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1. Background

m Bank’s insufficient recognition of risks
iInvolved in re-securitization and trading
activities.

m A build-up of excessive leverage
m [nadequate and low-quality capital
m [nsufficient liquidity buffers

m Procyclical deleveraging process
m Interconnectedness of SIFls
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2.Major developments

Sept.2008: Lehman shock

Nov. 2008: G20 Summit in Washington, D.C.
Apr.2009: G20 Summit in London
Sept.2009: G20 Summit in Pittsburg

-- “We commit to developing by end-2010 internationally agreed rules to improve both

the quantity and quality of bank capital and to discourage excessive leverage. These
rules will be phased in as financial conditions improve and economic recovery is
assured, with the aim of implementation by end-2012.”

Dec.2009: Publication of Basel Ill consultative
documents

June 2010: G20 Summit in Toronto
July & Sept 2010: GHOS meetings

-- Agreed on the basic framework of Basel ll|

Nov. 2010: G20 Summit in Seoul

-- Endorsed the basic framework of Basel lll

Dec.2010: Publication of Basel Il rules texts
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3. Overview of the Basel I

Setting three minimum standards

Common Equity, Tier 1, and Total Capital

Capital

Capital Ratio
Risk-weighted assets

Enhancing risk coverage
(1) Securitisation products
(2) Market risk
(3) Counterparty credit risk

Supplementary
to capital ratio

___________________________________________________________

Containing build up of excessive leverage

Capital

Leverage Ratio =
Exposure

Not for publication

Raising the quality of capital

(1) Stricter criteria for inclusion in Tierl & Tier2
(2) Internationally harmonized deductions from

,,,,,,,

capital

Introducing (minimum) liquidity standards
(1) Liquidity Coverage Ratio (strengthening short-
term resilience to potential liquidity disruptions)
(2) Net Stable Funding Ratio (promoting resilience
over longer-term horizon by more stable sources of
funding)

Mitigating procyclicality
- Building buffers in good times which can be
drawn down in bad times :
- Restricting capital distribution when buffer
target is not met :

Setting additional measures for Systemically .
Important Banks (SIBs)
Developing prudential tools to address '

externalities posed by SIBs (incl. capital
| surcharge, liquidity surcharge and other supervisory
i tools)
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4. Strengthening the Global Capital Framework

(1) The numerator

Raise the quality, consistency and
transparency of capital

Loss absorption does matter: focus on
common equity in this context

Clarification of roles of the different tiers:
Tier 1 = going concern capital
Tier 2 = gone concern capital

Simplifying the category (no upper or lower
Tier 2, no Tier3)

Treatment of deduction strengthened and
internationally harmonized (more items to be
deducted from common equity, improving he
consistency and comparability of retained
earnings) 6
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(2) The denominator

Strengthen risk coverage with regard to the
securitization products, market risk in
general and counterparty credit risk arising
from derivatives, repo and securities
financing activities.

Implementation of higher capital charge for
securitization and market risk by end 2011.
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(3) Effects of the revision

V¥V Average of capital ratios (%)

CET1 Tierl Tier1+Tier2
Gross Net Current New Current New

Group1 1.1 5.7 10.5 6.3 14.0 8.4
Group?2 10.7 1.8 9.8 8.1 12.8 10.3

“Gross CET1” is the ratio of gross CET1 (without deductions) relative to current
risk-weighted assets. “Net” columns show net CET1 (with deductions) relative to
new risk-weighted assets.

V¥ CET1 deductions and minority interest as a percentage of new CET1 capital
gross of deductions(%P)

Total minority
o Good— | Intan— | Finan- Excess .
(%) : : DTA MSR interest
will gebles | cials above 15%
Groupl | —41.3 -19.0 4.6 4.3 -7.0 -0.4 -2.4 -2.0
Group2 | —24.7 -9.4 -2.3 5.5 -2.8 0.0 -1.0 -2.1
¥ Change in risk weighted assetes (%P)
Overall
(%) definition of | Counterparty | Securitization Trading Book
capital Credit Risk Banking Book related
Groupl 23.0 6.0 7.6 1.7 7.6
Group?2 4.0 3.2 0.3 0.1 0.5
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(4) Setting three minimum standards

(Current Framework)

Capital base
—

Tier 1 Tier 2

Risk Weighted Assets
(exposure X risk weight)

_________________________

Common Equity Tier | Tier 2 B ;

Risk Weighted Assets
(exposure X risk weight)

| Strengthenlng capital requirements for securitization products, |
_market risk_and counterparty credit.risk. ... 9




