily replaced

€3> BCBS189: par. 41 CRR/CRD IV: Art. 279 par. 2

)
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Basel Ill — Detailed Credit Risk / CCR Changes &

250% RW for

250% RW for the not deducted portion of shares in financial institution, DTAs, MSRs
some assets

CRR/CRD IV: Art.128 par. 2
Art. 452

€3 BCBS189: par. 87-89

1250% RW instead Unrated or badly rated securitization exposures, equities in PD/LGD,
of Capital deduction some unsettled trades, significant investment in commercial entities ...

CRR/CRD 1V: Art. 246
Art. 256

€3> BCBS189: par. 90

Deduction from Provision vs expected loss short fall, Gain On Sales for securitization,
common equ ity tier 1 own shares investments, DTAs, Goodwill ....

CRR/CRD IV: Art. 451

&> BCBS189: par. 67-89

)
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Basel Ill — Detailed Credit Risk / CCR Changes &

Lever Ratio 100% CCF for off balance except unconditionally cancelable 10% CCF
SEE/E Regulatory CEM netting for OTC derivatives and SFTs, 3 months average

CRR/CRD IV: Art. 416-417

&> BCBS189: par. 151-167

Cou ntercycl ical Buffer For “private” counterparty only, weight applied depend on country of residence

&> BCBS189: par. 136-147

Conservation Buffer 2.5 % additional capital buffer

&> BCBS189: par. 122-135

CRD |V directive: Art. 126

CRD |V directive: Art. 123

)
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EU Basel lll Implementation

* o W

» Capital Requirement Regulation (CRR): Single rule-book across EU, no need for
local transposition by member states (include most of the detailed Pillar 1 rules)

» CRD IV: the Directive with local transposition by member state

Should include: sanctions if a bank does not meet the minimum requirements,
possibly additional domestic rules for mortgages, additional capital buffers ...

» Currently draft CRR/CRD IV version, still updated every month ...
=> final “Danish compromise” expected by July 2012, applicable 15t January 2013

Currently “under discussion”:

- UK wants ability to define higher capital ratios (+3%) for retail banks (Vickers rules)

- Global vs European vs domestic SIFIs buffers (may be pushed to CRD V next year)

- No more 0% RW for all EU sovereign debt exposures in Euros (e.g. Greece)

- Lower RWA for SME, infrastructure project and trade finance to stimulate investments

- Restrictions on bankers remunerations (bonus <= fixed pay)

b)
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Common COREP Rev4 Reporting in EU in 2013

» EU CP50 draft on common COREP, FINREP & mortgage losses
published in December 2011, EU CP04 on own funds published the 7t of June

» Final specification should be published by August 2012 (w/ XBRL taxonomy)
» It will be applicable in EU on the 31st of March 2013 reporting date

Implementation date of Art. 95 CRR is 1 January 2013:
harmonised reporting for period Q1 2013 is due within 30
working days of 31 March 2013

It shall apply from 31 March 2013 which 1s the first reporting reference date.

This Regulation shall be binding in its entirety and directly applicable in all Member States.

b)
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Single Large Exposure Reporting Stack in EU in 2013

» EU CP51 draft on common large exposures reports published in February 2012

» It shall also be applicable in all EU on 31st of March 2013 reporting date

According to the European Commission (henceforth “EC’) proposals. institutions are envisaged to be
required to comply with CRR requirements as of 1.1.2013. Therefore. the first regular reporting period
thereafter 1s expected to be Q1 2013 with the first reporting reference date being 31.3.2013.

b)
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New Reports on Leverage Ratio and

Liquidity Risk Ratios

» EU CPO05 and CPOG6, includes draft templates on liquidity and leverage ratios
published by EBA the 7t of June 2012 (consultation until end of August 2012)

» Applicable for “monitoring purpose” in Q1 2013

Timing of ITS development and application date

Based on the EC proposals and this ITS, institutions are required to comply with
new reporting requirements according to Titles II and III as of 1 January 2013.
From this date onwards competent authorities will have to check institutions’
compliance with the afore-mentioned regular reporting requirements and
reporting instructions belonging to the reporting templates. The first regular
reporting period for the liquidity reporting according to Title II is expected to be
January 2013, with the first reporting reference date being end January 2013
The reporting of the stable funding according to Title III is expected to
commence in the quarter of 2013 with the first reporting reference date being
end-March 2013 2012.

Timing of ITS development and application date

According to the EC proposals, it is envisaged that institutions will be required to
comply with CRR requirements as of 1.1.2013. Therefore, the leverage ratio
reporting requirement also is expected to be effective from that same proposed
implementation date of the CRR. This would mean that the first regular reporting
period thereafter is expected to be Q1 2013 with the first reported leverage ratio
being calculated as the simple arithmetic mean of the monthly leverage ratios
over the first quarter of 2013,

Mooby’s

ANALYTICS
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EU Specifics — Detailed Credit Risk / CCR Changes

Exposures to banks RWs
(standardized)

In standardized approach use bank rating (if rated) otherwise sovereign rating

CRR/CRD IV: Art.114-116

Past due deals No more preferential 100% RW if fully secured by ineligible collateral
(St andardi zed) No more preferential 50% RW for secured part by Residential Real Estate

