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Management summary

The finalisation of the Basel lll capital
framework will lead to significant changes in
capital requirements. Several quantitative
impact studies, carried out by regulatory
bodies, indicate that for most banks capital
requirements will in fact increase. Since the
implementation deadline is approaching,
banks must prepare for the new regulatory
framework.

In mid-2022, Deloitte set up a survey to
assess the state of preparation in banks, to
which 52 institutions from Europe and the
Asia/Pacific region responded. These banks
cover various business models and sizes,
although small institutions are underrepre-
sented.

We express our thanks to all banks who sup-
ported this survey. In addition, we want to
thank RSU GmbH & Co. KG for their valuable
input in setting up the survey and discussing
the results.

In summary, banks should ensure they
kick-off the implementation projects in
time. Our survey has shown that necessary
adjustments often go beyond updating
their RWA calculation and regulatory report-
ing engines. Many banks expect strategic
impacts and/or significant adjustments to
the IT environment, which will take time

to prepare and execute. Since compliance
is mandatory, adequate resources will be
required to achieve good and timely results.

The more detailed outcome based on our
international sample can be summarized as
follows:

* The overall change in capital require-
ments is very much in line with previous
analyses.

* The results are quite divergent. While a

fortunate few expect capital relief, most
banks will be facing - sometimes signifi-
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cant - increases in their capital require-
ments.

* The impact on banks in the EU seems to
be more unfavourable than elsewhere.

In the standardised approach, results

for real estate lending are varied: Some
banks expect higher capital require-
ments, while other banks expect a signifi-
cant capital relief for this portfolio. Equity
positions are also a driver for increased
RWAs for some banks. The same is true
for off-balance sheet positions.

In the foundation IRBA, the revised reg-
ulatory LGD values lead to lower capital
reqguirements. However, the input param-
eter floors regarding PD, LGD, and CCF
offset this relief.

Market risk and CVA are of lesser rele-
vance for most banks. Banks with major
trading activities nonetheless cannot
neglect these areas as the new rules typi-
cally lead to higher capital requirements.

For operational risk there is no clear
picture. About one quarter of the par-
ticipants expect an increase in capital
requirements. Roughly just as many have
concluded that the new rules will bring
capital relief. Individual analyses will be
needed to understand the impact for
each institution.

* The impact of the output floor is
expected to be most significant for real
estate lending, followed by corporate
lending and retail lending in third posi-
tion. Since only a few banks use internal
market risk models for regulatory report-
ing, the output floor typically does not
affect the trading book. Again, for those
banks using internal market risk models,
these can also contribute to the output

floor impact. Ultimately, all banks need to
fully understand the impact of the output
floor, as it will change the market.

More than 60% of the respondents see a
need for action in the context of capital
planning and pricing. However, only very
few have already made significant pro-
gress in this area.

Roughly a quarter indicated that internal
capital allocation will have to be adjusted.
Consequently, many banks expect to
re-design some products or re-align the
portfolio.

Finally, more than 10% of the banks see
the need to adjust their entire business
model, although the client base will not
be affected for most banks.

Only a few banks in the sample have
assessed the potential for portfolio and/
or RWA optimisation under the new rules.

Projects will quite likely require structural
adjustments to the IT environment.

While the reporting solutions obviously
need to be adopted, one out of seven
banks sees the need for fundamental
changes to risk and finance data and/or
the reporting IT infrastructure. A similar
number expect to change their entire
reporting solution.

Only 30% of respondents do not see any
need for structural adjustments of the
regulatory reporting infrastructure.

Typically, banks expect the biggest need
for change in the context of the new
standardised approach for credit risk.
This includes the newly introduced due
diligence process for the use of external



ratings. The exposure to value calculation
for real estate financing is also a major
hurdle to regulatory compliance.

Other topics, such as the identification

of specialised lending or transactors in
retail lending as well as implementing risk
mitigation techniques, are not typically
expected to be a major issue.

Finally, since the new rules tend to be

a game changer, the previous choice of
regulatory approaches might no longer be
ideal. Based on the responses received, the
changes to the IRB coverage ratio make the
IRBA more attractive for banks currently
using the standardised approach for credit
risk. The ability to use pooled data and/

or pooled models will further help to put
the IRBA in reach for more banks. Of those
banks that may use the IRBA in the future,
the availability of such pooled solutions
would have a positive impact on their deci-
sion to apply for the IRBA.

IRBA banks face a different problem: Due
to the output floor, broader IRBA coverage
offers little or no RWA benefit. Reducing the
number of IRBA compliant rating models

is thus a feasible option to become more
cost efficient. Hence, many IRBA banks

in our sample are currently considering
reverting from the IRBA to the standardised
approach, especially for those portfolios
where defaults are scarce and difficult to
model (e.g., central governments/central
banks, public sector entities or financial
institutions).

In summary, there is no doubt that credit
rating models are more important than any
other internal risk model especially since
OpRisk models can no longer be used for
Pillar 1 purposes. Nonetheless, regulators
will still expect appropriate risk models to
be used for the internal capital adequacy
assessment process (ICAAP).

Overall, the results show that at the time of
the survey (mid-2022) most banks had not
started their implementation projects, but
most banks had plans to kick-off imple-
mentation projects no later than 2023. In
light of the complex implications of the new
rules expected by the institutions in our
sample, banks should be aware that while
a later start of implementation activities
will benefit from greater regulatory clarity it
leaves less time to understand and mitigate
the drivers of the expected changes and
comes at the cost of a shorter implementa-
tion project timeline.

Basel I1I/CRR 11l Survey 2023 | Impacts and challenges
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Regulatory framework and

data basis

The global financial crisis of 2007/2008
prompted the Basel Committee on Banking
Supervision (BCBS) to fundamentally revise
the capital requirements framework for
banks. After initially addressing the most
obvious deficiencies of the framework in
the short term (“Basel 2.5"), the BCBS took
a closer look at regulatory capital ade-
quacy. At the centre of these deliberations
was the question of which capital instru-
ments should be recognised as capital for
regulatory purposes and how much capital
an institution requires. In December 2010,
the set of rules known as “Basel lll” was
adopted by the BCBS and further improved
upon inJjuly 2011

The supervisory authorities represented in
the Basel Committee undertook to imple-
ment the rules nationally. In the EU, this
was accomplished via the Capital Require-
ments Regulation (CRR),2 which became
directly applicable as an EU regulation. This
created a largely uniform set of rules across
the EU which came into force in 2014. The
capital buffer requirements introduced as
part of the abovementioned regulations led
to institutions having to hold significantly
more own funds on average than under the
previous rules.

