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Executive summary

This report summarises the findings from the third round of the Basel lll monitoring exercise that
is based on the EBA decision to render the QIS exercise mandatory for a representative set of
European Union (EU)/European Economic Area (EEA) credit institutions.® The report provides an
assessment of the impact of the Basel Ill reform considering specific provisions that are part of
the European regulation for a representative sample of EU/EEA banks.?

On 31 May 2024, the European Parliament and Council adopted the Regulation (EU) 2024/1623
amending Regulation (EU) No 575/2013 as regards requirements for credit risk, credit valuation
adjustment risk, operational risk, market risk and the output floor (hereafter CRR33) and the
directive (EU) 2024/1619 amending Directive 2013/36/EU as regards supervisory powers,
sanctions, third-country branches, and environmental, social and governance risks (hereafter
CRD6%). The aforementioned regulations reflect the implementation of the Basel Ill reform package
in the EU and contain certain EU-specific adjustments that are not part of the Basel Ill framework.
The CRR3 is to apply from 1 January 2025, while the CRD6 is to be transposed into national law by
January 2026 (i.e. 18 months after entry into force on 9 July 2024).°

For the first time, the main Basel lll monitoring report presents the estimated impact of the Basel
lll reform considering the most impactful EU-specific adjustments that are part of the CRR3 and
CRD6.° Differently to previous years, the main results also include the effect of all EU buffers and
Pillar 2 requirements (P2R). Therefore, results in this report represent an implementation of the
Basel lll reform that is closer to the CRR3/CRD6 framework. The revisions to the Basel Ill framework
mainly affect exposures — and the resulting risk-weighted assets (RWA) and minimum required
capital (MRC) — for credit risk, operational risk (OpRisk) and leverage ratio (LR). Importantly, the
new Basel Ill framework also introduces an aggregate output floor. The impact attributed to the
above risk factors is measured and analysed primarily based on the MRC and secondarily on the
basis of capital shortfalls and differences in capital and LR.

1

2 Regarding operational risk, EU co-legislators have opted for the discretion of setting ILM equal to 1 in the final revised
Capital Requirements Regulation (CRR) 3 and Capital Requirements Directive (CRD) 6. Therefore, the results may not be
directly comparable with the report published by the Basel Committee on Banking Supervision (BCBS), in which ILM
specific was adopted as the base case for measuring the impact of the output floor.

3

4

> 0n 18 June 2024, the European Commission has announced that it will adopt a delegated act in accordance with Article
461a CRR3 postponing the use of the FRTB methods for capital purposes (FRTB-SA and FRTB-IMA) by 1 year. This report
does not take into account the FRTB postponement. However, the results, with the exception of the impact of the
transitional arrangements for the output floor in 2025 (section 2.8) will not be affected since they are presented at the
time of full implementation in 2033.

®in previous years, the results considering the EU-specific adjustments were published as an Annex to the main report.
This year, they are presented as the main results, while the Basel Ill baseline results are presented as an Annex. From the
Dec-22 reference date, the analysis on the Net Stable Funding Ratio (NSFR) is moved to the Report on Liquidity Measures
that also includes the analysis on the Liquidity Coverage Ratio (LCR).



https://www.eba.europa.eu/sites/default/files/2024-02/fd24177f-8938-48ff-a6ae-eecd940e21b5/eba_dc_373_eba_decision_concerning_information_required_for_the_monitoring_of_basel_supervisory_standards_consolidated_version.pdf
https://eur-lex.europa.eu/eli/reg/2024/1623/oj
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=OJ:L_202401619
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The cumulative impact analysis uses a sample of 152 banks. The sample is divided into 60 Group
1 banks (large and internationally active banks) and 92 Group 2 banks.”® Compared to the second
mandatory exercise (as of December 2022), the sample has been reduced by 5 banks. Of the 152
banks, 144 banks were included in the sample in accordance with the general provisions of Article
4 of the EBA Decision (EBA/DC/2021/373), while 8 banks were included in the sample in accordance
with the provisions of Article 8(3). The reduction in the sample size compared to the previous
monitoring exercise is mainly due to the fact that banks that submitted data in accordance with the
provisions of Article 8(3) no longer submitted data.

Main results of the December 2023 exercise

The baseline impact assessment quantifies the difference in the minimum required capital
between the current EU implementation of the Basel standards (CRR2/CRD5) and the final Basel
Il framework considering the most impactful EU-specific adjustments that are part of the CRR3
and CRD6 and including all buffers and P2R (henceforth the EU-specific scenario). The main
finding is that EU banks would need a total of EUR 0.8 billion in additional Tier 1 capital to comply
with the new framework at the time of full implementation in 2033. The main contributing
factors are the output floor and OpRisk capital requirements.

The weighted average increase in the total T1 MRC after the reform is 7.8% for all banks (Table
1). For the sub-sample of large and internationally active banks (Group 1), the impact is 8.6%. For
Group 2 banks, the impact is 3.6%. The impact of the overall risk-based reforms (excluding the
impact of the LR) on the entire sample is 8.8%. Similar to previous years, the output floor and OpRisk
are the main drivers of the MRC increases across the group of all banks, contributing 5.7% and 2.8%
respectively to the overall result.

Looking at Group 1 banks, the output floor and OpRisk are the two main drivers of the impact at
6.4% and 3.1% respectively. Within the Group 1 banks, the output floor and OpRisk are also the
main drivers of the aggregate impact for the global systemically important institutions (G-Slls), with
contributions of 8.6% and 3.8% respectively. For the Group 2 banks, the output floor and credit risk
are the main drivers of the aggregate impact, with contributions of 2.0% and 1.0% respectively.
Finally, as in previous years, the cumulative risk-based impact for the entire sample is partially offset
by the impact of the LR of -1.0%. This offset reflects the fact that some banks that are constrained
by the LR in the current framework (i.e. current implementation of Basel standards CRR2/CRD5)
will be less constrained by the LR in the revised framework (i.e. full implementation of Basel Il
under the EU-specific scenario (2033)).

The full implementation of the Basel Ill framework under the EU-specific scenario leads to a CET1
capital shortfall totalling EUR 0.3 billion, which can be attributed to both Group 1 and Group 2
banks (Table 7). The Tier 1 capital shortfall is around EUR 0.8 billion and the total capital shortfall
is EUR 5.1 billion.®

7Group 1 banks are banks that have Tier 1 capital of more than EUR 3 billion and are internationally active. All other
banks are designated as Group 2 banks.

8 Only those banks that submitted data of adequate quality for at least one of the credit risk components (IRB approach
or SA), operational risk and leverage ratio were included in the sample of the cumulative analysis. If these banks did not
submit data for any of the remaining components of the exercise, i.e. market risk and CVA, the cumulative analysis
assumed that the revisions to these components had no impact.