CRR/CRD IV: Art.122

High Risk 150% RW

. Hedge fund exposures and private equity exposures as high risk (150% RW)
(standardized)

CRR/CRD IV: Art. 123

)
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EU Specifics — Detailed Credit Risk / CCR Changes

Mortgages RRE: Min (80% market value: 80% MLV) => 35%RW
(Standardized) CRE : Min (50% market value; 60% MLV) => 50% RW

CRR/CRD IV: Art.119-121

\[¢ rtg ages LGD floors No more derogation for LGD floor
(|RB) Weighted average LGD floor: RRE mortgages (10%), CRE mortgages (15%)

CRR/CRD IV: Art.225 par. 2
Art.160 par.4

0% RW for
EFSF

European Financial Stability Facility

CRR/CRD IV: Art. 113

)
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EU Specifics — Detailed Credit Risk / CCR Changes

; 0 ;
Alternatlve to 1250 %o RW: For the former Basel Il deduction 50% tier 1 and 50% tier 2

full deduction from E.g. unrated or badly rated securitization exposures, equities in PD/LGD,
c c some unsettled trades, significant investment in commercial entities ...
common equity tier 1

CRR/CRD 1V: Art. 246
Art. 256

Trades with QCCP
no 4% RW category

2% RW only, not yet the 4% RW category

CRR/CRD IV: Art. 297

Capitalization of CCP

Specific capital requirement rules for contractually committed contributions
default funds

CRR/CRD IV: Art. 298

)
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EU Specifics — Detailed Credit Risk / CCR Changes

Alternative app roach Counterparty Credit Risk RWA * 5 (when using OEM)
for CVA risk

CRR/CRD IV: Art. 374 par. a

CVA scope is all OTC trades (or SFTs optionally) excluding the following:
- Credit derivatives trades hedging credit risk RWA
CVA sco pe - Trades with Qualifying CCPs
.. . - Trades with EU Central Banks, EU Sovereigns, EU PSEs, EU MDBs
(speC|f|c EXC|USIOI’]S) if and only if using IMA for CVA risk (not excluded if using CVA standardized)
- Intra-group trades with parent, sister or child companies
- Trades with counterparty part of an “institutional protection scheme”

CRR/CRD IV: Art.372
EMIR: Art. 1 par 4 & 4a

Other EU SpeCIfICItI es Examples : 5% retention floor for securitization, Significant Risk Transfer check

already in CRD I/ for securitization originators, life insurance asset class ...

)
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COREP Rev4: CR SA

Ezposures ! Transactions subject
to counterparty credit risk

Securities Financing

0l -
Transactions

]

o5 | o g sy i M charnge

20%

e el cvieared ProeaRt & el

o

Derivatives & Long Settlement

a7 p
Transactions

assessment by a nominated

of which: with a credit
ECAT

assessment by a nominated

assessment derived from
ECAI

central government
assessment derived from

of which: with a credit
of which: with a credit
of which: with a credit
central government

LE0] o CFTE e atines

— 260 270 280 290 300

il cresned Mol eomgndiae
CEE

a0
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COREP Rev4: CR IRB

MMEMMORAMDUR ITERS:

[-1¥WaLUE ADJUSTMENTS ANMDO PROYISIONS
Exposures / Transactions EYPECTED LSS MUMEER: NT.I?-;IFSIEZ_H
subject to counterparty credit aF oOF
risk AMBURT ) CELIGORS | COUNTERP
o of which: the BRTIES
- of which: Credit Expected Loss
0400 Securities Financing * Waluation amount is higher
- Adjustements | than the CyWA at the
Transactions 3 nietting set lewel
r
of which: subject to ClFA

041
charge

Derivatives & Long Settlement

050 Transactions
51 of which: OTC-Derivatives
p)
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COREP Rev4: New IRB Report on Geographical
Concentration

Geographical breakdown of financial exposures subject to credit risk {IRB approach])

Country:

r—/_/— Dimension:
Total plus Top 10 countries

INTERNAL RATING
SYSTEM

PO ASSIGMNED TCQ THE
CQELIGCR GRADE CR

CRIGIMAL EXPOSURE
PRE CONVERSICN

EXPOSURE WEIGHTED
AVERAGE LGD (%)

ool FACTORS
(%)
010 020 030

EXPOSURES ASSIGNED TO
OBLIGOR GRADES OR PDOLS:
TOTAL

of which: Defaulted exposures

Central banks

General governments
Credit instituticns

COther financial corporations
Corporates

Retail

Cther

On balance sheet items

of which: Commercial real
estate

of which: SME

Central banks
General governments
Credit instituticns
COther financial corporations
Corporates

of which: SME

Mooby’s
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COREP Rev4: CA

Split in 5 reports:

CA 2: Own funds requirements (RWA)
CA 3: Capital ratios

CA 4: Memorandum items

+ Group Solvency

OWH FUNDS:
Code| 10 Ttem Legal references Amount
COMMON EQ Article 47 o
= Capital instruments eligible as CET1 Capital
S e Articdes 24(1) pont a} and 25

Paid up capital nstruments.

of CRAR.

