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Strengthening the resilience of the banking sector

Regulatory change- Basel Committee Proposals approved by G20

Increasing the quantity and quality of bank capital _ _
J s / AU g Capital requirements

_ _ Increasing
Quantity of capital * Trading book and

Quality of bank The overall ratios will rise securitisations
capital and a leverage ratio to be

introduced

= Tierl will be *Capital conservation

largely equity and *Countercyclical
reserves capital buffer

*Forward looking
provisions?

Counterparty risk
Changes to capital

4 ) requirements
Global requirements for liquidity buffers Changes to risk
Liquidity coverage ratio — requires stock of high quality liquid assets management
*Stable funding ratio- illiquid assets have to be backed by stable funding
& J
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Timeline

22-23
October 2009 End-2010
G20 finance Basel Il
ministers - detailed
Agree way wording
forward issued

End 2011

11-12 Mid 2011 Release of
November decisions on changes to
2009 systemically important  trading book
Seoul Summit banks — capital treatments

surcharge?; contingent
capital; bail in. Also
resolution plans.

Long transition provisions - final implementation phased from 2012-2023
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Capital Buffers

Basel lll - focusing on changing quality and quantity of bank capital
*Hybrid capital increased confidence effects

*Subordinated debt —was debt

*Equity capital not high enough

Additional requirement for markets over heating

i
9.5% Capital Additional
conservation buffer- requirem_ent for
stops profit being _ systemlcglly
distributed important firms
to be decided
7%
4.5%

Minimum capital

[ [ 2

Boom Recession Boom

- But multiple buffers will add to complexity

- Too much capital will drive disintermediation
- Increase cost for industry - industry incentive to move to point in time models to offset buffers
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Implementation Timeline — Long Phase-in
Important

%
12
===|\/inimum Total Capital
Conservatio plUS Conservation
10 n phased in Buff
F uffer
Minimum Common Equity
8 Plus Capital Conservation
Buffer
Higher
ratio
6 phased in “ Minimum Common Equity
from 2013 Capital Ration
4
2
0

Jan/11 Jan/12 Jan/13 Jan/14 Jan/15 Jan/16 Jan/17 Jan/18 Jan/19
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Implementation Timeline
Deductions and phase-out of capital instruments

Percentage
of total
% deductions
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Non-

allowable
capital Phase out of non-allowable capital instruments

instruments
phased out
from 2013

Ell ERNST & YOUNG

Page 8 Quality In Everything We Do



Deductions — the effect of the different proposals on
European Banks’ Core Tier 1 (€bn) — original vs current

700

654 Will be
lower
600 because of
changes
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Main industry concerns were minority interests and DTAs — minority interests somewhat relaxed but still very large.
Source: Morgan Stanley Estimates
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Basel Committee cost/ benefit estimates
- assume capital needed is available & high cost of crisis

Benefits
Reduced frequency/ severity of banking crisis
Each 1 percentage pt Effect of move 7% to
Crises per country p.a. probability of 8% Tier 1 on Net
once in every 20/25 crisis likelihood of crisis 3x b fit
years A larger than move from S
Output by 0.2% pa 10% to 11% of
capital &
Costs liquidity
Effect on spread effect-e output Change
Liquidity effect up to
Each 1 percentage pt'f‘ Liquidit reduced to 14 basis capital
In capital ratio St(;ndar)(/j _A pts on spread after ratio of
A spreads 13 basis Spread 25 basis pts adjugtlng results for 15% or
pts low risk asset 0
: 16%
holdings

[ Assumes 15% ROE |

Spread/ 7 basis pts with 10%
ROE

Costs assume implementation follows Basel time line so that there are no capital shortages.
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