9 Capital shortfalls are calculated at the end of the transitional period and do not consider the effect of certain transitional
arrangements that will temporarily alleviate the impact.
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Table 1: Change in total T1 MRC, as a percentage of the overall current T1 MRC, due to the
implementation of the final Basel Il framework under the EU-specific scenario (including all
buffers and P2R capital requirements — frozen); weighted averages in %

Bank group Credit risk Market CVA Op Output Other Total Revised Total
risk Risk floor Pillar1 risk- LR
based
o . (7]
S £ & §
All banks 1.2 -15 0.0 0.0 1.1 0.3 2.8 5.7 -0.8 8.8 -1.0 7.8
Group 1 1.2 -1.7 0.0 0.0 1.3 0.4 3.1 6.4 -0.9 9.7 -1.2 8.6
G-Slls 1.4 -14 0.0 0.0 2.7 0.5 3.8 8.6 -0.5 14.8 -2.6 12.2
O-Slls 1.0 -2.1 0.0 0.0 -0.2 0.3 2.6 5.2 -1.2 5.5 -0.1 5.5
Other 0.5 05 0.0 0.0 4.1 0.4 2.8 0.5 -0.7 8.0 0.0 8.0
Group 2 1.5 -0.5 0.0 0.0 0.3 0.1 0.8 2.0 -0.1 4.0 -0.3 3.6
O-SllIs 1.4 00 0.0 0.0 0.3 0.0 0.9 1.4 -0.2 3.7 -0.5 3.2
Other 1.6 -1.2 0.0 0.0 0.5 0.1 0.6 2.9 -0.1 4.3 0.0 4.2
Universal 1.3 -1.1 0.0 0.0 1.3 0.3 2.9 5.4 -0.8 9.2 -1.1 8.2
Retail- 17 -08 00 00 -03 03 05 27 03 37 07 30
oriented
Corporate- 41 .65 00 00 02 11 26 97 03 68  -08 60
oriented

Source: EBA QIS data (December 2023)

Looking at the entire bank sample, the risk-based CET1 ratio falls by 140 basis points as a result
of the revised Basel Il framework under the EU-specific scenario (Table 6). The more broadly
defined Tier 1 and Total Capital ratios fall by 150 and 170 basis points respectively. The LR of 5.8%
remains unchanged under the revised Basel Ill framework compared to the current framework
(CRR2/CRDS5). This observation applies equally to the different bank groups.

10
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1. Introduction

This report presents the estimated impact of the Basel lll reform package on European banks
considering the most impactful EU-specific adjustments that are part of the CRR3 and CRD6.
Therefore, the impact is presented under the so called “EU-specific scenario”. The assessment of
the final package includes the revisions to the internal ratings-based (IRB) approach !, the
standardised approach to credit risk (SA)! and the standardised approach to operational risk!? as
well as the revisions to the Basel lll leverage ratio framework®® and the counterparty credit risk
framework!. In addition, the impacts of the fundamental review of the trading book (FRTB)® agreed
in 2019 and the credit valuation adjustment (CVA) as well as the changes resulting from the revised
securitisation framework!® are taken into account. The assessment also includes the effect of
additional implementation features that are part of the CRR3/CRD6 package. With regard to
operational risk, the EU co-legislators chose to adopt the discretion to set the ILM equal to 1. In
terms of credit risk, the impact includes the effect of certain EU specificities, such as the
consideration of the SME and Infrastructure supporting factors, the specific treatment of equity
exposures, real estate exposures, SFTs minimum haircut floor and trade finance CCFs. In line with
CRR3, the EU CVA exemptions are considered. Finally, the effects of the CRR3 transitional
arrangements on the output floor are taken into account during the transitional period. The
calculation of the MRC under the EU-specific scenario considers all EU buffers and P2R.

1.1 Data and sample

The final sample for the December 2023 cumulative point-in-time analysis comprises 152 banks —
60 Group 1 banks and 92 Group 2 banks (Table 2). The data submitted for the December 2023
cumulative impact assessment covers a total of 159 banks from all countries in the EEA. The RWA
coverage of the EU banking system is 76.2% and ranges from 50.0% to 97.5% depending on the
jurisdiction. Of these, 7 banks are subsidiaries of EU parent institutions that are already
participating in the exercise. These 7 banks are not included in the sample to avoid double counting.
Of the remaining 152 banks, only those that submitted data for at least one of the following
components were included in the sample for the cumulative analysis: (a) credit risk (IRB or SA), (b)
operational risk and (c) leverage ratio (LR). This criterion led to no further exclusions.

The sub-samples used to analyse the impact of the final Basel lll reform on individual risk categories
are larger than the sample used for the overall cumulative analysis (see grey shaded column in

10 see BCBS (2016), Reducing variation in credit risk-weighted assets: Constraints on the use of internal model
approaches, March 2016; BCBS (2017), Finalising Basel lll: An overview of post-crisis reforms; BCBS (2017), Basel IlI:
Finalising post-crisis reforms; BCBS (2019), Explanatory note on the minimum capital for market risk.

115ee BCBS (2015), Second consultative document: Standards — revisions to the Standardised Approach for credit risk;
BCBS (2017), Finalising Basel llI: An overview of post-crisis reforms; BCBS (2017), Basel lll: Finalising post-crisis reforms.

12 5ee BCBS (2016), Standardised Measurement Approach for operational risk: Consultative document; BCBS (2017),
Finalising Basel Ill: An overview of post-crisis reforms; BCBS (2017), Basel lll: Finalising post-crisis reforms.

135ee BCBS (2016), Revisions to the Basel Ill leverage ratio framework: Consultative document.
14 5ee BCBS (2019), Calculation of RWA for credit risk (CRE):

155ee BCBS (2016), Minimum capital requirements for market risk: Standards; BCBS (2019), Explanatory note on the
minimum capital for market risk.

16500 BCBS (2016), Basel Ill document: Revisions to the securitisation framework, amended to include the alternative
capital treatment for ‘simple, transparent and comparable’ securitisations, ; BCBS and
Board of the International Organization of Securities Commissions (2015), Criteria for identifying simple, transparent and
comparable securitisations,

11


https://www.bis.org/basel_framework/standard/CRE.htm
http://www.bis.org/bcbs/publ/d374.htm
http://www.bis.org/bcbs/publ/d332.htm
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Table 2). Therefore, the impact on credit risk, operational risk and LR shown in the individual
sections of the report may differ from the impact shown in the overall cumulative analysis.