The revisions to risk measurement, i.e., the
“conversion” of the portfolio into minimum
capital requirements, were tackled by the
Basel Committee over a longer period of
time. It was not until December 2017 that
the new framework was finalised by the
BCBS.? The Basel Committee has referred
to the changes as the “finalisation of Basel
lIlI”. The terms “Basel IV" and “Basel 3.1"

are also used in public to refer to the new

capital adequacy rules. In this report, the
terms Basel Ill, Basel IV and CRR Il are used
synonymously unless reference is made to
a specific document.#

Originally, the changes to risk measure-
ment were to come into force on 1 January
2022. However, as a result of the COVID

19 pandemic, it was decided by the BCBS
in March 2020 to postpone this go-live by
one year.” Internationally, however, only
Australia has implemented the rules with
effect from 1 January 2023, and even their
implementation was not complete. The EU
Commission, as well as the United King-
dom, are aiming for implementation on 1
January 2025 - i.e., a delay of two years. As
at the end of February 2023, the US regu-
lators had not published their consultation
on Basel IV.

The impact studies carried out by the
BCBS and other bodies® show consistently
that the new rules are likely to lead to an
increase in capital requirements. Imple-
mentation in the EU will take place via

an amendment of the CRR (“CRR lI"). It is
currently expected that the negotiations
at European level will be concluded over
the course of 2023. However, if the political
decision-making process takes longer, insti-
tutions will have little time for the technical
implementation of the final regulations,
which may make it necessary to postpone
the initial application in the EU once again.

One reason for the increasing capital
requirements is the higher risk sensitivity
of the revised (and now mandatory) stand-
ardised approaches, as well as the more
limited benefit from the use of internal
approaches and risk models in the future,
in particular due to the new so-called
“output floor”. However, increasing risk

sensitivity means that, depending on their
business model and approaches used for
regulatory purposes, there are also institu-
tions expecting lower capital requirements
under the new rules.

This shows that it is essential to analyse
and address the new rules on an institu-
tion-by-institution basis and that individual
solutions must be developed to address
the economic and strategic implications of
the regulatory changes.

The purpose of this Deloitte survey, sup-
ported by the RSU,” on the finalised Basel IlI
rules is to shed light on the current imple-
mentation status as well as the impacts
and implications for the institutions
surveyed. It provides all institutions that
have to implement Basel Ill or CRR Il with
insights into the identified challenges and
potential strategies to address these.
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Survey design and data basis

This survey was performed in the second
and third quarters of 2022. More than

50 institutions from 14 different coun-

tries participated.® While the majority of
the responding institutions comes from
Germany (22), 24 institutions from 11 other
European countries and 6 institutions from
the Asia-Pacific region are also represented
(cf. fig. ).

With regard to the size of the institu-
tions, the sample exhibits a broad spread
between small, medium and large institu-
tions. While 20 institutions have a balance
sheet total of less than EUR 30 billion (of
which five have less than EUR 10 billion),
20 institutions with a balance sheet total
between EUR 30 and 250 billion and 12
institutions with a balance sheet total of

Fig. 1 - Respondents by region

more than EUR 250 billion are represented
in the analysis (cf. fig. 3). For reasons of con-
sistency and comparability, institutions with
a balance sheet total of less than EUR 5 bil-
lion and institutions that do not represent
the institution at the highest consolidation
level within a jurisdiction were not included
in the survey. An evaluation according to
the business model shows even coverage
across all major business areas. Here, as
expected, the cross-border universal banks
(18) form part of the largest institutions and
the locally active universal banks form part
of the smaller to medium-sized institutions
(17). The category of other institutions (17)
is distributed across almost all size classes
and essentially includes specialised insti-
tutions such as real estate and automobile
financing, as well as the development
banking sector (cf. fig. 2).

The regional distribution of the par-
ticipating institutions primarily repre-
sents Germany and the EU. The distri-

bution by size and business model is
balanced. Only small institutions are
underrepresented.

An evaluation of the approaches used

to calculate RWA shows that, while 22 of
the institutions exclusively use standard-
ised approaches, 30 institutions also use
internal models to determine the capital
requirements for at least one risk type.
The majority of internal models for which
regulatory approval has been granted for
Pillar | purposes (28 institutions) are inter-
nal ratings-based approaches (IRBA) and
internal models for quantifying market,
counterparty default and operational

The majority of participating institutions are from Germany (22 out of 52). Other countries with 3 or more partici-
pants include the Netherlands (4), Finland (4), Italy (3), Iceland (3), Singapore (3), and Australia (3). Aside from
the 46 European institutions (of which 40 are EU and 6 non-EU), 6 institutions from the Asia/Pacific region participated.
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risks (cf. fig. 4 bottom left). Of the 28 IRBA Fig. 2 - Business model
institutions, 22 use internal estimates of

PD, LGD and CCF for their retail business

and 12 for portfolios outside the retall Cross-border
business. By contrast, 16 of the institutions commercial bank
in the sample apply the “Foundation IRBA",

in which they are only permitted to use the

PD for the RWA calculation for portfolios Other specialized
outside of the retail business sector (cf. fig. 4 institution
bottom right)

Overall, our international sample of 52
institutions incorporates a broad cross-
section of different institutions in terms of
size, business model and use of internal
models. The following evaluations of the 0 4 8 12 16 20
results of the study thus provide insight No. of respondents

into how the new regulatory requirements

affect institutions from different per-

spectives. Where surveyed institutions’

responses differ depending on these char-

acteristics, that context is considered in the

corresponding sub-sample analyses.

Local commercial/
retail bank

Fig. 3 - Respondents by total assets

No. of respondents
16

14

12

10

<10 bn EUR >10and<30bn >30and <100 > 100 and > 250 > 250 bn EUR
EUR bn EUR bn EUR
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Fig. 4 - Approaches used
Regulatory Approach

No. of respondents

35

30

25

20

15

10

Standardised Internal
Approach Modeling

Internal models per type of risk*

28

10

8 14

*multiple answers were possible

M Credit risk - IRBA
B \varket risk - IMA
[ | Operational risk - AMA
M Counterparty credit risk (CCR)
M cva-1mm
Securitisations - SFA
Securitisations - IAA

Comparable banks
sometimes expect
quite different impact.
An individual analysis
therefore is a must.