(-} Capital

s ot aloihl e 26(1) points b), )
struments nat eigible £ CRR

o5 22(29) and 24(1]
of CAR

Share premium

(] Own CET1 instruments

rect holdings of CET1 mstruments

Indirect holdings of CET1 instruments

n the trading book In the form of indes

|CRR

na

 ooiged

CA 5: transitional provisions (grandfathering rules)

CA 1: Eligible Own funds and deductions (many changes)

i1 HISHK W TGHTED EXPOSURT AMOUSNTS FOR

CREDIT, COUNTERPARTY CREDTT AND DILUTION
ISKS AND PRIT DELIVERIES

Legal Amount

Articies 65 and 66 p

o R
Article 66 of CRR

poitiany

hart postion) in egtion
arksatw the institution has a
[Holdings ol CETY capital of ok wehare the i grifi Artcles 41, 42, 44 and 46

of CotR
Articles 41, 42 pont [
and 46 of CRR
42 pomn|
and 46 of CRR
Article 42 point (a) of CRR

T

19.53] (1P

CAPITAL RATIOS:

Code | ID Ttem Legal references Amount
o ! CET1 Capital ratio Article 87(2) point (a) of CRR
& 2 Surplus(+)/Deficit(-) of CET1 capital
] * |71 Capital ratio Article 87(2) point (b) of CRR
T 4+ Surplus(+)/Deficit(-) of T1 capital
50 5 Total capital ratio Article §7(2) point () of CRR
Tien B Surplus(+) /Deficit(-) of total capital

Hebdings o AT1 cagit

al o rmluvant extities where the inst

omtld], 55 80

“RR
Articles 53 pont{d], 55 and
56 of CRR
Artiches 53 pont (4] and 55
of CRR
cle 56 paint (i

R
Article 56 of CRR
Artcles 63 pant (d), 65 and

TN PO
Adrmrimrans | Adpurnmes Mdpminmenis 10 | Adpmamenin i3 | Adgerimrns
Tt iy WEATI | tmAty | A T 0 e
=T = [ N T — ——
| m— 1 1
[Er—
— o
—w
i i —
S TE st et it o et 4 ot AF s o Ao T
o ot PoI
T3 meremencz e Wi v B 57
Hiaem Tors et
ikt 3 bt d b Mttt ’
[repeeitm——
pe— P P
[ I—— = o
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New EU Reports on Large Exposures

- Per counterparty group and then focus on individual counterparties
- Direct and indirect exposures

- Detailed information on credit risk mitigants (collaterals and guarantees applied)

b)
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New EU Reports on Liquidity Risk Ratios

» Pretty in line with Basel QIS templates

» LCR (CPO0O5 Annex 1): reports on liquid assets, inflows and outflows

» Stable funding (CP0O5 Annex 2): reports on available and required stable funding
over next 12 months

Items re ing stable fundin
amount due
ASSETS: .
Tode ] Ttem Legal references Amount within | between | between | between | . .,
Code| ID Item Legal references three [three and | 6and 9 | 9 and 12 i
LIGUID ASSETS Batile 404 of CRR months | Emonths | months | months | ™OM"F
“ (eash Article $04.1(z) of CRR T
03 " " ITEMS BREQUIRING STABLE FUNDING
(4 deposits held with central banks
& (-] deposits that can be withdrawn in times of stress Article $04.1(z) of CRR u () assets referred to in Artile 404 Aticle 415.1() of CRR
Markel value
C - XX} [-) extremely bighly iquid assets .
(4 transterable assets representing elaims on ar guaranteed by the central goverment of Belremel gt Iad assets
Iember state ar athird eauntry if the institution incurs 3 liquidity risk in that Member statear | Article 404 1(s) of CRR 1 () which institutions identify themselues
third country that it wovers by holding those liquidity assets [XEES (- which are identified in the CFF tert
- [+ representing claims on soversigns 1z [) highly liquid assets
5 X [-) which institutions idertify themselves
(4 guaranteed by sovereigns - e
o .22 (-] which are identified in the CRA test
- (4 tatal shares ar units in CIUs with underling assets specified in Article 404 Article 4062 of CAR Tz T cecurities and money market nstraments not
- ) y ’ Auticle 415.1[E) of CRR
(- underlying assets in point {a) o artcle 404.1 Article 408.2(2) of CFR reported in 1.1
o 5
(- underlying assts in poink [b] and [¢) of article 404.1 Anticle $06.2(b) of CAR - _ i _financi ities i
_ () equity securities of non-financial entities listed on |, gy oo
(- underlying assets in paint (d) o artile 404.1 a major indez in a recognised ezchange
M["""I""“‘ Market value high ] 3
extremely liquidity and credit [-) other equity secu Atticle 415.1(d) of CRR
quality
[
B [-) securities with 3 0% risk weight (-1 gold Aiticle 415.1(e) of CRR
X y i Jai 18 N .
[ reprezenting claim= on savereign= (-] other precious metals Article 416.1(F) of CRR
- (4] guaranteed by soversigns
5
- 8] ing elaims on or quarantead by (8] 1oans and Auticle 416.1(g] of CRR
= () representing claims on or guaranteed by public sector entities, regional governments and IET)
a [ [-] the bormowers of which are natural persons and small and Aticle $¥:1ig)i) of CFR:
(4 representing slaims onor guaranteed by BIS, IMF, EL. o MDBs medium sized enterprises [deposit <|1m)
& (-] seuwities with 4 207 1ish weight TR
{-) the borrawers of which are soversigns, central banks and PSEs | Article 415 1(g)fii] of CRR
(4 representing claims on soversigns
X3 N 11E
- () guaranteed by sovereigns [F)the borrawers of which are not refenedtoin Anisle $1gI0 |, e gl o CFR
[ on or guaranteed by and (ii] other than financial customers
B [ reprezenting claims onor guarante=d by public Sectar entiies, regianal Jovammments and 7]
Iocal suthori [-) the brrawers of which are any other sustomers Article 416 1(g)(iv] of CRR
(4 representing elaims onor quaranteed by MDBs
[0
o it i
(-] assetziszued by 3 creditintinution which has besn set up andis sponsared by s Member (-] derivatives receivables Aticle 415.1(h] of CRA
State central o regional government and the asset is guaranteed by that government andused | Anicle 04,21 of CRR =
ta fund prometional loans granted on anon-competitive, not for profit basis ) [-) any other assets Article 415.1(i) of CRR
“ () non financial eorpor ate bands I

