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Basel III: Finalising Post-Crisis Reforms
Ø The final form of the Basel III provisions, often referred to
(misleadingly) as “Basel IV”, issued by the Basel Committee in
December 2017, have been designed to complement the changes to
the global regulatory framework introduced as Basel III in December
2010
Ø They aim to establish greater risk sensitivity in the calculation of
RWAs and enhance the comparability of banks’ capital ratios
Ø Significant revisions are being made to the existing standardised
approach to enhance its granularity and risk sensitivity and reduce
the mechanistic reliance on external credit ratings
Ø The use of Advanced IRB models is being removed for most asset
classes. Also, IRB models will be further constrained by the recalibration of existing floors on bank estimated IRB parameters and
the introduction of new output floors
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Basel III: Finalising Post-Crisis Reforms
Ø Risk sensitivity is being enhanced with a greater focus on the
underlying price of transactions in calculating the CVA Risk Capital
Charge
Ø For operational risk, the Advanced Measurement Approach and the
III standardised methods will be replaced with a single standardised
approach
Ø Changes are also being introduced for the Leverage Ratio
framework to ensure the ratio acts as a constraint on leverage,
particularly for larger institutions
Ø To maintain a level playing field between banks using internal
models and those on the standardised approaches a new floor is
being introduced (replacing the existing one), which will place a limit
on the regulatory capital benefits that a bank can obtain from using
internal models
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Output Floor
Ø The Basel II framework had an output floor (set at 80% of the relevant
Basel I capital requirements). However, implementation is inconsistent
across countries
Ø To maintain a level playing field between banks using internal models
and those on the standardised approaches a new floor will be
introduced (replacing the existing one), which will place a limit
on the regulatory capital benefits that a bank can obtain from
using internal models
Ø Under the revised output floor, RWAs will be the higher of:
ü RWAs calculated from using the internal model approaches
ü 72.5% of RWAs calculated using the equivalent standardised approaches

Ø All banks will be required to disclose RWAs based upon the revised
standardised approaches
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Basel III: Finalising Post-Crisis Reforms
Ø The majority of the rule changes will be effective from 1 January
2022. Transitional arrangements will apply to the aggregate output
floor, which will not be fully implemented until 1 January 2027 (16
years after the initial Basel III announcement!)
Ø The EBA has published a high level impact assessment of the
reforms. In aggregate, minimum Tier 1 capital requirements of
European Banks are anticipated to increase by 12.9%
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DISCLAIMER
The material in this presentation is based on information that we consider reliable, but we do not
warrant that it is accurate or complete, and it should not be relied on as such. Opinions expressed
are current opinions only. We are not soliciting any action based upon this material. Neither the
author, his employers, any operating arm of his employers nor any affiliated body can be held
liable or responsible for any outcomes resulting from actions arising as a result of delivering this
presentation. This presentation does not constitute investment advice nor should it be considered
as such.
The views expressed in this presentation represent those of Chris Westcott in his individual private
capacity and should not be taken to be the views of any employer or any affiliated body, or of Chris
Westcott as an employee of any institution or affiliated body. Either he or his employers may or
may not hold, or have recently held, a position in any security identified in this document.
This presentation is © BTRM / Chris Westcott 2018. No part of this presentation may be copied,
reproduced, distributed or stored in any form including electronically without express written
permission in advance from the author.
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