Credit Risk”

I Credit risk - IRBA for retail
B Credit risk - Foundation IRBA for non-retail
B Credit risk - Advanced IRBA for non-retail






Survey results

Overall RWA impact

Although the BCBS has always stated that
the introduction of the finalised capital rules
is not intended to increase capital require-
ments for institutions, the CRR Ill impact
analyses to date show a different picture,
especially for the EU banking sector. For
example, the analysis of the European Bank-
ing Authority (EBA) on the regular Basel Il
monitoring process as of 31 December 2021
shows that, as a result of a full implementa-
tion of the CRR Ill requirements, an increase
in total additional own funds requirements
of EUR 1.2 billion is expected for European
banks.?

Our survey confirmed a similar expected
change in RWA due to the new Basel frame-
work. According to our results, about four
out of five institutions expect an increase in
RWA, with 23 survey participants estimat-
ing an increase of more than 10% and six
expecting an increase of more than 20%. In
general, our results are in line with previous
supervisory findings (cf. fig. 5).

The results are quite divergent. A few
winners, who expect RWA relief from

the new regulations, stand in contrast
to many losers, who expect significant
increases in the required capital.

Interestingly, however, we found that just
under 20% of the institutions either expect
no RWA impact at all or an increase of no
more than 5%. A further approx. 15% even
expect a reduction in RWA. Based on the
geographical origin of the institutions those
that expect lower RWA requirements in the
future are disproportionately European
institutions headquartered outside the EU
or institutions in the Asia-Pacific region. This
means institutions outside the EU tend to
be among the “winners’”, since the remaining
non-EU institutions, with one exception, also
expect only small RWA increases of between

0% and 10% (cf. fig. 6). This is in line with the
impact studies of the EBA and BCBS, which
tend to predict a stronger RWA increase for
Europe. The EU Commission has already
made initial efforts to mitigate the effects

of the new rules through various deviations
from the BCBS framework in the CRR Il
draft.

Institutions in the EU are likely to be

hit harder than other banks.

The information we gathered is not suffi-
cient to explain in full what exactly makes
the impact higher for European banks. One
possible answer is the wide-spread use of
internal ratings in a region which has seen
low default rates for major parts of the
portfolio over a long time. Under these cir-
cumstances, the impact of the output floor
is particularly high. At the same time, there
has been no benefit for corporate borrow-
ers from obtaining eligible external ratings.
This also means that the newly introduced
75% risk weight for BBB-rated borrowers

in the standardised approach for credit

risk has little effect, as in several European
markets very few corporates are rated by a
rating agency as of now. The intention of this
reduced risk weight is to mitigate the impact
of other changes in the CR-SA. The lack of
eligible external ratings affects both banks
using the CR-SA as well as - because of the
output floor - portfolios which are currently
subject to the IRBA.

An analysis of RWA effects based on the
size of the institution again shows our sur-
vey is consistent with BCBS and EBA analy-
ses: Large institutions with a balance sheet
total of more than EUR 30 billion expect
the highest RWA increases (>20%). Since
the largest institutions rely most heavily on
internal risk measurement approaches, the
effects of the output floor are strongest for
those banks.
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Fig. 5 - Expected RWA change after full implementation of Basel 11I/CRR 11l
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Fig. 6 - Distribution of RWA change by approach used (credit risk)
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10

0
<-5% >-5% and ~0% (no > 0% and > 5% and >10% >15% > 20% >25% >30% No reliable
(relief) <0% significant <5% <10% and and and and estimation
(slight relief) change) <15% <20% <25% <30% is available

B ir3A institutions B SA-CRinstitutions

Fig. 7 - Distribution of RWA change by region
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RWA drivers

To gain a better understanding of the
interdependencies in the expected RWA
changes, the most important changes by
risk type were surveyed. The institutions
were able to assess the intended regula-
tory changes with regard to their individual
RWA effects. Institution could rate the
indiviudal impact of the intended regu-
latory changes on a scale reaching from
“significant RWA reduction" to "significant
RWA increase”.

With respect to the revised standardised
approach for credit risk (SA-CR), more than
40% of institutions consider the future risk
weight of equity exposures of 250%° as a

Fig. 8 - RWA drivers in the SA-CR

Capital requirements for

0,
off-balance sheet positions &

key RWA driver. A quarter of banks also cite
the risk weight for credit institutions, which
can no longer be derived from the rating of
the jurisdiction, where the credit institution
is incorporated. The new risk weight for
commercial real estate financing - one of
the most comprehensive changes under
the new rules - is also expected to increase
RWA by almost a third of the institutions
surveyed. An RWA-reducing effect is only
expected for a few regulatory changes,
most notably the future risk weight of resi-
dential real estate financing (as indicated by
23% of participants) as well as retail, corpo-
rates, and banks (as indicated by approx.
15% of participants).

73%

In summary, our results show that the RWA
effect of the changes in the new SA-CR is
not uniform. Rather, the effect of the new
rules varies depending on, for instance, the
portfolio structure, external rating cover-
age and collateralisation in the real estate
business of the respective institutions.

The future risk weight for equity
positions leads to higher capital
requirements in the SA-CR. Expo-

sures to institutions and corporates
as well as real estate financing are
also common drivers of higher capital
requirements.

17% 2%

Equity exposures  |Z¥/)

55%

31% 10%

Specialised lending |22/

73%
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The assessment of RWA changes in the
IRB approach, on the other hand, is largely
uniform: The majority of institutions
assesses the changes as RWA neutral. In
case of a deviation from this assessment,
the corresponding market expectation is
rather consistent. While most institutions
have indicated that the changes regard-
ing off-balance sheet items as well as the
changes to regulatory LGD values in the
foundation IRBA reduce RWA, they have

also indicated that the introduction of input
floors for internal parameter estimates (PD,

LGD, CCF) as well as the discontinuation of
the advanced approach (advanced IRBA,

Fig. 9 - RWA drivers in the IRBA

Treatment of
. - 4%
Credit Risk Mitigation

New provisions with regard to

0,
off balance sheet items 125

Changes to the LGD values
under Foundation IRBA

PD and LGD input floors

Removal of the Advanced IRBA for
low default portfolios

0%

Strong RWA reduction
M Moderate RWA reduction
M No RWA change

10%

A-IRBA) for certain portfolios (large corpo-
rates, institutions) are drivers of increased
RWA.

Overall, however, the RWA effects of IRBA
modifications appear to be comparatively
moderate. This is understandable as Basel Ill/
CRR I, through the introduction of the out-
put floor, significantly reduces the compar-
ative benefit of internal models and thus
their RWA reducing effect (cf. section 3.4).

94%

84%

24%

67%

20% 30% 40% 50%

B Moderate RWA increase
[ | Strong RWA increase
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RWA changes in the IRBA are primarily
driven by the changed regulatory LGD

in the foundation IRBA (relief) and the
input floors (higher RWA). The other
changes tend to be less relevant.