Table 2: Number of banks included in the cumulative analysis and in the risk specific sections of

the report; per country

Country Included in the Credit Market CVA Op LR RWA
Cumulative Analysis Risk Risk Risk Coverage (%)

AT 10 10 4 9 10 10 72.1
BE 6 8 3 7 7 8 92.5
BG 3 3 0 2 3 3 89.1
cY 3 3 0 3 3 3 95.0
(04 1 0 1 1 1 78.6
DE 32 34 13 32 30 34 50.0
DK 7 7 7 6 7 7 87.1
EE 2 2 2 2 2 2 84.3
ES 6 6 6 6 6 6 87.9
Fl 3 3 1 3 3 3 90.9
FR 8 8 7 7 8 8 91.6
GR 4 4 4 4 4 4 94.0
HR 1 1 1 1 1 1 94.1
HU 2 2 2 2 2 2 97.5
IE 8 8 6 7 8 8 93.2
IS 3 3 2 3 3 3 93.8
IT 8 8 7 8 8 8 83.6
LI 2 3 2 3 2 3 91.6
LT 1 1 1 1 1 1 78.2
LU 3 3 2 3 3 3 76.2
LV 2 2 2 2 2 2 95.8
MT 4 4 0 2 4 4 66.6
NL 8 8 4 7 8 8 91.2
NO 4 4 1 3 4 4 51.8
PL 5 5 3 5 5 5 82.0
PT 5 7 6 7 7 7 91.9
RO 2 2 1 2 2 2 90.6
SE 6 6 4 6 6 6 77.9
Sl 1 1 1 1 0 1 79.7
SK 2 2 0 2 2 2 93.9
All banks 152 159 92 147 152 159 76.2
Group 1 60 63 50 61 59 63

G-Slls 7 7 7 6 7 7
Group 2 92 96 42 86 93 96

Source: EBA QIS data (December 2023)

12
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1.2 Scenario definition: The EU-specific scenario

Results in the main report present the estimated impact of the Basel Il reform package on
European banks considering certain EU-specific adjustments that are part of the CRR3 and CRD6.
Results under the application of the Basel lll baseline standards (i.e. following the Basel lll reform
package as agreed in December 2017 by the Group of Central Bank Governors and Heads of
Supervision (GHOS) — henceforth Basel Il baseline), are presented in Annex |. Table 3 presents the
main implementation features of the scenario measured in the main report (the EU-specific
scenario) in comparison to the one used in the Annex | (the Basel Il baseline scenario). All results
shown in this report follow the Basel Ill national discretion of setting ILM equal to 1 for the purpose
of calculating Operational risk RWA:s.

Table 3: Comparison of the main implementation features of the EU-specific scenario and the
Basel Ill baseline scenario.

Main report — EU-specific scenario [Basel
Il (applying ILM = 1) with EU
adjustments]

Annex | - Basel lll baseline scenario [Basel

Risk Area Il (applying ILM = 1)]

Credit Risk

SA-CR: ECRA framework adopted
SA-CR: loan-splitting method adopted
on GRRE, GCRE, IPCRE + hard test

SME supporting factor (SA and IRB)
Infrastructure supporting factor (SA
and IRB)

CRR3 treatment for equity (SA and IRB)
SFTs Postponement of minimum
haircut floors (SA and IRB)

CRR3 treatment for trade finance CCFs
(SA and IRB)

CRR3 treatment for revaluation of Real
Estate (SA only)

e SA-CR: ECRA framework adopted

e SA-CR: loan-splitting method adopted
on GRRE, GCRE, IPCRE + hard test

CVA

Final CVA framework (July 2020)
CVA exemptions

CVA simplified method (based on OEM
eligibility criteria)

e Final CVA framework (July 2020)
o No CVA exemptions

e CVA simplified method (based on EUR
100 billion threshold)

Transitional
arrangements
Output floor

Output floor calibration (2025-2030)

CRR3 transitional arrangements for
unrated corporates

CRR3 transitional arrangements for
Residential Real Estate exposures
CRR3 transitional arrangements for the
SACCR Calibration

CRR3 transitional arrangements for
securitisations

e Output floor calibration (2023-2028)

Buffers and
capital
requirements

Pillar 1, Pillar 2 and all buffers considered
in the MRC calculation

Only Pillar 1, CCB and G-Slls considered in

the MRC calculation

The CRR3/CRD6 features considered in this report are as follows:
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e  SME supporting factor: considering the supporting factor for exposures to SMEs envisaged
in the CRR3 under SA and IRB (also including it in non-modelling RWAs for the purpose of
the output floor calculation). Under the SA framework, the RW for unrated corporate SME
exposures is also adjusted to the one in the CRR3 framework.

o Infrastructure supporting factor: considering the supporting factor for exposures to
infrastructure projects envisaged in the CRR3 under SA and IRB (also including it in non-
modelling RWAs for the purpose of the output floor calculation)

e CRR3 treatment for equity exposures: including the preferential risk-weight foreseen in
article 133(6) and article 495a of the CRR3 Proposal for certain types of equity exposures
under the SA and IRB (also including it in non-modelling RWAs for the purpose of the
output floor calculation).

e Postponement of minimum collateral haircut floors for SFTs (SA and IRB): not including
the minimum collateral haircut floors as defined by the comprehensive approach for
collateralised transactions (CA(SH)) which is applicable in the Basel Framework (2023) to
SFT exposures under SA and IRB (also including it in non-modelling RWAs for the purpose
of the output floor calculation).

o CRR3 treatment for trade finance CCFs: including the application of a lower CCF (20%
instead of 50%'’) to trade finance transaction-related contingent items as foreseen in
article 1118 of the Council proposal.

e CRR3 treatment for the revaluation of real estate exposures: including the requirement
to make upwards or downwards adjustments (unlike in the Basel Il standards®®) following
the regular monitoring of the value of property pledged as collateral. A revaluation is only
allowed up to the average value over the last six years as foreseen in article 229 of the
Council proposal.

e CVA exemptions: maintaining the CVA exemptions envisaged in the CRR3 framework in
the own fund requirements for CVA risks;

e CVA simplified method: reusing the eligibility criteria of the original exposure method
(OEM) (see Article 273a(2) of the CRR3)? for the eligibility criteria of the simplified method
for the own funds requirements for CVA risks;

17 Under the Basel Ill framework, these type of exposures are subject to a credit conversion factor (CCF) of 50% (CRE20.42
of the Basel Il agreement).

18 Also referring to the Annex for the definition of CCFs buckets.

1% The Basel standards generally cap the value of the property recognised for prudential purposes at the value measured
at loan origination, unless modifications “unequivocally” increase the value of the property or the national competent
authority has exercise the discretion to request a downward adjustment.

20 Article 273a(2) of the CRR3 specifies that an institution may use the OEM, provided that the size of its on- and off-
balance-sheet derivative business is equal to or less than both of the following thresholds on the basis of an assessment
carried out on a monthly basis using the data as of the last day of the month: (a) 5 % of the institution's total assets; b)
EUR 100 million.
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e CRR3 transitional arrangements to the output floor: including some of the transitional
arrangements that are foreseen in article 465 of the CRR3 for the purpose of the output
floor calculation. Those transitional arrangements will imply a temporary preferential
treatment to calculate the non-modelling RWAs that are used to calculate the output floor
impact on a transitional basis:

= Unrated corporates: including the transitional preferential treatment to
exposures to corporates as defined in article 465(3) of the CRR3 proposal.

= SA-CCR Calibration: including the transitional calibration for the application of the
SA-CCR approach (alpha = 1) as defined in article 465(4) of the CRR3 proposal.

= Residential Real Estate (hereafter ‘RRE’): including the transitional preferential
treatment to exposures secured by real estate if institutions pass the so-called
“super hard test” as defined in article 465(5) of the CRR3 proposal.

= Securitisations: including the transitional calibration for the p-factors that apply
to securitisations exposures for the purpose of calculating the output floor as
defined in article 465(13).