(5) Improving the quality,

of the capital base

Not for publication

consistency and transparency

Internationally
harmonized treatments

____________________________

Current composition of capltal base New Composition of capital base
- Common equity | -Common shares and
P redom Tngrr11:1Fonn Of| . comm on shares and retaned eamngs Tier 1 (CET1) | retained earnings (incl. other
,< comprehensive income and
______________ el other disclosed reserves)
0 ther E lem ents of | -preferred shares ' Loss absorption on i Other elements | -Preferred shares and other |
Terl ‘preferred securites | - p - of Tier 1 instruments that have
\a going concern basis principal loss absorption Converted
mechanism to common
(ppen) >equ|ty or
Teer? Capital (gone-concern instruments with step-up at pOIIjt Of
er2Cap (ower) capital) interest will no longer apply) non-viability
- Im ited- life subord hated debt
~provisions @p to 1.25% of risk we ighted assets),
etc
Deductions from | -goodwill and other intangibles
CETH - (net) deferred tax assets
D educton from T er 1 - goodw ill . . -cash flow hedge reserve
Or from totalcapita)|>treatm ent of deductions not fully hamm onized -investments in own shares and other
financial institutions, etc.”
,,,—':,7' *Significantinvestments in the common shares of unconsolidated
PR RS C R CECE s - N . financial institutions, MSRs and DTAs that arise from temporary

differences receive limited recognition of 10% of CET1 each, with
its sum capped by 15% of CET1.

10
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5. Leverage Ratio
(1) Objectives
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a) contain the build-up of leverage in the banking sector, helping avoid
destabilising deleveraging processes which can damage the broader financial

system and the economy; and

b) reinforce the risk-based requirements with a simple, non-risk-based “backstop”

measure
UBS has sharphy adjusted their lewearage.
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(2) Issues discussed for the Leverage Ratio

Not for publication

Issue

Dec.’09 proposal

Dec.’10 rule text

Capital related

Definition of
capital

Tier1 capital and the predominant form of
Tier1 capital

Tier 1. But BCBS “also will collect data
during the transition period to track the
impact of using total regulatory capital and
Common Equity Tier1”

Exposure related

High quality liquid
assets

Include high quality liquid assets

(no change)

Repurchase
agreements and
securities finance

Apply accounting measure of exposure
but disallow netting

Apply accounting measure of exposure and
the regulatory netting rules based on the
Basel I framework

Derivatives

Two options
1)With or without potential future exposure

2) With no netting or with regulatory
netting

With future potential exposure under
current exposure method and the
regulatory netting rules based on the
Basel I framework

Other off-balance
sheet items

Include OBS items with 100% credit
conversion factor (CCF)

Apply uniform 100% CCF. But for
commitments that are unconditionally
cancellable at any time by the bank without
prior notice, apply a CCF of 10%

12
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6. Procyclicality

(1) Outline of the Issue

m The current regulatory and accounting frameworks
tended to amplify the procyclical manner of market
participants

m  Proposed measures to address procycliality:

Dampen any excess cyclicality of the minimum
capital requirement;

Promote more forward looking provisions;

Conserve capital to build buffers at individual banks
and the banking sector that can be used in stress;
and

Achieve the broader macroprudential goal of
protecting the banking sector from periods of excess
credit growth

13



Not for publication

(2) Rough images of 4 measures being discussed

Dampen cyclicality of the minimum requirement (corresponds to 1.) ---—-----

! amount of capital
a bank holds

A

,"riquired amount of capital

bad time

>

> time

Constraining excess cyclicality of the minimum requirement of capital, amount of

required amount of capital
A

bad time

\/\

good time

which tends to decrease in good times and increase in bad times.

1 Building buffers (corresponds to 2. to 4)

_______________________________________________________

amount of capital
a bank holds,

- S~

...................................................................................

[ minimum requirement |

time

Building buffers in good times which can be drawn down in bad times.

4
v
’
’
______________________ 14 --
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(3) Countercyclical buffer

m If the relevant national authority judges a period of excess credit
growth to be leading to the build up of system-wide risk, they will
consider, together with any other macroprudential tools at their
disposal, putting in place a countercyclical buffer requirement.

m Banks will be subject to restrictions on distribution, if they do not
meet capital requirement (the sum of minimum + buffers).