6%

60%

2%

2% 2%

4% 2%

29% 2%

4%

6%

70% 80% 90% 100%
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The changes in capital requirements for
operational risk are noteworthy. Under
the finalised Basel Il rules, this capital
requirement must be determined by all
institutions according to a new, uniform
standardised approach. Almost half of the
institutions do not expect any major impact
with regard to the required own funds. The
remaining responses, however, are almost
evenly divided between an increase and a
reduction in capital requirements.

The capital requirements for market risk
and credit valuation adjustments (CVA) also
present a comparatively uniform picture

(cf. fig. 10). For the most part (CVA: 65%,
market risk: 75%), no significant changes

Fig. 10 - RWA trends for other risk types

OpRisk

CVA

Market risk  [«2/7)

0% 10% 20% 30%

are expected. This is not surprising, as
these risk types are less significant for
many non-trading book institutions. How-
ever, if any changes are expected, they
almost always lead to an increase in capital
requirements. Less than 5% of the institu-
tions expect RWA relief.

40% 50% 60% 70% 80% 90% 100%

Strong RWA reduction B Moderate RWA increase
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Drivers of the output floor effect

The BCBS and EBA impact studies' have
already shown that the introduction of

the output floor is one of the main driv-
ers for the expected increase in the total
own funds requirements. Our survey

thus focused on ascertaining which risks
or transactions have a particularly high
contribution to the increase in RWA under
the output floor - i.e., where the difference
between the risk weights in standardised
approaches and internal models is particu-
larly large.

Figure 11 shows that market risks are not
significantly affected by the output floor,
while in the area of credit financing the
three segments considered (real estate,

retail and corporate) all contribute sig-
nificantly to an increase in own funds
requirements. Real estate financing is most
affected, where almost a third of institu-
tions surveyed expects a strong (16%) or at
least moderate (14%) increase in RWA. This
shows that despite the intended higher risk
sensitivity of the SA-CR, significant savings
potential under the IRBA is still expected, at
least in real estate financing.

Real estate and corporate financing
are particularly affected by the out-

put floor, but RWA increases are also
expected in the retail business.

Basel I1I/CRR Il Survey 2023 | Impacts and challenges
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The outlook for corporate finance is some-
what less pessimistic. About a quarter of
institutions expect a negative impact on
capital requirements. The newly introduced
reduced risk weight of 75% for BBB-rated
exposures should help to reduce the
differences between SA-CR and IRBA.? In
addition, the elimination of the A-IRBA for
certain exposures may increase the risk
weight in the IRBA, so differences between
SA-CR and IRBA will also reduce.

In the retail business, the outlook is less
negative: Only 6% of respondents expect
a strong increase in RWAs and 12% a
moderate increase. This contrasts with 2%

Fig. 11 - Output floor drivers
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who expect RWA reductions. This answer
is not immediately intuitive because the
output floor can typically only lead to an
increase in capital requirements. However,
portfolios with average IRBA risk weights
higher than 72.5% of the corresponding
risk weight in the SA-CR cause the compar-
ative value for the output floor to fall. In this
respect, they reduce the RWA burden of
the floor at the overall bank level.
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Strategic impact

The various changes in the RWA calculation
mean that the attractivity of certain prod-
ucts and business areas may have to be
reassessed. In this context, less than 40%
of the institutions surveyed assume that
the new rules will have no strategic impact.
In contrast, approximately 30% expect that
adjustments in the design of products and/
or a realignment of portfolios will be nec
essary. 13% of institutions are considering
a fundamental realignment of the business
model, and just under 8% an adjustment of
the customer structure.

Most notably, large institutions (with a bal-
ance sheet total of EUR 30 billion or more)
are specifically thinking about adjusting

portfolios or business models. Since larger

institutions are usually more affected by
changes due to the output floor, this result
is not surprising. The detailed analysis
shows that users of internal models/rating
procedures want to rethink their portfolio
structure and, if necessary, the business
model. Geographical location does not
seem to affect the assessment of strategic
implications.

Several smaller institutions in the sample
(up to EUR 30 billion total assets) have also
recognised the need to realign portfolios
or their business model, meaning smaller
institutions cannot ignore the issue. Itis
also noticeable that a large number of
smaller institutions see a need to review
the design of their products.

Fig. 12 - Expected strategic impacts of Basel 1lI/CRR 11l

No. of respondents (multiple answers were possible)
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Moving from SA-CR to IRBA could be a
solution to RWA challenges for some insti-
tutions, provided that the average portfolio
quality and mix indicates a reduction in risk
weights.”
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Fig. 13 - Expected strategic impacts by total assets

No. of respondents (multiple answers were possible)
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Fig. 14 - Expected strategic impacts by approach
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Fig. 15 - Expected strategic impacts by region

No. of respondents (multiple answers were possible)
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About two-thirds of the institutions sur-
veyed indicate that they intend to conduct
an RWA optimisation exercise. Almost one
in eight institutions sees a fundamental
need for action regarding their business
model (cf. fig. 16).

More than 60% of respondents see a need
for action in the context of capital planning
or in the pricing of products. This reflects
the increasing capital requirements on
average, as well as the need to generate an
adequate return on capital under the new
rules.

More than 60% of the respondents
see a need for action in the context
of capital planning and pricing - but
only very few have already made
significant progress. Roughly a quar-

ter indicated that internal capital
allocation will have to be adjusted.
Consequently, many banks expect to
re-design some products or re-align
the portfolio.

The latter point is of particular importance,
because pricing that is not in line with the
market is - at least in theory - disadvan-
tageous for the institution: If the capital
premium is set too low, net interest income
decreases. As a result, it becomes more
difficult to strengthen the capital base.
Conversely, excessive capital premiums
can lead to an institution pricing itself

“out of the market” and the customer
switching to a competitor. The “right”
integration of capital requirements into
product calculations is therefore impor-
tant for long-term success. Accordingly,
more than 25% of institutions surveyed
explicitly stated that they wanted to

review their internal capital allocation.