=  OQutput floor calibration: including the phased-in period for the output floor
calibration as foreseen in the CRR3 proposal (2025-2030) which differs from the
period foreseen in the baseline Basel Ill agreement (2023-2028).

1.3 Methodology for impact estimation

General methodological remarks

e The methodology predominantly assesses the impact in terms of Tier 1 minimum
required capital (T1 MRC). The T1 MRC in this report includes all EU buffers and P2 capital
requirements. In particular, it considers the capital conservation buffer (CCB), the capital
buffer for global systemically important institutions (G-Slls),?* any higher loss absorbency
requirements for other (domestic) systemically important institutions (O-Slls), the
countercyclical capital buffer requirements, the systemic risk buffer and the P2
requirements.??

e P2 capital requirements are applied to pre-floored RWAs in the calculation of the EU-
specific Basel 11l T1 MRC. Article 104a paragraph 6(a) of the CRD6 indicates that the
nominal P2R amount should not increase as a result of the institution becoming bound by
the output floor. The provision shall apply until a review of their calibration is concluded to
avoid automatic increases in the amount of required regulatory capital that may arise from
higher RWAs when the institution becomes bound by the output floor, all else being equal.

e As of December 2023, the only data available for P2R were those applicable to
institutions on that date, and therefore the available data does not consider a potential

21 ccB and G-SlI buffers are assumed to be part of Pillar 1 requirements given that they are universally applicable and
quantifiable.

22 This methodology differs from the approach followed by the BCBS Basel Il quantitative impact study for the global
banking system where only the CCB and G-Slls buffers are considered. Annex | shows impact results under the Basel IlI
baseline scenario and following the BCBS methodology for calculating the MRC (i.e. considering CCB and G-SlIs buffer
only). Results in Annex | are therefore comparable to the results in the BCBS Basel Il quantitative impact study for the
global banking system.
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revision of its calibration. To avoid any arithmetic increases in the MRC calculation that are
driven by the output floor impact, the P2R have been applied as percentages to the pre-
floored RWAs only (hereafter “frozen P2R”). As a result, the P2R requirements will not
automatically increase with the implementation of the output floor, but they may still vary
due to the changes in pre-floored RWAs. The following equation summarises the formula
that was used to calculate the MRC:

MRC = Sum of:

Floored RWA x [Pillar 1 minima + CCB buffer + CCyCB buffer + max (G-Sll, O-SII buffer) +
SyRB buffer];

Pre-floor RWA x (Pillar 2 requirements)

e The Tier 1 minimum required capital (T1 MRC) includes both risk-based capital
requirements and leverage ratio-based capital requirements. The methodology assumes
compliance with the higher of the risk-based capital requirements (i.e. those based on risk-
weighted assets, including the effect of the output floor) and the leverage ratio-based
requirement, under the Capital Requirements Regulation (CRR) 2/Capital Requirements
Directive (CRD) 5 and Basel Ill frameworks (both fully phased-in).

e The impact on T1 MRC is the difference between the EU-specific Basel Ill and CRR2/CRD5
T1 MRC, divided by the CRR2/CRD5 T1 MRC.

e The estimated results are weighted averages, unless otherwise indicated below the tables
and figures.

e From Dec-18 onwards, the Basel Il monitoring exercise assesses the impact of the January
2019 FRTB framework.

e From Dec-20 onwards, the Basel Ill monitoring exercise considers the revision of the CVA
framework agreed in July 2020.

e The sample of the point-in-time analysis (Dec-23 reference date only) consists of 152
banks, while the sample of the time-series analysis (Dec-21, Dec-22 and Dec-23) consists of
149 banks, to allow comparisons over time using a constant sample.

e Where applicable in the report, the estimation of the Tier 1 MRC impact that feeds the time
series analyses assumes the application of the most recent rules retroactively, where the
availability, granularity and quality of past data allows. Data for certain EU-specific
adjustments that is considered as of Dec-23 was not available for previous years. In those
cases, the EU adjustments have not been considered.

e The figures for operational risk represent the impact resulting from the EU co-legislators’
decision to set ILM=1 for the full implementation of Basel Il (2033).

e The analysis applies an adjustment to cope with the results submitted by several banks
which apply an overly conservative estimation method for the FRTB capital requirements.
This method uses the originally submitted data, separates the overly conservative
estimated impact on Equity Investment Funds (EIF) from “other market risk impact”, and
recognises only 20% of the impact assigned to the former.?

2 Eor further details, please refer to section 2.6 (FRTB).
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1.4 Data quality issues and interpretation of the results

The results should be interpreted with caution, considering that data quality may lead to inaccurate
estimations of the results. Moreover, several simplifying and conservative assumptions, adopted
by the participating banks, may result in an overestimation of the capital impact:

e Treatment of data quality issues: If no data was provided or if the data provided to
measure the impact of a given EU adjustment was not considered of sufficient quality, no
impact was assigned to the relevant EU adjustment for the affected bank. As a result, there
might be an underestimation of the beneficial effect of EU-specific adjustments, that
would in turn result in an overestimation of the capital impact.

e Static balance sheet assumption: Institutions do not react to the revised requirements by
adjusting their businesses and/or managing their regulatory capital costs.

e Static requirements assumption: Pillar 2 and combined buffer requirements as of
December 2023, defined as a percentage of the bank’s RWA, were used both for the CRR
baseline and the EU-specific scenario. Higher RWA resulting from the implementation of
the revised framework may lead —in some cases —to a revision and, possibly, re-calibration
of the Pillar 2 and buffer requirements.

e Profit retention to cover capital shortfall: the cumulative impact analysis assumes no role
for profit retention in rebuilding the capital base.

Additionally, the following methodological changes should be considered when comparing results
shown in this report with the results shown in the Basel lll monitoring report based on data as of
December 2022:

e The results in this report compare with those included in the Public Annex to the Basel Ill
monitoring report “Analysis of EU-specific Adjustments” as of December 2022.

e The scenario presented in the current report has been updated based on the publication
of the final CRR3 and CRD6 texts. The scenario introduces an additional EU adjustment
that was not considered in the previous year — the output floor transitional arrangement
for securitisations — and excludes on EU adjustment that was previously considered — the
RGLA-PSE adjustment.

1.5 Differences with respect to methodology used by the BCBS

The report presents the impact of the Basel lll reforms under the EU-specific scenario. It therefore
considers the effect of the most impactful EU adjustments that are part of the CRR3/CRD6 but are
not part of the Basel 1l text. The BCBS quantitative impact study presents the impact of the Basel
Il reforms as defined in the Basel text and therefore not considering any EU specificities.

The report presents the impact of the reforms under the EU-specific scenario in terms of changes
in Tier 1 minimum required capital (T1 MRC), comparing the fully implemented revised EU-
specific Basel Il requirements with the current fully phased-in Capital Requirements Regulation
(CRR) 2/Capital Requirements Directive (CRD) 5 requirements. The report considers all EU buffers
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and Pillar 2 requirements (P2R) for the calculation of the T1 MRC. The BCBS quantitative impact
study considers Pillar 1, CCB and GSlI-s buffer only to obtain an MRC measure that is common across
all jurisdictions and not affected by Pillar 2 capital requirements, which may vary across EU
countries.