[ rared AR ar hetrar

(-) undrawn credit fa = that qualify as ‘medium
risk” or ‘mediumdlow risk’ under Annez L

Aaticle $15.1(j) of CAR
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New EU Reports on Leverage Ratio

» Pretty in line with Basel QIS templates

» (CP06 Annex 1): reports on-balance and off-balance exposures, before
and after regulatory netting, additional break down per Basel asset classes and RWs

Leverage ratio

Template LR1: On-balance sheet items

Template LR3: On- and off-balance sheet items — additional breakdown of exposures

actting or

CRM])

Method 1 Method 2

Column
1 B [ [
Accoustin ¥alue nerting rales
Row g balance
sheet value Method 1 Method 2
0100] Dierivatives:
[pretection zeld]
[pretection bought]
040]_Financial derivatives
P 050[ SFT covercd by a netting agreement
06| Dther SFT
070] Dthar azeots
Template LR2: Deri: and off-balance sheet items
Columa
1 B [} g
Mark-to- Mark-to-market method
Original market
method Hotional
Row Method | [assume no amoust

0100 Disrivatirez:

20 _Credit derivatives [pratection zald], which are ubject ta cloze out clause

030] Credit derivat rotection sold), which are not subject to close out clause

040 _Gredit derivatives [pratection bought]

=

Financial derivatives

=

Off-balance sheet ikems with 3 0% COF in the RS of which:

Uncaonditionally cancellable credit cards commitments

Drawn amaounts on unconditionally cancellable credit cards commitments

Cicher unconditionally cancellable commitments

Dirawn amounts on other uncanditionally drawn cancallable commitmants

1
110] Off-balance sheet items with 3 20% CCF in the REA

120 Off-balance sheet items with 3 50% CCF in the R34

130] OFf-Balance cheot items with 3 00% CCF in the REA

Colums
1 2
ba'l:'a:-ce OFf-balance
cheek sheet
Row exposares EIpOSUNES
I'okal on- and obf-balance sheet exposures belonging o the Banking book | Breakdown
according o the effeckive rizk weight]:
oiof=o%x
020> 0 and=12%
030] > 12 and 5 20%
040] = 20 and 5 50%
050] > 50 and = T5%
Q60| > 5 and = 100%
070|> 100 and 5 425%
Q20| > 425 and 5 1250%
030 Defaulted cxposures
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New EU Report on Mortgage Losses and Exposures

CR IP LOSSES

Exposures and losses from lending collateralised by immovable property

Losses

Exposures

Sum of loszes stermming from lending up ta the reference percentages

Sum of overall losses

Sum of the exposures

- “ e T e F35e g T2 © o B
i5s =N =3 FAE 1= oo 2 @8 2
- 2 = o< i53z e 3 o< s £ o<
R A g = SEE 3 g3 e = [ 5 =
a S5 o g RS a S5 E o g i E a5 LNt
EEE s T 3 E PR & T 2T 2T e
HEXS 2 Z S 2 g < z

w37 g 2 s 32F g 2 g 7

] . " ] . E " "

&7 &

3 23

& & 2

2 2

01 020 030 040 050 50 070 030 030 100 10

collateralized by:

Residential property

Commercial immouable
property
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New Common EU FINREP

» Financial reports (IFRS or local GAAP)

>

\4

>

\4

>

\4

>

\4

»

»

»

»

»

»

At consolidated level only

20 reports (to be sent twice a year)

per product type

per type of counterparty

per risk type

per country (residence of the counterparty)
per industry sector (NACE Codes)

per accounting strategy

Balance Sheet, income statement, impairments (specific and general allowances)

Detailed assets, liabilities, off balance sheet, derivatives products breakdown:

TIEASUIES

Cuoisuawip | EOSTEOERTTE |
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US Basel lll Implementation

Basel Ill as one of the many requirements in the Dodd Frank Act (DFA),
the US big financial reform initiated after 2008 crisis

Detailed Basel Ill NPR on regulatory capital published the 7 of June 2012
(comments expected by 7t of September 2012, progressive roll out starting in 2013)

Final Basel 2.5 rules for market risk update published also the 7t of June 2012
(application date: 15t of January 2013)

New rules on Basel Il liquidity risk ratios and G-SIBs additional capital buffers will be
addressed in future proposals

Press Release
Proposed rules on BIIl:

Release Date: June 7, 2012

For immediate release

The Federal Reserve Board on Thursday invited comment on three proposed rules
intended to help ensure banks maintain strong capital pasitions, enabling them to
continue lending to creditworthy households and businesses even after unforeseen

losses and during severe economic downtumns Fl n al ru I es on B I I 5 market r|S k

Taken together. the proposals would establish an integrated regulatory capital framewaork
that addresses shortcomings in regulatory capital requirements that became apparent

during the recent financial crisis. The [ EERTERTTET Tt L A RGO ER VLT G
tates the Basel lll regulatory capital reforms from the Basel Committee on Banking
upenvision and changes required by the Dodd-Frank Wall Street Reform and Consumer

b)
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US Basel Il Implementation

Type of Institutions

All US banks
{over 500 Millions US$ of total assets)

US Savings and Loan Holding Companies
(SLHCs)

US banks or SLHCs
{over 50 Billions USS5 of total assets)

U5 banks or SLHCs

{over 250 Billions USS5 of total assets
OR with over 10 Billions of FX
exposures)

US banks or SLHCs
{trading assets/liabilities over 1 Billion
Us$ OR over 10 % of balance sheet)

Review of own fund eligibility
rules & capital ratios increased Countercyclical
{including CET1 minimum ratio, Buffer

conservation buffer )

Mot Applicable

Progressive roll out
starting in 2013

RWA rules
for Credit Risk & CCR

Basel Il Standardized approach
(with some specificities),
replacing current US Basel I rules
Application date: 1st of Jan 2015
{possibility to comply earlier)

Applicable

Basel I IRB including CVA risk
{with some specificities)
Application date: 1st of Jan 2013?

RWA rules
for Market Risk

Not applicable

Reporting
requirements
including Pillar 3

Simpler version

Leverage Ratio

Simpler version

Enhanced version

Simpler version

Enhanced version

Enhanced version
(including off
balance sheet

exposures)

Depend on total
assets

Blll standardized or IRB
depending on total assets

BIL.S rules for market risk
{with some specificities)
Application date: 1st of Jan 2013

Enhanced version

Depend on total
assets

Mooby’s
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US Basel |ll Standardized Specifics for Credit Risk
or CCR

||| I

- 0% RW for US sovereign
Not re|yi ng on rati ng - 20% RW (or 100% RW) for US GSEs or PSEs
. . - 0% RW for international MDBs

agencies external ratings - 20% RW for US banks
- 100% RW for non past due corporate exposures

(DOdd Frank Act m andate) - OECD country ratings used for foreign sovereigns, banks and PSEs RWs
- Collateral haircuts based on standardized RWs or “investment grade” criteria
- Simplified Supervisory Formula Approach (SSFA) or “gross up” approach

for securitization exposures

- No minimum ratings criteria for guarantors eligibility

- 0% if unconditionally guaranteed by US government (or agencies)
- 20% if conditionally guaranteed by US government (or agencies)
Residential Mortgages - Other wise: 35%, 50%, 75%, 100%, 150%, or 200% RWSs depending on:
> Category 1 vs Category 2 classification (qualitative information)
> LTV ratios

)
MOODY S Basel Il Regulatory Update 38
ANALYTICS



US Basel |ll Standardized Specifics for Credit Risk
or CCR

||| iy

ngh VOIatIlIty S C ial M | ified HVCRE di i
. ome Commercia ortgages are classified as according to various
Commercial Real Estate = 2

regulatory criteria (e.g. LTV maximum ratios) and get then a 150% RW.

Other CRE get 100% RW.
(HVCRE)

. 0%, 20%,100%, 250%, 300%, 400% or 600% RWs depending on various
Eq u |ty and funds gualitative criteria (e.g. type of issuer, public vs private equity ...).
exposures Specific equity hedging rules and funds look through approaches.