Capital .
ratio (%) Cap|tal
4 ratlo(%A Buf Within 4th quartile of buffer:
utrer = 40% limit
tanget Within 3rd ile of buff
. ithin 3 quartile of buffer:
Countercyclical buffer = 60% fimit
Within 27 quartile of buffer:
= 80% limit
""" Within 15t quartile of buffer:
_________ = 100% limit
Capital conservation buffer Regulatory | ... S LT
minimum Regulatory
ratio minimum ratio
| 4
|4

v

15



/. Basel lll capital ratios
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Calibration of the Capital Framework
Zapital requirements and buffers @&l numbers in percent)

Cormmon Equity

Tier 1 Tier 1 Capitd Total Capital
hlinimum 4.5 G.0 a.0
Conservation buffer 2.5
hinimum plus r.0 2.5 105
conservation buffer
Countercydical buffer 0-25

range"

16
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8. Transitional arrangements

Phase-in arrangem ents

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

2011 2012 2013 2014 2015 2016 2017 2018 As of
1 January
2019
] Parallel nun Micration to
Leverage Ratio Superd Sary monitor ng 1Jan2013 —1 Jan 2017 I%illar1
Disclosure gans 1 Jan 2015

Minimum Common Equity Capital Ratio 35% 4.0% 45% 4.5% 4.5% 45% 4.5%
Capital Conservation Buffer O.B25% 1.25% 1.875% 2.580%
Minimum comman equity plus cap al 35% 40% 45% | 5126% | 575% | 6.375% 7.0%
Phase-in of deductions from CET1
(including amounts exceeding the limit for 20% 40% B0 % a0 % 100% 100%
DTAs, MSR s and financials )
Minirmum Tier 1 Canpital 4 5% 5.5% G 0% G.0% G.0% G.0% G.0%
Minirnurn Total Capital a.0% a.0% a3 .0% a.0% a3.0% a3.0% a.0%
r};ﬂl_il?figrr:um Taotal Capital plus conservation 8.0% a0% a8 0% 8 F5 % g 259% 9 875% 10.5%
Capital instruments that no longer qualify . -
asnon-core Tier 1 capital ar Tier 2 capital Phased out over 10 year horizon beginning 2013

17
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9. Analysis behind calibration
(1) Historical experience

High-level summarny table:

Range of calibration results
fl mi ra m =1 ﬂn;:'eanﬁtm hadian EDUI;:“ES

Calibrafion of e micimunt
RORWA farge bamk esults)
o3 percentile® +H1.29% -BES% - 3% - 7
2" parcentile, echiding gains® -0.12% -BEG% - % - 5% G
hd <irmu i H129% -1 S% -10% -5% G
Maximum, exduding outliers and gaire® 2T1% -GE2% -5% - 5% 5
Caibrafion of the requlafory buffers
Historded osses”
Peak losses £ Rl 000% -ZA2% - 3% -10% ra
Feak loszes § RGA — systemic crises -0.09% -2H 2% - T -3 T F
Losses duing the eoet orisis”
Fre-tax net income RS -0L60% -25.7 % -5% -3% 14
Sheon tosts
Tier 1 capital / A -1.2% -4 0% - 3% -2 % =3
Caibrafion of the leverage rafio
Critical valuwes" Range
Tier 1 Capital ! Assets J0%-50% 10
Common Equity ! Assets J0% -40°% 19
Tangible Cammon Equity f Tangible fszets 5% -40% 19
Common Equity minues Tier 1 Deductions J Assats 25% -458% 19

a. The 90" percentile or maximum is drst determined within each courtry. The dat presented in each row
summarises the data across counties. Berause ofinauficent data, percertiles higher than the 99 percertile
cannot be identifed in some cowntries’ samples. While 99° percentile vaues are reported in this table, higher
percentiles may be more reazonable measures for calibration purposes.

b. This refers to the number of crisis episodes. The awerages and @ANges reported e based onindivdual bank
igures.

c.  Ihdividual bank stress test result=in 3 number of countries are signiicanty more severe than -4.0%.

d. Resut= for banks expeiencing losses during the stress period. Forthe historical loss resdts, these are peak
losses; or the recent oisis these am comuative losses; orthe stress tests, these are awege losses for
banks subject to the stress test and do not include losses already incumed priorto the sresstest period.

g, Lewels ofthe ratio at which at least 0% of banks that became sewerely stressed during the inancdal oiss and
0% ofbarks that dd not become sevenaly stressad.

18
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(2)LEI analysis

Analysis of the long-term economic impact (LEI) of the Basel Committee’s
proposed capital and liquidity reforms assesses the economic benefits and
costs of stronger capital and liquidity regulation in terms of their impact on

output.