‘Annex I’ includes results mirroring the methodology used in the BCBS quantitative impact study.
It therefore presents the impact of the Basel Ill reforms without considering any EU-specific
adjustment and assessing the impact in terms of Pillar 1 Tier 1 minimum required capital (T1 MRC)
considering CCB and GSlI-s buffer only. The transition chapter included in this report shows a
comparison between the results in the main report and the Annex to facilitate a comparison
between the two and identify the main drivers among the different impacts.

The current risk-weighted assets (RWA), which are the basis for the calculation of risk-based T1
MRC, do not include the RWA add-on based on the ‘Basel | floor’ 2* which was applied by some
EU jurisdictions, because it ceased to exist in the EU as of 1 January 2018. As to the revised
framework, the exercise assumes full implementation (as of 2028) of the output floor calibrated at
72.5% of the standardised approach RWA of the revised framework, while the estimation of the LR-
based Tier 1 MRC consists of the existing minimum requirement (3%) plus 50% of the risk-based G-
SlIs surcharge®, where applicable?®. The results shown in the report are weighted averages, unless
stated otherwise.

1.6 Description of impact metrics

The following variables are used in the analysis for assessing the cumulative impact, in terms of T1
MRC:

e ‘Total’ shows the overall impact on T1 MRC, when moving from the current to the revised
framework and after considering that banks must meet the higher of the risk-based capital
requirements (i.e. including the 72.5% output floor) and the revised Basel Il LR requirement
with respect to T1 capital.

e ‘Total risk-based’ shows the impact on the risk-based T1 MRC, i.e. without including the
impact of the revisions in the revised Basel LR T1 MRC.

e ‘Credit risk’ shows the impact on T1 MRC assigned to the revisions of the SA and IRB
approach for credit risk, as well as the changes arising from the revisions in the
Securitisation and CCPs.

o ‘Market risk’ shows the impact on T1 MRC assigned to the revisions to the SA and internal
model approach (IMA) for market risk (FRTB).

% The impact is measured without considering the current national implementation of the Basel I-based transitional
floors set out in the Basel Il framework. The transitional Basel I-based floor was implemented in Article 500 of
Regulation (EU) No 575/2013 (CRR) as a floor to actual own funds rather than a floor to RWAs. The temporary
requirement expired on 31 December 2017.

2 For example, for a bank with a G-SllIs buffer of 1% the minimum LR T1 MRC would be 3.5% of the total exposure
measure.

26 5ee also BCBS (2013), ‘Global systemically important banks: Updated assessment methodology and the higher loss
absorbency requirement’; Financial Stability Board (November 2018), ‘2018 list of global systemically important banks
(G-SIBs)’, .
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e ‘CVA’ shows the impact on T1 MRC due to the revisions to the CVA framework, including
the removal of the CVA exemptions under Article 382 of the CRR.

e ‘Operational risk’ shows the impact on T1 MRC due to the introduction of the new
standardised measurement approach (SMA), assuming that the EU will choose the option
of setting the ILM equal to 1 when implementing the final Basel Ill framework.

e ‘Other P1 RWA’ shows the impact on T1 MRC assigned to the revisions from the Basel Il
framework which directly or indirectly affect the level of Other Pillar 1 RWA.

e ‘Output floor’ presents the impact on the level of T1 MRC due to the application of the
aggregate output floor on the total RWA. The output floor impact is the difference between
72.5% of the total SA-equivalent RWA and the model-based RWA.

e ‘Revised LR’ shows the impact on LR-based T1 MRC add-ons (i.e. the additional MRC on top
of the risk-based MRC) assigned to the implementation of the revised LR framework. A

positive change shows that the LR requirement?’

becomes more constraining under the
new framework, i.e. the final Basel lll LR framework increases the T1 capital add-on in
relation to the leverage ratio CRR2/CRD5 add-on over the risk-based minimum required Tier
1 capital. A negative change shows that the final Basel Il LR Tier 1 add-on becomes less

constraining, i.e. the final Basel Il LR T1 add-on is lower than the CRR2 / CRD5 LR add-on.

e In addition, the impact of the final Basel lll framework is assessed in terms of ‘capital
shortfall’ of the actual CET1, T1 and total capital, in relation to the MRC for CET1, T1, and
total capital of the new framework, as follows:

e ‘Capital shortfall’ is estimated as the difference between the fully implemented MRC metric
and the current actual capital set aside by the EU banks.

2 Currently, leverage ratio requirements are not yet binding in the EU; the proposed CRR2/CRD5 will render the leverage
ratio requirements binding.
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Some charts show box plots that give an indication of the distribution of the results among the
participating banks. Those box plots are defined as follows:

1.5x

IQR

Interquartile

range

1.5x

(IQR)

IQR

Upper fence, 1.5 x IQR above 75th percentile®®

Maximum observation below upper fence

75th percentile (upper quartile)

Mean (simple average)

Median

25th percentile (lower quartile)

Minimum observation above lower fence

Lower fence, 1.5 x IQR below 25th percentile

2870 calculate the upper and lower fences, 1.5 times the IQR is added to the 75th percentile and deducted from the 25th

percentile.
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2. Main results: EU-specific scenario

This section presents various metrics for assessing the impact of the full implementation of the
Basel Ill reform package under the EU-specific scenario.

2.1 Cumulative impact analysis of the final Basel Ill reform under
the EU-specific scenario: point-in-time analysis (Dec-23 only)

The analysis in this section focuses on the impact of the final Basel Il package under the EU-
specific scenario in terms of the Tier 1 minimum required capital (T1 MRC). Figure 1 shows the
distribution of T1 MRC across all banks: Group 1 banks (large, internationally active banks), Group
2 banks (other banks) and G-Slis. At an aggregate level, the simple average for all banks is 3.4% and
the median is 2.4%, which implies that there are a few positive outliers. For Group 1 banks, the
average and median are 5.6% and 5.2%. G-SlIs have substantially higher values, with an average
and median of 11.3% and 7.1% respectively, and Group 2 banks have substantially lower values,
with an average and median of 2.0% and 0.7% respectively. The dispersion of impact on T1 MRC,
measured as the interquartile range, is clearly the widest for Group 1 banks compared to other
bank groups and is mainly affected by the non-G-SlIs within the Group 1 banks.

Figure 1: Distribution of changes in total T1 MRC, due to the implementation of the final Basel llI
framework under the EU-specific scenario (including all buffers and P2R capital requirements —
frozen); in %

40%
30% —

20%

10%
v

-10%

-20%
-30%

M All banks [ Group 1 M Of which G-Slis [l Group 2

Note: the mean (‘X’) reflects the simple average; Source: EBA QIS data (December 2023)
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The weighted average increase in T1 MRC, including all buffers and P2R capital requirements, is
7.8% for all 152 banks in the sample, 8.6% for Group 1 banks and 3.6% for Group 2 banks (Table
4). For Group 1 banks, the overall increase in T1 MRC consists of a 9.7% increase in the risk-based
requirements, mainly driven by the 6.4% increase due to the introduction of the output floor. This
increase is offset by a reduction of 1.2% due to the impact of the LR. For Group 2 banks, the overall
3.6% increase in T1 MRC is due to the 4.0% increase in risk-based requirements, mainly driven by a
2.0% increase due to the introduction of the output floor and 1.0% revisions to credit risk. This
increase is offset by a reduction of 0.3% due to the impact of the LR.