Other retail exposures Other retail exposures (e.g. credit cards) get 100% RW

Mooby’s
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US Basel |ll Standardized Specifics for Credit Risk

or CCR

No charge for CVA risk

No countercyclal buffer

Simpler leverage ratio

CVA risk capital charge (even for Simple regulatory formula) only for IRB banks

Only for IRB banks

Off balance sheet exposures included only for IRB banks

40
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US Basel Il IRB Specifics for Credit Risk or CCR

Not relyi ng on ratin g - Collateral haircuts based on standardized RWs or “investment grade” criteria
- SFA, Simplified Supervisory Formula Approach (SSFA) or deduction approach

agencies external ratings pne
for securitization exposures
- No minimum ratings criteria for guarantors eligibility (including for securitization

(DOd d Frank Act mand ate) guarantors or when applying “double default “approach)
- PD bands (internal ratings) instead of external ratings for CVA simple
regulatory formula

Other specifics in line Examples :
Specific rules for mortgages, HVCRE, equities, funds, 100% RW in case

with of default, equity materiality rules ...
current US Basel Il rules

)
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US Basel 2.5 Market Risk Rules

» For IMA in lines with Basel 2.5 (e.g. Stressed VAR, IRC)

» A US standardized approach proposed as an alternative for “specific risk”

US standardized approach
for specific risk not
relying on ratings

(Dodd Frank Act mandate)

Interest rate specific risk (e.g. bonds):

- 0% RW for US sovereign

- OECD country ratings and maturity used for foreign sovereigns, banks
and PSEs bonds RWs

- Corporate bonds RWs depending on maturity and “investment grade” criteria
Securitization exposures

- Simplified Supervisory Formula Approach (SSFA) or “gross up” approach
Equity specific risk

- 2% or 8% RW depending on diversified index or not

Mooby’s
ANALYTICS

Basel 1l Regulatory Update

42



US Basel llI

» New thresholds for Prompt Corrective Actions (PCAs) [t ot mitimmn o

Capital conservarion buffer (as a percentage of Maximum payeut ratio (as a
total visk-weighted assets) percentage of eligible retained
. . . . income)
)) N eW | I m Itatl O n O n p ay O ut ratl O b aS e d O n Greater than 2.5 percent Mo payout ratio limitation applies
- - . - Less than or el;uu] Iul_l..‘ percent, and @eater than GO percent
conservation buffer (e.g. dividend, equity buy back)
Less than or equal to 1.875 percent. and greater 40 pereent

than 1.25 percent

Less than or equal to 1.25 percent. and greater 20 percent
than 0.625 percent

Less than or equal to 625 percent 0 percent

Table 7—Proposed PCA Levels for Insured Depository Institutions Subject to the

Table 6—Proposed PCA Levels for Insured Depository Institutions not Subject to the
Advanced Approaches Rule

Advanced Approaches Rule

Requirement Total Tier 1 Common | Leverage Requirement Colfullcfll Leverage Measure
RBC RBC Equity Measure _ Equity tier
measure | measure tier 1 PCA requirements Total Tier 1 1RBC
(total (tier 1 RBC (leverage RBC RBC measure
RBC RBC ratio | measure ratio-- measure | measure | (common leverage | Supplementary PC'A
ratio -- | == percent) | (common | percent) (total (tier 1 equity tier ratio ) requirements
percent) equity RBC RBC 1 RBC (percent) leverage ratio
tier 1 ratio -- ratio -- ratio (percent)
RBC percent) | percent)
ratio percent)
(percent) Well Capitalized =10 =8 =6.5 =5 Not applicable | Unchanged
Well Capitalized =10 =8 =6.5 =5 Unchanged from hlou?]ju;rem
current rules® e
Adequately =8 =6 =45 =4 E Adc.qualrely =8 =6 =4.5 =4 = 3.0
Capitalized Capitalized
Undercapitalized <8 <6 <45 <4 » Undereapitalized <8 <6 <45 <4 <3.00
Significantly <6 <4 <3 <3 B Significantly <6 <4 3 <3 Not applicable
undercapitalized undercapitalized
Critically Tangible Equity (defined as tier 1 capital plus " Critically Tangible Equity (defined as tier 1 capital plus | Not applicable
undereapitalized | non-tier 1 perpetual preferred stock) to Total undercapitalized | non-tier 1 perpetual preferred stock) to Total
Assets £2 Assets =2
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Other US Regulatory Initiatives as part of
Dodd Frank

» CCAR stress testing and reporting requirements (FRY 14) — a huge regulatory burden
— Monthly: detailed loan level reports (on credit cards, mortgages transactions)
— Quarterly: other loan levels reports on other assets classes and some risk reports

— Yearly: Capital planning and RWA reports, forward looking view on upcoming 9 quarters
(for base line and for several stressed scenarios)

— Applicable to T1 banks (assets > 50 B US$) and simplified version for T2 banks (assets > 10 B US$)

» Single counterparty limit (analogy with EU large exposures rules to monitor concentration risk)

» Common Legal Entity Identifiers (LEI) for counterparty pushed by US Agencies (e.g. CFTC),
shall become an international ISO standard pushed also by FSB

b)
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Risk Factor
Schedules and Sub-Worksheets

Data as-of-date

Submission due to Federal Reserve

FR ¥-14A (Annual Filinzs)

Basel L Dodd-Frank Schedule
Regulatory Capital Instruments Schedule
Macro Scenario Schedule
Summary Schedule

Balance Sheet

Income Statement
Capital

Fetail Risk
Operational Risk
Securities Risk

FFNE

Drata as-of September 30

Diata due JTamnary 5 of the following
VeEL

Market Shock exercize
Summary Schedule
#+ Trading Risk

Drama as-of a specified date
in the 4" quartar.