Directly related to this are the approaches
used to determine regulatory capital
requirements. Some 40% of institutions
intend to review the usage of internal
models. These considerations go both ways
depending on the insitution’s current

state - some of those currently using inter-
nal approaches are considering switching
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to standardised, and conversely others
using standardised are considering seeking
approval for the use of internal ratings or
risk models. A detailed analysis of this can
be found in the sections on the benefits of
the IRBA (p. 30 ff.).
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Beyond the strategic implications, a com- data that is required for more favourable The high relevance of the revised capital

pelling need for action is also seenin recognition of transactions is not available requirements can also be shown by means
relation to data storage and management. or is outdated. This information needs to of a cross-check: Only one in eight of the
More than half of institutions stated that be recorded systematically; the required institutions surveyed could not identify any
they need to improve data management data fields and the associated processes major need for action.

and/or data quality. This point has a clear are yet to be created in some cases.

connection to RWA optimisation. Often,

Fig. 16 - Identified action items
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Status of implementation activities
Since the vast majority of institutions sees

Less than one third of the respond-

a need for action, a question arises as to ents do not see a need for structural
how far participants have progressed with changes to the regulatory reporting
their implementation activities. With regard environment. In contrast, approx-

to the adjustments to IT infrastructure, the imately 15% fear that significant
picture is varied. Approximately 15% of the changes to the risk and finance data
institutions surveyed stated that they were infrastructure or even a new data
already planning a Basel lll-related review warehouse will be required to imple-
of their IT systems or are at least consider- ment the new regulatory framework.

ing the possibility of fundamental change.
Roughly 40% of institutions do not yet see
any need for structural action but consider
it to be possible. Approx. 30% of the insti-
tutions surveyed believe that no structural
adjustments are currently required due to
the new capital requirements.

Fig. 17 - Impact on IT infrastructure
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Among the institutions that do not expect
structural changes, no significant trends
could be identified with regard to the size
of the institution, or whether the institution
uses standardised approaches or internal
models/ratings. Accordingly, structural
changes in IT will largely depend on the
current state of the IT stack within the
institution.

Where adjustments are expected, these
are distributed across various sub-areas.
As expected, the greatest need for action
is seen in RWA calculation engines. More
than half of the respondents see a need
for action here. In light of the breadth of
changes in RWA calculations, it is surprising
that this figure is not higher. One possible
reason for this could be the use of third-
party calculation software in the reporting
system, that the changes are considered to
be less challenging technically.

For reporting systems, the need for action
is considered somewhat lower. Here, just
under 40% of the institutions surveyed
see the need for significant improvements
or even new systems. Of these, about half
stated that both the reporting and RWA
calculation engines need to be adapted -
there is a need for action at both levels.

Adaptation is also deemed necessary for
risk reporting systems (23%) and data-
bases or risk and financial data infrastruc
ture (17%). As the latter tend to be more
inward-looking, it is not surprising that this
response was given less frequently than for
reporting.
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Fig. 19 - Ongoing and planned implementation activities

No. of respondents
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Yes, the initial activities
have started.

About half of the institutions had already
engaged in first activities at the time of the
survey (mid-2022) or had at least requested
a specific budget. Another almost 20% had
planned to start a project in 2022.

The remaining almost 30% of the institu-
tions provided different reasons for com-
mencing their implementation in 2023 at
the earliest - the most common reasons
were uncertainties regarding the go-live
and possible changes to the ruleset before
its final adoption. It must be clear to these
institutions that, while a later implemen-
tation will bring greater clarity with regard
to the specific requirements, the imple-
mentation period will inevitably be shorter.
In view of the aforementioned needs for
strategic adjustment, this strategy is not
without risk as, in addition to the IT-related
changes, adjustments may also be neces-
sary to the business model and the pricing
of products, which usually require a longer
lead time.

No, but activities are
planned for 2022.

2

A later start of implementation activ-
ities will benefit from greater regu-

latory clarity at the cost of a shorter
implementation project timeline.

For smaller institutions, a lack of specifi-
cations from service providers (e.g., jointly
operated data centres) was sometimes
cited as a reason for a later start to the pro-
ject. These institutions should also ensure
that they are not flying blind with regard to
future own funds requirements, and that
the remaining time period is sufficient to be
able to implement any necessary adjust-
ments in own funds and/or in the portfolio
by the time CRR Il enters into force.

A breakdown by region shows slight differ-
ences: In particular, in the non-European
regions (i.e., Asia-Pacific), almost all
institutions have already started with

the implementation activities, whereas

in the EU a higher proportion will wait

No, we will be active in
2023 at the earliest.

A budget for the initial activities
has been requested, but the
actual work has not yet started.

to start until 2023. However, it should

be noted that some of the participating
institutions from the EU are significantly
smaller than the non-European institu-
tions. Large institutions tend to be further
along than smaller ones. At the same
time, European institutions can assume
that CRR IIl will come into force in 2025 at
the earliest, while outside Europe, local
regulatory go-live dates are expected

to be sooner at least in some regions.
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Among the implementation activities
already carried out, data availability analy-
sis is most prevalent, followed by a funda-
mental impact analysis of the new regula-
tions on the IT environment. In contrast,
only a few institutions have made concrete
adjustments in their portfolio or focused
on RWA optimisation. The same applies

to capital allocation and pricing. Since the
old rules will still apply for a few years until
the new rules come into force, it is not
surprising that banks seem to proceed with
caution.

Nevertheless, it is advisable to know the
business areas/products that will be worse
off as a result of Basel llI/CRR . This
applies to the regulatory treatment of new
business, but also to the disposal of (par-
tial) portfolios. If the maturity of the new
business falls within the period of Basel lll/
CRR Il application, the future treatment
of a deal should already be adequately
reflected in the pricing. If the disposal of
customers or portfolios based on the new
regulatory rules is being considered, the
“candidates” should also be identified at an
early stage in order to take advantage of
favourable market situations.
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Fig. 20 - Reasons for later start of implementation
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Fig. 21 -Completed implementation activities
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The evaluation of implementation activities
is “distorted” by the fact that large Euro-
pean institutions are obliged to participate
in the EBA's annual impact study and must
therefore calculate and report their capital
requirements under the new rules at least
yearly. Nevertheless, non-European institu-
tions have also carried out regular impact
calculations. Because these calculations
require extensive preparation and data
work, these institutions should in principle
be in a better starting position. Apparently,
however, the majority of the calculations
has not yet been carried out using an
optimised data basis, as not even one in
five of the institutions that regularly carry
out an RWA impact calculation stated that
data availability analysis had already been
completed.

Of the institutions who perform regular
RWA impact calculations, only one in eight
had completed an IT impact analysis, not
a single institution conducting regular
calculations has completed its impact
analysis on capital allocation and pricing,
and almost one in two institutions (43%)
had not yet carried out any analyses apart
from the RWA calculations. This does not

RWA optimisation capital allocation

and/or to pricing

differ significantly from the participants
who do not regularly calculate the RWA, as
two thirds of these institutions have not yet
carried out any detailed analyses.

Even larger institutions were not sig-
nificantly further along in implement-

ing the new regulations than smaller
ones at the time of the survey.