Looking at the entire sample, the final Basel lll capital requirements for operational risk (OpRisk)
contribute 2.8% to the overall impact compared to the CRR2/CRD5 framework. The significant
increase in the impact of the MRC for OpRisk is primarily due to the increase in the net interest
margin (NIM) over the last year, which triggered the increase in the BIC compared to last year’s
estimates, which is the sole determinant of the MRC for OpRisk. This change in this year’s BIC is
particularly impactful for AMA banks.

Table 4: Change in total T1 MRC, as a percentage of the overall current T1 MRC, due to the
implementation of the final Basel Il framework under the EU-specific scenario (including all
buffers and P2R capital requirements — frozen); weighted averages in %

Bank group Credit risk Market CVA Op Output Other Total Revised Total
risk Risk  floor Pillar1 risk- LR
based
) . (7]
g = 8 g
All banks 1.2 -15 0.0 0.0 1.1 0.3 2.8 5.7 -0.8 8.8 -1.0 7.8
Group 1 1.2 -1.7 0.0 0.0 1.3 0.4 3.1 6.4 -0.9 9.7 -1.2 8.6
G-SllIs 1.4 -14 0.0 0.0 2.7 0.5 3.8 8.6 -0.5 14.8 -2.6 12.2
O-Slls 1.0 -2.1 0.0 0.0 -0.2 0.3 2.6 5.2 -1.2 5.5 -0.1 5.5
Other 05 05 0.0 0.0 4.1 0.4 2.8 0.5 -0.7 8.0 0.0 8.0
Group 2 1.5 -05 0.0 0.0 0.3 0.1 0.8 2.0 -0.1 4.0 -0.3 3.6
O-Slls 1.4 00 0.0 0.0 0.3 0.0 0.9 1.4 -0.2 3.7 -0.5 3.2
Other 16 -1.2 0.0 0.0 0.5 0.1 0.6 2.9 -0.1 4.3 0.0 4.2
Universal 1.3 -1.1 0.0 0.0 1.3 0.3 2.9 5.4 -0.8 9.2 -1.1 8.2
Re'tall- 1.7 -0.8 0.0 0.0 -0.3 0.3 0.5 2.7 -0.3 3.7 -0.7 3.0
oriented
Corporate-  , ¢5 00 00 02 11 26 97 -03 68 08 60
oriented

Source: EBA QIS data (December 2023)
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2.2 Evolution of the cumulative impact analysis of the final Basel
Il reform under the EU-specific scenario since the establishment of
the EBA mandatory exercise (December 2021 to December 2023)

Based on a constant sample of 149 banks that resulted from the EBA mandatory exercise, i.e. that
have consistently submitted data from December 2021 (Dec-21) to December 2023 (Dec-23),
Table 5 shows the changes in total T1 MRC since the establishment of the EBA mandatory exercise
(Dec-21 reference date). As far as the availability, granularity and quality of the data allow, the
estimates are based on the retrospective application of the most recent rules. However, data for
certain EU-specific adjustments that are taken into account from Dec-23 are not available for earlier
years. In these cases, the EU adjustments were not taken into account. The results related to market
risk are based on the January 2019 FRTB framework. The methodology used to quantify the impact
of market risk includes the retrospective implementation of the adjustment for overly conservative
reporting of EIF positions.

The overall impact, taking into account the risk-based and LR-based requirements, decreases
from 11.7% in Dec-21 and 10.1% in Dec-2022 to 7.8% in Dec-23. The main reason is the negative
impact of the revisions to credit risk, partially offset by an increase in operational risk requirements.
In addition, the current implementation of the Basel Ill LR framework in the EU coincides with the
full Basel lll implementation (for the Dec-23 reference date). Thus, G-Slls are subject to a ‘0.5 x G-
SlIs surcharge’ under the current framework in addition to the 3% of LR exposures that represents
the general capital requirement, which explains the larger offsetting effect of the revised LR for the
latest reference date. It must be emphasised that, as outlined above, data on certain EU-specific
adjustments that are taken into account from Dec-23 are not available for earlier dates, so the
results need to be interpreted with caution.

Table 5: Changes in T1 MRC, due to the implementation of the final Basel Ill framework under the
EU-specific scenario (including all buffers and P2R capital requirements — frozen) for a constant
sample of banks from YYYY(-2) to YYYY; weighted averages in %

Reference  Credit Market CVA Op Output  Other Pillar  Total risk- Revised Total

date risk risk Risk floor 1 based LR

31-Dec-21 1.5 1.8 04 1.7 6.6 -0.7 11.4 0.3 11.7
31-Dec-22 0.6 1.2 04 23 6.3 -0.5 10.3 -0.2 10.1
31-Dec-23 -0.3 1.2 03 27 5.7 -0.8 8.8 -1.0 7.8

Source: EBA QIS data (December 2023)
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2.3 Capital ratios and shortfalls

This section presents the development of the capital ratios from the current framework to the
full implementation of the final Basel lll framework under the EU-specific scenario, as well as the
capital shortfalls that would arise from the full implementation of the final Basel Il minimum
capital requirements.

2.3.1 Capital ratios

Table 6 shows the results of the calculations for CET1, Tier 1, and total capital ratios and the LR.
The average impact on capital ratios is largely similar across all bank categories. However, the
dispersion between the different types of capital ratios is significantly greater for Group 2 banks
both before and after the introduction of the reform (Figure 2). Looking at the impact of the reform
on the distributions, the dispersion of CET1, Tier 1 and total capital ratios becomes slightly wider
under the final Basel lll framework, while the dispersion of LR remains largely unchanged between
the two frameworks.

