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Global regulation

Dodd-Frank Basel llI

OTC derivatives Capital and capital surcharges
- i Liquidity, LCR and NSFR

P.rgprletgry trac‘j‘mg : / : : EU Regulation
Living wills for “too big Conservation and countercyclical
to fail” buffers AIFMD
Basel Ill requirements Leverage ratio EMIR
Hedge funds Stress testing l(_llivll?nlgs\)mus
Compensation _
Securitisation Global Regulatory Reform MiIFID Il
Consumer / investor The G20 summit UCITS IV
protection commitments have led to

a host of new regulatory

requirements for banks Asia-Pacific
worldwide to add to Regulation

existing regulatory Investor Protection

FATCA / — OTC Derivatives
Disclosure of T \ reform

US persons IFRS Convergence

and assets FASB / IASB convergence EU Tax

to IRS or IFRS 9 impairment Bank Levies
30% IFRS 9 hedging (UK, France,
;’;‘)t(hho'ding Asset and liability offsetting Germany)

Single control model
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Basel 3 in a nutshell

Increasing the quantity and quality of bank capital
and increasing capital requirements

Quality of bank capital: Quantity of capital
» Tier1 will be largely equity | |the overall ratios will

and reserves rise:
» Capital conservation
Leverage ratio » Countercyclical capital
» Backstop ratio to prevent buffer
excessive lending > G-SIB buffer
» EU Action

Capital requirements

increasing:

» Trading book and
securitisations

Global requirements for liquidity buffers:

» Liquidity coverage ratio — requires stock of high
quality liquid assets

» Net stable funding ratio — illiquid assets have to be
backed by stable funding

Counterparty risk:

» Changes to risk
management governance
and processes
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Implementation timelines
Basel 3 and CRD4/CRR
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Strategic implications

The proposed Basel Il framework will impact and constrain business models across all
aspects of balance sheet and off balance sheet use.

Strategic planning and review is needed across products and business platforms
including some entity structures — a number of fundamental factors are changing and the
rationale for current practices may no longer be relevant.

Current focus is on areas of substantial capital increase, but the impact of new liquidity
and leverage constraints are often interrelated and conflicting in nature.

Downward pressure

Capital placed under
pressure due to
additional negative

Business activity

carry "
Current funding Spe]g;gtt"ur?;c;duct
model Ilke_ly 0 Possible action to Leverage ratio placed Reuvisit driver for
attract additional : L ”
liquidity increase liquid under pressure by additional upward Booking models

asset holding? increasing assets pressure - liquidity

requirement — LCR and procedures

creates pressure NSFR placed under

pressure by using
cheap funding to
increase liquid assets

Upward pressure

Centralised
funding, hedging
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Implications for individual banks (1)

Increased equity

Estimated
increases in Systems _ .
core tier 1- by cost of Higher LIeCEECLIN  Implementation
the industry new Costs liquidity costs could be
as high as

range from reporting
25% to 41%

Basel |l

Implementation

costs
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Implications for individual banks (2)

Fee and non-exposure based activities could be more popular- fund
management

Strategic planning needed- which businesses to expand, which to reduce,
which to exit

Current focus is on areas of massive capital increase- e.g. securitisation

Overall increase in capital required for trading books will make activities less
profitable

Overall effect could be greater

disintermediation
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Impact on disclosures

Improving transparency:
Full reconciliation of regulatory capital elements to audited balance sheet
Full disclosure of regulatory adjustments
Common Equity Tier 1 versus Core Tier 1 capital

Terms and conditions of instruments including in regulatory capital base
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Basel |l
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About Ernst & Young

Ernst & Young is a global leader in assurance, tax,
transaction and advisory services. Worldwide, our
130,000 people are united by our shared values and an
unwavering commitment to quality. We make a difference
by helping our people, our clients and our wider
communities achieve potential.

For more information, please visit www.ey.com.
© 2012 Ernst & Young - all rights reserved.
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