Data due Jamnary 5 of the following
year

+ CCR Az-pf-date would be

CCR Annual Schedule commmicated during the 4

quarter after it had ocourred
FR ¥-140Q (Quarterly Filinzs)
Securities Bisk Schedule Drata as of each quarter end Same as FE. Y-PC reporting
PFNE Schedule schedule: Feported data (40 calendar
Retail Rizk Schedunle days after the calendar quarer-end
Whalesale Risk Schedule for March, June, and Seprember and
Orperational Risk Schedule 45 calendar days after the calendar

quarter-end for December).

Basel DL Dodd-Frank Schedule Diama as of each quarter end | Same as FR.Y-2C reporting schedule
Regulatory Capital Instruments Schedule

Cruarterly data reported for

the first, second, and

fourth quarters ONLY.

Trading Risk Schedule

Drata as of quarter end for
first, second, and fourth
gquarters.

Same as FE. Y-PC reporting schedule

Dwue to the fact that the 3™
quarter data is part of the
Marker Shock exercise, the
as-of-date for the 3™ quarrer
wionld be comrmumicated
during the 47 quarter after it
had occurred.

The 3™ quarter data would be due 40
calendar days after the notificadon
dare (potfying respondents of the as-
of-dare) or December 15, whichever
comes earlier. BHC:s may provide
these data as-of the mest recent date
thar comesponds o their weekly
internal rizk reporting cycle as long
a3 it falls before the as-of-date

FR ¥-14M (Monthly Filings)

Retail Rizk Schedule
+ Domestic Home Equity
Eesidential Morizage

+ Domestic First Lien Closed-emd
1-4 Family Residential Mortgage
#  Domestic Credit Card

Diama as-of the last business
day of each calendar month

Reported data due by the 30%
calendar day of the following month
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World

Rest of th

D

G20 country members are committed to implement Basel Il from 2013

%o

)
‘
‘ Russia

Implementing Basel Il
£ . IRE in 2015.

North America

USA, Canada and
S in 2013, mne with [
Basel Ill in 2013. CRD 4. Japan
Implementing
China, India and Basel Il in 2013.
Pakistan looking to
implement Basel lll in
2013, with other States
following with Basel 2
/111 'in due course. South East Asia
Singapore and Malaysia
Latin America implementing Basel Ill
Brazil implementing Basel Sy Lr:jgm?n‘ Oéah':ersl' ﬁ'}ﬁ}el:ter
lll in 2013 and other pting :
States progressing toward
Basel I/l according to Africa
their own timetable. South Africa implementing L
Basel lll in 2013. Other
States implementing Basel
111l at their own pace.
Australia & New Zealand
Implementing Basel Il in 2013.
s
b)
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ROW — Basel Committee Progress R

Status of Basel 2.5 adoption (as of end March 2012)

Country Basel 2.5 Mext steps — Implementation plans
Argentina On-going work to draft preliminary documents. Switzerand
Australia Turkey {1) On-going work to harmonise current regulation with Basel
Belgium 2.5 rules - final regulation expected to be published in early
Brazi 2012
razil
Canada (4) Changes related to securitisation/resecuritisation positions
- taken into account in the Basel |l context.
China Basel 2.5 included in Bll related guidelines and to be integrated - -
into new capital United Kingdom
France United States (2) Market risk capital requirements have been proposed and
Germany remain to be finalised. These proposed requirements were

medified in December 2011 to incorporate restrictions: on the
use of credit ratings as set forth in the Dodd-Frank regulatory
reform legislation.

Hong Kong SAR
India

Indonesia Basel 2.5 considered as not relevant to be implemented in the (1) Other Basel 2.5 revisions are under development as part of
Indonesian context as securitization exposures are very small the proposed Basel |l rule cumrently expected to be issued for
and more on fraditional forms (only one bank has completed comment during Q2 2012,
securitisation fransactions as the originator). Moreover, no bank
in Indonesia has adopted the intemal model-based approach European Union Final date for full transposition by member states of the
for market risk capital charge European directive implementing Basel 2.5: 31 December
Italy 2011.
Japan
Korea MNumber and colour code: 1 = draft requlation not published; 2 = draft requlation published; 3 = final
Luxembourg rule published; final rule in forcel.-eh = implementation completed; Yellow = impl ntation in
Mexirn Sercuritisatinn and resscuritisafinn requirements to be Process, - = no implementation.

implemented within the Basel |l framework, which will be
implemented early in 2012. On-going weork to incorporate the
enhancements to Pillar 2 and Pillar 2 and the revisions to the
Basel | market risk framework.

The Netherlands

Russia (1) Pillar 2 expected to be implemented not earlier than in 2014.
(2) Final regulation (remlnn tothe 3|m pllﬁed approach for
market risk) expected shortly ] ted to come into
force during Q2 2012.

Saudi Arabia

Singapaore

South Africa

Spain

Sweden (4) Final rules for the Basel 2.5 agreement are | in force,

including liquidity mar and

(1) The supplementary Pillar 2 guidance is, for the most part,
applied in practice in the Pillar 2 supervision, howsver a new
naticnal ICAAP guideline is still under development.

)
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Status of Basel lll adoption (as of end March 2012)

South Africa

Draft amendments to legislation issued on 30 March 2012 for
consultation.