Table 6: Comparison of risk-based capital ratios and leverage ratios under different states of
implementation due to the implementation of the final Basel Il framework under the EU-specific
scenario; weighted averages in %

Bank group CET1 Tier 1 Total capital LR
2 22 €8 4 23 58 5 25 5% s £8
2 =2 ZR2 & T2 2 £ w2 g8 & g8
(@) So ¢ — (@) Som ¢ — O S o o = (@) o —
8§ 22 25 9 B2 25 S B2¢g 2= § 2=
o= B E w3 o B E Wy o e Y3 o 3
5 §¢ ¢ & 58 22 & 58 Tz & Eag
= o L ® E o i@ o i@ i @
All banks 15.9 15.3 14.5 17.2 16.6 15.7 19.7 19.1 18.0 5.8 5.8
Group 1 15.7 15.2 14.2 17.0 16.5 15.4 19.7 19.0 17.8 5.6 5.6
G-Slls 14.3 134 12.3 15.7 14.7 13.5 18.1 17.0 15.6 4.8 4.8
Group 2 16.6 16.2 15.9 17.8 17.4 17.0 20.0 19.5 19.1 6.5 6.5

Source: EBA QIS data (December 2023)
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Figure 2: Distribution of capital ratios under CRR2/CRDS5 versus fully phased-in final Basel Il
framework/CRR3/CRD6 (2033); in %
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30%
25% T
~
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Note: the mean (‘X’) reflects the simple average; Source: EBA QIS data (December 2023)
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2.3.2 Capital shortfalls

The capital shortfall compares the actual capital levels (CET1, Tier 1 and total capital) in December
2023 with the final fully-loaded Basel lll framework under the EU-specific scenario, including all
buffers and P2R capital requirements, where applicable.?® Results are shown at the end of the
transitional period and therefore do not consider the effect of any of the transitional provisions
that are part of the CRR3 which may temporarily alleviate the impact of the new framework. The
final Basel Ill framework under the EU-specific scenario will result in a total capital shortfall of EUR
5.1 billion, of which EUR 0.3 billion is attributable to CET1 (Table 7). As of December 2023, we
observe 9 banks with a total capital shortfall, 5 banks with a Tier 1 capital shortfall, and 2 banks
with a CET1 capital shortfall. The capital shortfall is driven by large institutions, with G-Slls
accounting for almost two thirds of the total capital shortfall.

Table 7: Shortfall of current available capital under the final Basel Ill framework under the EU-
specific scenario (including all buffers and P2R capital requirements — frozen); EUR billion

Bank group CET1 Risk-based T1 Add.LRT1 Total capital
All banks 0.3 0.8 0.1 5.1
Group 1 0.3 0.4 0.0 4.2
G-Slls 0.3 0.4 0.0 3.2
Group 2 0.1 0.3 0.1 0.9

Source: EBA QIS data (December 2023)

29 Results should be interpreted taking into account the methodological considerations explained in section 1.4 Data
quality issues and interpretation of the results.
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2.4 Interactions between risk-based and leverage ratio capital
requirements

This section analyses whether the leverage ratio (LR) requirements in the final Basel lll framework
under the EU-specific scenario are, more or less, constraining compared to the CRR2/CRD5
requirements. Figure 3 presents the mechanics for the estimation of the leverage ratio impact.
Details of the estimation can be found in the Annex Il in section 5.1.

The aggregate Tier 1 MRC, which consists of the combined risk-based and LR-based requirements,
increases from EUR 1,174.5 billion under CRR2/CRDS5 to EUR 1,265.7 billion under the final Basel
lll framework under the EU-specific scenario (an increase by 7.8% — see Table 4). The standalone
risk-based MRC for all banks under CRR2/CRD5 is EUR 1,160.3 billion, while the standalone LR-based
MRC is EUR 922.0 billion. The corresponding figures under the final Basel Ill framework under the
EU-specific scenario are EUR 1,263.6 billion and EUR 922.3 billion, respectively. The total LR
requirement add-on estimated at the individual bank level decreases from EUR 14.2 billion under
CRR2/CRD5 to EUR 2.1 billion under the final Basel Il framework under the EU-specific scenario.

Figure 3: Mechanics of the calculation of the actual leverage ratio MRC impact, T1 MRC under the
final Basel Il framework under the EU-specific scenario (including all buffers and P2R capital
requirements — frozen); EUR billion

2[Risk-based (i=1,n)]  3[max(Risk-based (i=1,n), LR- Z[Risk-based (i=1,n)] . .
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1000 922.0 922.3 [ o ( )]
800 3[LR add-on (i=1,n)]
14.2
600
400
200
0 :
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Source: EBA QIS data (December 2023)
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Y.[Risk — based(i = 1,n)] being the aggregate risk-based Tier 1 MRC;

Y.[LR — based(i = 1,n)] being the aggregate leverage ratio-based Tier 1 MRC;

Y.[max(Risk — based(i = 1,n),LR — based(i = 1,n))] being the aggregate total Tier 1
MRC, which ensures compliance with both risk-based and leverage-ratio-based requirements at
the individual bank level;

Y.[LR add — on(i = 1,n)] being the aggregate amount of the leverage ratio add-ons, i.e. the
sum of the differences where the leverage ratio-based Tier 1 MRC is higher than the risk-based
Tier 1 MRC.

The comparison between CRR2/CRD5 and the final Basel lll implementation under the EU-specific
scenario therefore indicates that the leverage ratio requirement in the final Basel Il framework
will become slightly less constraining. This implies that part of the additional MRC previously
attributed to the LR will be attributed to the risk-based Basel Ill MRC. In percentage terms, this
change corresponds to the impact on the leverage ratio of -1.0% (i.e. (2.1-14.2)/1,174.5) shown in
Table 4.
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2.5 Creditrisk

This section assesses the impact of the final Basel Ill framework under the EU-specific scenario in
the context of the revisions to the SA and the IRB approaches for credit risk. The changes in the
final framework aim, among other things, to increase the risk sensitivity of the SA approach and to
restrict the use of the IRB Approach for exposure classes where robust modelling is more difficult;
therefore, contributing to the comparability by harmonising definitions and taxonomies between
the SA and IRB approaches. The final reforms (i) introduce new asset classes or split the existing
asset classes; (ii) presents more granular risk weights in the case of the SA approach; (iii) contains
revised methodologies for externally unrated exposures; and (iv) revises the eligibility and/or scope
of application of the IRB approach for some asset classes whilst introducing new minimum values
for risk parameters (‘input floors’) as a safeguard to ensure that own funds requirements do not
fall below prudent levels.?® Due to these changes, a direct comparison between the proposed and
current frameworks is not possible. Therefore, the estimated impact is an approximation.

The analysis suffered from some data quality issues, mainly due to difficulties in allocating
portfolios according to the revised asset class categorisation and different interpretations of the
revised framework. Although the final Basel Ill framework allows jurisdictions to choose either the
loan-splitting approach or the whole-loan approach for residential and commercial real estate, this
analysis adopts the EU approach, which assumes the application of the loan-splitting approach.3!

Figure 4: Changes in T1 MRC for credit risk (SA and IRB) exposures due to the implementation of
the final Basel lll framework under the EU-specific scenario (including all buffers and P2R capital
requirements — frozen); in % of credit risk MRC
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Note: the mean (‘X’) reflects the simple average; Source: EBA QIS data (December 2023)

The median impact across all portfolios, i.e. SA and IRB, allocated to credit risk only, is
approximately -0.19% of current credit risk MRC. Figure 4 shows the distribution of changes in Tier
1 MRC assigned to the revisions to the SA and IRB approaches for credit risk. The median impact
for SA portfolios is approximately 0.70% and for IRB portfolios is 0.00%.