These results are surprising, as the insti-
tutions with regular calculations are pre-
dominantly large ones that tend to have
more resources to carry out dedicated
analyses. At the same time, however, these
institutions are also more complex, so that
fully comprehensive data and IT analyses
are comparatively more time-consuming.
Discussions with market participants
outside the survey have shown that larger
institutions plan to significantly intensify
implementation activities for the first half
of 2023.
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The implementation of the new standard-
ised approach for credit risk poses various
challenges. The most significant task lies
in the implementation of the future capital
requirement for real estate exposures: A
quarter of the institutions foresees major
challenges here. This is not surprising, as
the methodology differs fundamentally
from the current standardised approach.
The other changes - considered in iso-
lation - will generally not pose a major
challenge. However, the sum of all neces-
sary adjustments still is a task to be taken
seriously: Less than one third of the insti-
tutions expects full implementation to be
simple. About a quarter of the institutions
expects significant effort.

Institutions that expect greater chal-
lenges mostly see them in the area
of IT, especially with regard to com-
pleting the upcoming reports. Some
of these institutions expect that their
reporting software might have to be

replaced. Further need for adapta-
tion is foreseen in risk and finance
IT systems. The biggest challenge in
the future SA-CR is the comprehen-
sive implementation of all rules and
regulations.

Fig. 22 - Implementation challenges with the new SA-CR
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Benefits of the IRBA from the perspec-
tive of SA-CR institutions

Based on the far-reaching regulatory
changes in credit risk, as well as the
expected RWA increases described above,
SA-CR institutions may want to consider
reviewing their previous strategic decision
against the use of the IRB approach.

From the survey results/discussions with
clients, it appears that the decision against
the IRB approach is driven in particular

by the change to the conditions for IRBA
approval. To illustrate, whereas a German
institution must currently roll out the IRB
approach to all relevant credit portfolios
within five years and calculate at least 92%
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of its credit risk RWA and its credit risk
exposures using internal models, in future
this will only be required at the level of
the exposure class approved for the IRB
approach. This is caused by a change
introduced by CRR IlI, which allows bank to
seek IRBA approval for selected portfolios
only.

This elimination of the so-called IRBA
coverage ratio can therefore be under-
stood as a paradigm shift in the IRB
approach and will lead to greater degrees
of freedom in the future with regard to the
IRBA scope as well as increased flexibility
in terms of timing, since an overall IRBA
implementation plan no longer has to be
adhered to for all portfolios.

When asked about the motives for a future
IRBA approval under the Basel llI/CRR IlI
rules (cf. fig. 23), SA-CR institutions con-
sider the aforementioned elimination of
the overall coverage ratio to be extremely
relevant, followed by the increased flexibil-
ity and the expected increase in RWA under
the new Basel lllI/CRR Ill requirements in the
SA-CR. The possibility of integrated man-
agement between Pillar | and Il as a result
of IRBA approval as well as a corresponding
risk-sensitive pricing by exposure, are rated
by two out of five institutions as relevant
for decision making in terms of IRBA appli-
cation.

Basel I1I/CRR Il Survey 2023 | Impacts and challenges

The elimination of the previously
required overall coverage ratio makes

the IRBA more attractive for SA-CR
institutions.

Fig. 23 - Motives for IRBA application under Basel I1I/CRR 11l from SA-CR institutions’ perspective
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Overall, SA-CR institutions divide into two
groups on the basis of the survey results,
which is reflected further in the answers to
the specific question related to the attrac-
tiveness of a future IRBA application (cf.
fig. 24).

While eight institutions rate an IRBA appli-
cation as unattractive even under Basel Ill/
CRR I, almost as many (9) SA-CR institu-

Fig. 24 - Benefits of the IRBA

No. of respondents
10

tions rate a possible IRBA application as
generally attractive. Three of the latter
state that they are already aiming for IRBA
approval under the new regulation with the
introduction of CRR IIl or shortly thereafter.
In addition to the clear positioning for or
against the IRB approach by the majority

of the institutions, five institutions have
not yet performed an institution-specific
assessment regarding the IRBA advantages.

While the IRBA remains unattractive
for several banks, just as many are

considering applying to move from
CR-SA to IRBA for some portfolios.

0
The IRB approach is
currently not an
option for our
institution even under
CRR IlI/Basel Il final.
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Our institution has not
yet carried out an
assessment of the IRBA
benefits, so an
evaluation is not
possible from the
current perspective.

Our institution is
aiming for IRBA
approval before the
implementation date
of Basel lll/CRR Il or
shortly thereafter
(moving from CR-SA or
moving to IRBA for
additional portfolios).

In general, our
institution finds
the IRB approach
interesting, so it needs to
be evaluated whether an
IRBA application will
make sense at a later
pointin time.

Although an IRBA
approval would be
attractive, it is not
realistic due to the
portfolio structure
and/or database.
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The question as to which portfolios would Fig. 25 - Possible exposure classes for the IRBA
be the focus during a future IRBA appli-

cation also reveals a varied picture: In

addition to classic retail portfolios with Real estate (residential)
small individual exposures and a large

number of customers, other institutions

indicate portfolios with a small number

of clients and generally low defaults (non- Retail (private customers)
SME) corporates, specialised lending or

public sector entities) as possible IRBA

candidates. This is not surprising consid-

ering the different business models of Retail (SME and
the institutions surveyed and illustrates individual entrepreneurs)
that it is not only institutions with a retail
focus, but also those with specialised
portfolio structures who consider the IRB

) ; Corporates (SME)
approach to be an attractive option.

The key challenges of an IRBA application,
which are often the subject of IRBA benefit
analyses, are interestingly not classified by
the majority of institutions as a significant
obstacle. In contrast, the remaining
responses indicate that one third of the
institutions anticipate challenges, some Corporates (specialised lending)
of them considerable, for IRB approval.

These range from methodological

uncertainties and data availability to

cost-specific questions regarding the Public sector entities
establishment of IRB eligibility and

the costs of regular IRB operation.

Corporates (non-SME)

e

o
N

2 3 4 5

No. of respondents (multiple answers were possible)
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Fig. 26 - IRBA approval challenges
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The approval of internal rating
models is based to a large extent
on the availability of an adequate
data history. The use of external
data pools can therefore make an
important contribution.

34



We also asked which options SA-CR insti-
tutions would prefer in the course of a
possible IRBA application. Approximately
one third of the institutions stated that
they prefer either IRBA application on

the basis of self-developed rating models
or on the basis of external pool-based
models. Slightly more than one third, on
the other hand, indicate that they prefer
a combination of the two approaches.

