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» The regulatory landscape
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Focus on Basel 3
Basel 3 and IFRS timetable
Building synergies between Basel 3 and IFRS



Global reg

Dodd-Frank

OTC derivatives

Proprietary trading
Living wills for “too big to fail”
Basel lll requirements

Hedge funds
Compensation
Securitisation
Consumer / inves

FATCA

Disclosure of US
persons and assets
to IRS or 30%
withholding tax

ulation

Basel lll
Capital and capital surcharges

EU Regulation

T S ; AIFMD
Liguidity and liquidity coverage ratio EMIR
Conservatlon‘ and countercyclical buffers Living wills (RRPs)
Leverage ratio MiIFID II
NSFR UCITS IV

Stress testing

Global Regulatory Reform
tor protection The G20 summit commitments
have led to a host of new e
requlatory requirements for banks ¢

worldwide to add to existing
requlatory demand
The impact will be particularly

heavy on investment banks

ICB / Vickers (UK)

Ring-fencing of
retail banking
Tougher capital
requirements for
retail banks: 10%
equity, 20% loss
absorbing capacity

Asia-Pacific Requlation

Investor Protection
OTC Derivatives reform

IFRS Convergence EU Tax
FASB / IASB convergence Bank Levies (UK,
IFRS 9 impairment France, Germany)

IFRS 9 hedging
Asset and liability offsetting
Single control model

';\'lote: Many “regulations” are still only at proposal, draft or consultation stage. Nevertheless, all are expected to reach final enactment,

owever much amended be

tween now and then, and become enforceable law within the next 2-3 years. This is necessary to meet the



Cost of regulatory change

Estimated Global Requlatory Reform* compliance spending in Europe 2011-2015 (USS$ billion)
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30 100

N
IS

udget approved within 2011

[82] | g

50

2013 2014 2015

Annual Cost (Primary axis) in US$m
==@==Cumulative Cost (Secondary axis) in US$m

Sources: AIMA, BCG, EUROPA , Europe Economics, FDIC, FSA, HMRC, IMF, LECG, Open Europe, Ovum, SAS, S&P, Tabb Group, Ernst & Young analysis and estimates

* Regulationsincluded are: AIFMD, UK Bank Levy, Basel lll, Dodd-Frank, EMIR, FATCA, IFRS Convergence, MiFID Il, PRIPS, UK RDR, RRPs (living wills), and UCITS IV
** Assumes five years of income totalling $6043.7bn and five years of operating costs totalling $3516.7 derived from income and expense of EU-27 banks for the half-year
ended June 2010 (latest ECB data available)



Basel lll, strengthening the resilience of the
banking sector

‘ Regulatory change- Basel Committee Proposals approved by G20

Increasing the quantity and quality of bank capital

Capital requirements increasing

: : * Trading book and securitisations
Quantity of capital =

The overall ratios will rise and a

Quality of bank capital leverage ratio to be introduced
*Capital conservation

* Tier1 will be largely equity and
reserves *Countercyclical capital
buffer

*Forward looking
provisions?

Counterparty risk

Global requirements for liquidity buffers Changes to capital requirements
Liquidity coverage ratio — requires stock of high CITETEES (9 188 TMEN G et
quality liquid assets
*Stable funding ratio- illiquid assets have to be
backed by stable funding




Basel 3, New Capital Requirements

. 2012 E 2013 2014 2015 E 2016 2017 2018 2019+ ...
: ; >
Step by step increase of Additional required Core Tier 1 Capital
Core Tier 1 capital ratio of 2.5% to build up the capital
to 4.5% (after deduction), conservation buffer.
Tier 1 capital ratio to 6 %. Core Tier 1 Capital increases to 7%
Countercyclical :
buffer |
Capital conservatlon
buffer
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Basel 3 and IFRS timetable

Common Equity

Capital
conservation

LCR
NSFR

Leverage Ratio

Countercyclical
Capital Buffer

Deductions from
capital

2015 adoption

2013 adoption

2011 2012 2013 2014 2015
Initial
Compliance
Initial
Compliance
Observation Full
Period begins Compliance
Observation Regulatory
period begins Reporting
Regulatory Public
Reporting Reporting
Anticipated
Application
20% 40% 60% 80%
Opening ’ Adoption Ongoing
balance sheet Quarterly reporting
for SEC filers balance sheet under new
(2 years of  restatements standards
comparatives)

Opening ’

balance sheet | Quarterly Adoption rgngrc,:i'gg
for SEC filers balance sheet b 9
under new
(2 years of ' restatements
standards

comparatives)

2018 2019

Full
Compliance

Full
Compliance

Full
Compliance

Full
Compliance

100% 100%
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Basel 3 vs IFRS — synergies

Credit Risk Models

» Use Basel 2 models as a starting point to calculate Loan Loss Provisions under IFRS
» Leverage from Basel 2 validation, governance and backtesting procedures
» Simplification of the reconciliation process

Reporting

» |[IFRS 7 vs Pillar 3
» Internal and External communication

Capital optimisation
» Expected Loss vs Provisions
» Tier 1 and Tier 2 impacts

Data
» Same data required
» Controls over data used

Project Governance
» Change projects run together
» Similar key stakeholders (Risk, Finance and Regulatory Functions)