Spain

2)

{Follow EU process — third compromise text published)

Sweden

2)

(Follow EU process — third compromise text published)

Switzerland

Public consultation on draft regulation on Basel |ll has been
finished in January 2012. Decision on final rules text expected
until mid-2012. Final SIFI regulation (level: Banking Act)
adopted by Pariament on 30 September 2011 — Draft SIFI
regulation (level: accompanying ordinances) was published in
Decemiber 201 1; decision on final rule text expected before
end-2012.

Turkey

Draft regulation expected to be published in mid-2012.

United Kingdom

2)

(Follow EU process — third compromise text published)

United States

Draft regulation for consultation planned dunng Q2 2012. Basel
2.5 and Basel 1ll rulemakings in the United States must be
coordinated with applicable work on implementation of the
Dodd-Frank regulatory reform legislation.

European Union

[

Third compromise text (directive and regulation) published by
the Danish Presidency on 28 March 2012.

Country Basel lll Hext steps — Implementation plans

Argentina 1 On-going work to draft preliminary documents.

Australia 2 Draft rules for capital requirements issued on 30 March 2012.
Draft rules to implement liquidity requirements issued in
November 2011 for public consultation until 17 February 2012,

Belgium (2) (Follow EU process — third compromise text published)

Brazil 2 Draft regulation published for public consultation on
17 February 2012.

Canada 2 On 1 February 2011, banks were directed to meet the 7% CET1
standard as of January 2013.
Reqgulations for (i) non-viability contingent capital and (i)
transitioning for non-qualifying instruments published August
and October 2011 respectively.
Draft regulation for definition of capital and counterparty credit
risk issued to banks in March 2012.

China 2 Draft regulation combines Bll, B2.5 and Blll. Public consultation
ended in 2011. Final rule expected to come into foree in Q3
2012. Will be applied to all banking institutions.

France (2) (Follow EU process — third compromise text published)

Germany (2) (Follow EU process — third compromise text published)

Hong Kong SAR 13 (3) Bill passed by the Legislative Council on 29 February 2012
and published for the purpose of creating rule-making powers
for the implementation of Basel Il
(1) Industry consultation underway on policy proposals for
inclusion in rules. Consultation on draft text of rules scheduled
for second half of 2012.

India 2 Draft regulation rel d for comments on 30 December 2011.

Indonesia 1 Draft regulation to be released for consultation with industry in
Q2 2012,

Italy 4] (Follow EU process — third compromise text published)

Japan 3 Draft regulation published on 7 February 2012 — Final rules
published on 30 March 2012 — Implementation of final rules
({end of March 2013 — In Japan, the fiscal year for banks starts
in April and ends in March)

Korea 1 Draft regulation to be published in the first half of 2012,

Luxembourg (2) (Follow EU process — third compromise text published)

Mexico 1 Final rule expected in Q2 2012.

The Netherlands (2) (Follow EU process — third compromise text published)

Russia 1 Draft regulations under development.

Saudi Arabia 3 Final regulation issued to banks.

Singapore 2 Public consultation on draft ended in February 2012. Final rule
is expactad to be published in mid-2012

Mumber code: 1 = draft regulation not published;, 2 = draft regulation published; 3 = final rule
published; 4 = final rule in force.
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Detailed Basel Il rules

Draft published

EU

Russia

Saudi Arabia
South Africa

Draft published

Switzerland

Turkey

Morocco
Others:
Israel, UAE ...

Source: Moody’s Analytics

Draft published
{no more Swiss finish for standardized approach)

B3 updated regulatory reporting templates B3 Application date E3

Draft published

2015
2013
2013

2013
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Detailed Basel 1l rules
Argentina

Draft published

ﬂ Updated regulatory reporting templates B3 Application date

Brazil {including new IRB regulation)
Canada Draft published

Mexico

us

Draft published

Source: Moody’s Analytics

2013

2013

2013

2013
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Detailed Basel lll rules B3 updated regulatory reporting templates  [§3 Application date

Draft published

2013

2013

2013

2013

2013

2013

2013

2014

Draft published

2013

2013

Draft published

2013

Australia Draft published

China Draft published

Hong Kong

India
Indonesia

Japan Draft published

Malaysia Draft published

Mew Zealand Draft published

Philippines

Singapore
South Korea

Taiwan Draft published

Thailand |Dra1‘t published

Source: Moody’s Analytics

2013
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»

“Fundamental Trading Book Review”, Basel IV?

“Fundamental Trading Book Review” from the Basel Committee

Proposal to update all trading book (Market Risk) regulatory capital rules
Long term initiative 2 or 3 years (that may be speed up by recent JP Morgan events)

May become Basel 4 or at least Basel 3.5

Main proposals:

Review trading book definition (How to classify assets in trading vs banking book)

Internal Model approach changes:

» Expected short fall metric to capture rare loss events instead of Value At Risk
» Liquidity horizons to consider

New standardized approach model being defined

» Standardized approach may be mandatory (possibly as a floor) even for institutions using Internal Model

Idea to propose capital requirement to cover banking book Interest Rate Risk (ALM)
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