An analysis of the size and geographical
distribution shows that German institu-
tions prefer a pool-based approach. This
can be explained by the use of rating pool
models prevalent in the German market,
which are already recognised by the super-
visory authorities. When asked to what
extent the actual availability of pool rating
models would have an impact on IRBA use,
13 of the CR-SA banks indicated that such
an option would positively influence the
decision to seek IRBA approval.
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Fig. 27 - Preferred options in the context of an IRBA application
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Fig. 28 - Influence of the use of data pools
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Benefits of the IRBA from the perspec-
tive of IRBA institutions

In contrast to the renaissance of the IRB
approach from the perspective of SA-CR
institutions, banks already using the IRBA
are confronted with the opposite issue:
Due to Basel lll/CRR Il restrictions on the
use of the IRB approach (e.g., elimination
of LGD and CCF estimates for “low-default
portfolios” or introduction of the output
floor) the benefits of the IRBA might van-
ish. At the same time, the ongoing opera-
tional costs of operating IRB models have
increased in recent years due to a large
number of regulatory initiatives (includ-
ing TRIM, EBA Repair) and the associated
capital surcharges as a result of negative
validation or audit results.
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Fig. 29 - Planned reversion of IRBA portfolios to SA-CR
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Against this background, two out of five
institutions state that they have already
applied for a return to the standardised
approach for selected portfolios or are
planning to do so in the course of CRR I
introduction. However, almost 40% of insti-
tutions polled are open to optimising their
IRBA model landscape.

The new requirements concerning risk
modelling and output floor limit the
benefits of the IRBA. The standard-

ised approach might be more suitable
for some banks or portfolios currently
using the IRBA.

This “IRBA coverage optimisation” is also in
line with the “opt-out clause” from the IRB
approach provided for under CRR Il in the
first three years after its introduction. Here,
IRBA institutions are permitted to revert
from previous IRB approval(s) against the
background of the modified regulatory
framework via a simplified supervisory
procedure, and to use the SA-CR for these
portfolios in the future.

In view of this option, we asked the institu-
tions about their view on a possible return
from the IRB approach to the SA-CR. The
results show that a return to the SA-CR is
typically planned for those portfolios for
which the estimation of own risk param-
eters will only be permitted to a limited
extent in the future. In addition to institu-
tions and (non-SME) corporate portfolios,
there are also low-default portfolios (cen-
tral governments, public sector entities)
that face particular challenges in terms of
modelling and validation, especially with
the increase in methodological require-
ments over recent years.

Finally, the elimination of the overall cover-
age ratio with the introduction of CRR IlI, as
already mentioned above, is also likely to
play a role here. This should make it much
easier for IRB institutions to revert those
portfolios to CR-SA that were originally
transferred to the IRB approach primarily
to achieve the minimum coverage and
where models may be less robust. Al in

all, this shows that institutions are already
actively reviewing their existing IRBA model
landscape in the run-up to the introduction
of CRRIIL.
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Effects of the output floor

The output floor newly introduced by the
revised Basel framework should lead to

a convergence of capital requirements
between the different approaches. After
the five-year phase-in period the output
floor will be 72.5%. This means that for an
institution that uses internal models or
rating procedures the relevant RWA equal
at least 72.5% of the RWA that would have
resulted from an institution using only
standardised approaches. The maximum
benefit (RWA reduction) from the use of
internal approaches is thus limited to 27.5%
of the standardised approach.

Despite this restriction, 18% of the institu-
tions surveyed are convinced that internal
credit risk models will continue to be fully

advantageous in the future, and a further

18% expect at least some benefits.

4% of the institutions stated that there is
no longer a benefit in the area of credit risk.
28% see at least a limitation of the benefit,
while 32% still want to examine the future
benefit.

The picture is somewhat different for
market risk and counterparty credit risk
models: More than one third of respond-
ents did not comment on these aspects.
This reflects the fact that internal models
for these risk types are less common in reg-
ulatory practice - and will likely not be used
in the future either.

Regarding market risk models, only 4% still
see a slight advantage in the use of internal
models in the future, while just as many can
no longer see any advantage at all. Another
11% see at least a limited advantage. 43%
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have not yet examined the benefits.

In this context, it should be noted that the
output floor applies at the overall bank
level (or at the highest level of consolida-
tion). Institutions that benefit from the full
potential capital savings of 27.5% by using
IRBA models, would not be able to achieve
any additional benefit by using internal
market risk models.

This also applies to models for counter-
party credit risk. Here, 7% of respondents
still see some advantage to using internal
models in the future, while 8% expect no
benefit.

The output floor is a massive
game changer. The pricing of
products must therefore be

reviewed - by all institutions.



Fig. 31 - Benefits of internal models
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For institutions where the output floor
becomes binding, total capital require-
ments increase. In order to achieve an
adequate return on capital employed in the
future, their product pricing must also be
adjusted.

Most banks have already assessed
whether they will be affected by the
output floor. Nonetheless, only very

few have fully completed the assess-
ment of necessary adjustments in
capital management and pricing.

The majority of institutions has already
assessed the strategic implications of the
new output floor. 11% stated that they
had fully completed their analyses in this
regard. About two thirds have already car-
ried out comprehensive analyses. Only 7%
have not yet started any activities.

When it comes to allocating future addi-
tional capital requirements to business
areas, institutions are still less advanced.
More than half have already made good
progress in this respect - but about a quar-
ter still sees themselves at the beginning of
the journey. Itis important to bear in mind
that accurate and comprehensive capital
allocation is a prerequisite for pricing con-
siderations.
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When asked about the implementation
status of an adjusted pricing methodology,
however, many institutions stated that they
were only at the start of the process at the
time of the survey in mid-2022. Just under
40% still saw a need for action, including
the 11% that had only just started. Only 4%
had already fully adjusted pricing to con-
sider the impact of the output floor. This

is in line with observations in the market,
according to which the effects of Basel lll/
CRR Il do not yet play a major role in pric
ing practice.

However, this is likely to change quite
quickly once more institutions complete
their analyses. Market pressure will also
increase as an ever-greater proportion of
new business has maturities that extend
into the period in which the application of
the output floor becomes effective.
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Fig. 32 - Preparation status in light of the output floor
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Finally, we asked in which areas the output
floor will have an impact. The greatest
changes are seen in capital allocation and
product pricing. It is worth noting that - as
already mentioned - many institutions are
yet to complete their analyses in this area.