Esproddiong4un annual benefits and oo oic of ighter reguiator chnd ard ©?
hereEiEad o= Eae meaaaed by e perceEnbge mpsad on e e oV oudipal per =)

. ?ﬂ"n’:_lﬂ HuthunuLtu Metheneitc MNethmefic
1 Eaproed (mod e no lamge
SRR e Rt APmmmt  pemanent  pemannnt
Liguidity reguirement met
7% 0.0s 076 068 015 1.83
2% 017 1.40 123 024 3.33
5% 026 182 15K 0.29 4.30
T % 035 2.10 1748 o7g 4 .91
11% 0.44 2249 185 0.24 5.30
12% 0583 242 1.849 0.20 585
13% 0Bz 252 180 0.14 5.70
T4% .71 260 T 0.07 5.80
16% 0.80 265 185 0.00 5.85

1 The starting point of the net-benefit analysis carrespands to the prereform steady state, approximated by
historical averages for total capital ratios (7% and the average probability of banking crises. 2 The capital ratio
iz defined as TCE aver RwA. 7 To meet the liquidity requirement, the annual expected output cost is estimated
to be 0.08%. Each 1 percentage point increase in the capital ratio stading at 7% thereafter results in a 0.09%
fall in the level of output below the baseling, ¢ Expected benefits equal the estimated reduction in the annual
prabakility of crisis times the (discourted) cost of @ crisis using the median estimate of the cog of crises equal
to 63% of pre-crisis output [ moderate permanent effect). * Net benefits are the difference between expected
henefits and costs, expected henefits are calculated assuming a crisis has a moderate permanent effect (cost
af & crisis equals 63%), no permanent effect {cost of a crisis eguals 19%) and large permanent effect (cost of 3
crisis equals 158%).
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(3) MAG analysis

The Macroeconomic Assessment Group (MAG) was established in February 2010 by FSB and BCBS to
coordinate an assessment of the macroeconomic implications of the Basel Committee’s proposed

Not for publication

reforms. <Headline message>

Interim | A 1 percentage point increase in the target ratio of TCE for four year implementation period
report would lead to a maximum decline in the level of GDP of about 0.19% from the baseline path
Final The estimated maximum GDP impact per percentage point of higher capital for eight year
report implementation period was 0.17%

Spread-based models, exogenous monetary policy (37 models)

Frequency (%)

Unweighted median: -0.18
GDP-weighted median: -0.36
|~ Unweighted mean: -0.24
GDP-weighted mean: -0.31

125 -1 075 -05 -0.25

0

025 0.

Deviation from baseline GDP at 35 quarters

Spread-based models, endogenous monetary policy

Frequency (%)

Unweighted median: -0.11

GDP-weighted median: -0.15
|~ Unweighted mean: -0.11

GDP-weighted mean: -0.12

425 4 075 05 -025

0

025 05

Deviation from baseline GDP at 35 quarters

40

30

(34 models)
40

30

20

10

Standards-based models, exogenous monetary policy (12 models)

Frequency (%)

Frequency (%)

40
Unweighted median: -0.21
GDP-weighted median: -0.34
|~ Unweighted mean: -0.38 -130
GDP-weighted mean: -0.54
- —20
- —10
““““ mmm m 0
0 025 05

H25 4 075 -05 025

Deviation from baseline GDP at 35 quarters

Standards-based models, endogenous monetary policy
40
Unweighted median: -0.14
GDP-weighted median: -0.23
|~ Weighted mean: -0.19 —130
GDP-weighted mean: -0.26
- —20
- —10
T T \1\.2\5\ TT \-1\ TT \0\7\5\ T \-\0 \5\ T \-()\2\5\ T \0\ TT \o\-z\s\ T \6.5

Deviation from baseline GDP at 35 quarters

(14 models)

! Distributions are computed across models that meet the specified criteria. The vertical line indicates the unweighted median. The shaded areas indicate the range

between the 20th and 80th percentile. Quarters are measured from start of implementation.
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10. Remaining major capital issues
(1) SIFI surcharge

-- Systemically important banks (SIBs) should have loss absorbency

capacity beyond the Basel lll standards. Integrated approach could

include combinations of capital surcharges, contingent capital and
bail-in debt.

-- BCBS will complete by mid-2011 a study of the magnitude of
additional loss absorbency that global SIBs should have. FSB will
make recommendations on additional degree of loss absorbency
and instruments by December 2011.

(2) Fundamental review of trading book

-- This review is studying, in particular, whether or not the distinction
between the banking and the trading book should be maintained,
how trading activities are defined and how risks in trading books
should be captured by regulatory capital.

-- The work will be completed by end 2011.
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