In the case of limit systems and medium-
to long-term business strategy although
the majority answered neutrally, among
those that expect change, more institutions
expect significant rather than insignificant
effects. The product mix is rated least
critical: More than two-thirds answered
neutrally, while only 18% foresee more
significant effects.
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Fig. 33 - Relevance of the changes brought by the output floor
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Overall, it is clear that institutions recognise
the importance of the output floor and
have analysed its effects to some extent.
However, respondents have not yet imple-
mented the necessary adjustments.

In particular, most institutions have not
completed the implementation of adjusted
capital allocation and product pricing. Only
time will tell to what extent - and when -
adjusted conditions will be accepted in the
market. However, the pressure to act will
increase until the new regulations come
into force.
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Since not every institution will be directly
affected by the output floor, there will still
be a period in which not every transaction
is affected - but at the latest when the
transitional arrangements expire, most
institutions will no longer be able to take
full advantage of their internal approaches.
As a large number of institutions will be
affected, it is likely that this will have an
overall effect on market practices.
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Conclusion and outlook

While the future capital framework has
been known for quite some time now,
the exact regulatory requirements are
yet to be finalised. Our report shows
that many banks have already assessed
the impact of the new rules on cap-

ital requirements and - to a lesser
extent —on their IT environments.

The actual impact will vary significantly

depending on the individual bank's port-
folio and strategy. There is no one-size-

fits-all solution, which means that banks
that have not yet assessed the effects of
the new framework should do so swiftly
to avoid unforeseen negative outcomes.

Changes to the capital requirements for
credit risk are at the heart of the reforms.
Thus, most banks in our sample see more
relevance in this area than, for exam-

ple, in market risk or CVA. Nevertheless,
banks with significant trading portfolios
will need to ensure they understand the
implications of these changes in detail.

The new output floor is a game changer for
the use of internal ratings and risk models.
Additional models will not lead to extra cap-
ital relief once the threshold level (72.5%
of standardised approach RWA) has been
reached. Given the cost of running regula-
tory models, a review of the model land-
scape is advised. Since banks are permit-
ted to revert to the standardised approach
under CRR Il for a period after implemen-
tation, this could be a feasible option for
some portfolios (or the entire bank).

At the same time, the majority of banks in
our sample expects a - sometimes signifi-
cant - increase in capital requirements. For
those banks which currently use the stand-
ardised approach for regulatory reporting,
the IRBA may still be attractive despite the
output floor. Since the general conditions
to apply for the IRBA become more flexible
in the CRRII, this approach is now in reach
for more banks. The use of external data

to supplement the internal loss history
can further help banks to obtain regula-
tory approval to use the IRBA. By means
of pooled data and/or pool models, the
IRBA comes within reach for additional
institutions. The availability of such pooled
solutions has a positive impact on the
decision to apply for the IRBA in the future.

As the IRBA or other internal models can
generate up to 27.5% rebate on RWA, a
change of the regulatory approach could
help to meet the upcoming capital require-
ments - while always noting the general
regulatory prohibition against “cherry-pick-
ing” regulatory capital approaches in
order to minimise capital requirements.

Only a few banks are currently incorpo-
rating the new regulatory requirements
in capital management and pricing. This is
somewhat surprising, since any transac
tions with a maturity later than 2025 are
likely to fall under the new rules over time.
The implementation of the revised pro-
cesses will require strategic management
decisions, which typically take some time.
Banks should intensify their efforts in this
area now in order to ensure that when

capital requirements increase they are able

to meet their ROI targets by reflecting RWA
increases in pricing and ensure that com-
petitors anticipating lower capital require-

ments for particular transactions don't gen-

erate a pricing and competitive advantage.

It will be important to monitor the mar-

ket and observe how fast competitors
adopt the new framework. Our survey

has demonstrated that many banks have
already started to assess the need for
change and will soon start their implemen-
tation projects, if they have not done so
already. Banks need to ensure they do not
fall behind in this regard. As with all regula-
tory projects, the implementation deadline
is mandatory. A further postponement of
the implementation deadline in the EU is
unlikely, given the BCBS framework was

finalised and published at the end of 2017.
Some jurisdictions are aiming for earlier
implementation, which needs to be taken
into account in multinational projects; yet
another reason not to hesitate further.

Deloitte can support banks with analyses
of the individual impact and in implement-
ing the necessary changes. Please contact
our experts to discuss your needs. We
thank all the banks which participated

in the survey as well as RSU GmbH &

Co. KG for their input and discussions.
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Footnotes

Twww.bis.org/publ/bcbs189.pdf.

2Regulation (EU) 575/2013.

3www.bis.org/bcbs/publ/d424.htm.

4As the CRR Il differs in detail from the BCBS framework, the differentiation may be necessary.

>www.bis.org/press/p200327.htm.

®Quantitative Impact Studies (QIS), cf. www.eba.europa.eu/risk-analysis-and-data/quantitative-impact-study/basel-iii-monitoring-exercise.

7RSU GmbH & Co. KG (www.rsu.one).

8Staff members involved in the implementation of the new rules were approached via personal contacts from Deloitte and RSU to obtain
meaningful responses.

°Cf. www.eba.europa.eu/eba-publishes-its-report-first-mandatory-exercise-basel-iii-full-implementation-impact.

°The draft CRR Il provides for a grandfathering of the current treatment of historic and strategic equity investments. If such equity
investments meet certain criteria, the expected RWA increase for equity expoures could be reduced.

" Cf. www.eba.europa.eu/risk-analysis-and-data/quantitative-impact-study/basel-iii-monitoring-exercise, www.bis.org/bcbs/publ/d426.htm
and www.bundesbank.de/en/tasks/banking-supervision/legal-basis/basel-framework/basel-ii-monitoring-622584.

2This requires the borrower to have an eligible external rating. In Europe, this is often not (yet) the case. This lack of reduction in practice
could be one of the reasons for the stronger increase in RWA at European institutions.

®The impact of CRR Il on the choice of regulatory approaches is discussed separately in the chapters about the benefits of SA-CR
(see p. 30 ff).

“The thresholds for IRBA application vary from country to country, but as an effort to avoid cherry picking, as of today the IRBA must
cover significant parts of the entire loan portfolio.
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Michael Cluse Dr. Christian Farruggio Dr. Thomas Reichsthaler*
Director Senior Manager Head of Marketing & Sales
Tel: +49 151 58000389 Tel: +49 151 58001217 Tel: +49 89 442340 117
mcluse@deloitte.de cfarruggio@deloitte.de thomas.reichsthaler@rsu.one

*RSU is not affiliated with Deloitte and has been offering specialised
solutions for risk management in banks, insurance companies and
assets management, utilising a pan-European data pool.

For more information see www.rsu.one.
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