30 Eor more information, please refer to

31 Nevertheless, a few banks reported data under the whole-loan approach.
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2.6 FRTB

This section assesses the impact — ceteris paribus — of the January 2019 BCBS reforms3? in relation
to the capital requirements for market risk. As in the remainder of the report, the impact of the
FRTB is based on an adjusted estimate that reduces the bias in the originally submitted market risk
data. This adjustment is intended to take account of the overly conservative data submitted by
several large banks on the EIF. However, since the Dec-21 exercise, the bias has been addressed by
reducing the reported impact on the EIF rather than excluding the market risk impact for the banks
reporting conservative data, i.e. setting it to zero.

More specifically, several banks treat all trading book positions in the EIF where modelling is no
longer permitted under the look-through requirements by applying the most conservative
standardised approach (i.e. the ‘other bucket’ treatment). This choice implies that the impact of
the FRTB on equity risk will be subject to the highest applicable risk weight, rather than under other
possible treatments such as the index treatment or the mandate-based approach as set out in
MAR21.36.3 To compensate for the bias created by the overly conservative reported data, the
impact on the EIF has been reduced to 20% of the reported value. This treatment, which is also
applied by the BIS in its QIS report, was applied to 19 out of 92 banks that reported market risk
data.

Figure 5: Change of market risk capital requirements after FRTB implementation, without floor,
broken down by approach and bank group; in % of market risk MRC
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Note: the mean (‘X’) reflects the simple average; Source: EBA QIS data (December 2023)

As in other sections, the data quality checks revealed some additional issues and limitations in
the information submitted by the banks, thus, the results should be interpreted with caution. In
particular, some outliers affect the aggregated results by pushing the averages above the median
across the majority of risk categories and bank groups. Although the reported figures include the
impact of the outliers, they have been removed from the visual representation in Figure 5.

32 Eor more information, please refer to .

33 5ee BCBS (2019) on MAR - Calculation of RWA for market risk/MAR21 — Standardised approach, sensitivities-based
method: .
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Figure 5 shows the impact of the revised market risk standards on the total MRC allocated to
market risk. The simple average impact of the FRTB reform for all banks is around 34% of current
market risk MRC, with an interquartile range around -13% to 65%. The impact of the revised market
risk standards is slightly lower for Group 1 banks, slightly higher for Group 2 banks and significantly
higher for G-Slls.

Concerning the individual approaches to measuring market risk, the distribution of the impacts,
represented by the interquartile range, is much broader for the standardised approach (SA) than
for the internal model approach (IMA). For the SA, the impacts range from -80% to strongly
positive impacts of 180% (without taking into account outliers). Most of the highly positive impacts
of the FRTB SA are attributable to the treatment of equity investments in funds (CIUs).

Figure 6 shows the proportion of market risk capital requirements attributable to the approaches
under the current and revised frameworks. For Group 1 banks, the IMA is the main contributor
under the current framework at 55%, while the SA accounts for the remaining 45%. Under the
revised framework, the proportion of minimum capital requirements calculated using IMA
decreases to 22%, while the SA increases to 78%. In contrast, for Group 2 banks, most of the
minimum capital requirements under the current framework are computed using the SA at 60%,
39% using the IMA and the remainder using other market risk approaches. Under the revised
framework, the SA accounts for 94% of the total minimum capital requirement. This shows that
banks intend to move to more conservative market risk approaches under the final Basel Il
framework.

Figure 6: Contribution to the total market risk RWAs by each calculation method before and after
implementing the FRTB; in %
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Source: EBA QIS data (December 2023)
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2.7 Operational risk

For operational risk, the final Basel Ill framework replaces all existing approaches with the new
Standardised Measurement Approach (SMA). In particular, the SMA replaces the model-based
Advanced Measurement Approach (AMA). Under the new operational risk framework, banks can
only use the SMA. Small banks only have to calculate the MRC based on the business indicator
component (BIC), while large banks also have to calculate the so-called loss component (LC). The
results in this section are based on the discretion available under Basel lll, as chosen by the EU co-
legislators, namely, to set ILM equal to 1.

The revisions to the framework result in an aggregate increase in MRC for operational risk of
28.4%, with 32.0% for Group 1 banks and 10.5% for Group 2 banks (Table 8). The sample covers
almost the entire population of large Group 1 AMA banks, which are expected to face larger capital
increases compared to Group 2 banks, which use either AMA on simpler operational risk exposures
or simple standardised approaches. The results also show that the revisions affect banks migrating
from the AMA more on average than banks currently using other approaches (33.7% vs. 23.3%).
Compared to last year’s impact, the impact on AMA banks appears to be significantly higher (33.7%
vs. 22.7% in Dec-22), which could be attributed to an increase in the net interest margin (NIM). That
is particularly impactful for AMA banks, as for indicator-based banks the current and the revised
capital requirements increase while for AMA banks, with overall stable losses, the current capital is
stable and even decreases while the indicator-based capital requirement increases. In contrast to
AMA banks, the non-AMA banks show a lower increase in the OpRisk capital requirements (23.3%
vs 26.0% in Dec-22).

There are several reasons for the higher impact of operational risk on Group 1 banks than on
Group 2 banks. First, 15 out of 21 banks that currently use AMA models, representing more than
90% of the AMA OpRisk MRC, belong to Group 1 banks and thus, on average, these banks are able
to reduce significantly their capital requirements compared to the current standardised
approaches. Second, Group 1 banks, or large Group 2 banks, are usually banks with more complex
and fee-based business models, while the rest of Group 2 banks tend to offer more universal and
diversified banking services that are not significantly dependent on fees. For the fee-based business
models, the new indicator has been set at a more conservative level to reflect the higher
operational risks generally observed in these business models. Third, the marginal coefficient
increases from 0.12 (bucket 1) to 0.18 (bucket 3) and leads to an increasing average marginal
coefficient with an increasing business indicator, so that, by construction, large banks are generally
more affected. A final significant reason is observed for banks active in different geographical
locations with significant differences of its NIM, which is especially observed for large international
active banks. These banks could significantly reduce its capital requirements by using both, the
Standardised Approach (TSA) together with the Alternative Standardised Approach (ASA)3*. In the
final framework, the NIM will be calculated on group level and thus such reductions are not possible
anymore but is driving for these banks the impact. Nevertheless, article 316(3) CRR3 allows under
certain conditions to calculate the ILDC on entity and not on group level, and therefore, these
impact numbers might be overestimated in case these banks can continue to calculate the NIM on
entity level.

34 \with this approach entities of a group with a high NIM could cap the NIM at 3.5% by using ASA while entities of a group
with low NIM are not forced to use the normalised NIM of 3.5%.
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Table 8: Changes in T1 MRC assigned to operational risk only; in % of T1 MRC assigned to
operational risk under CRR2/CRD5

Bank group AMA Others Total
All banks 33.7 23.3 28.4
Group 1 35.3 28.0 32.0

G-Slls 33.9 45.7 37.2
Group 2 10.1 10.6 10.5

Source: EBA QIS data (December 2023)

Figure 7 shows that the distribution of capital requirements for operational risk for Group 2 AMA
banks is significantly wider than the corresponding distribution for Group 1 AMA banks, while
the simple mean and median are lower than for Group 1 AMA banks. This is because Group 1
banks’ business models offer universal services and therefore have relatively homogenous
operational risk characteristics, while Group 2 banks comprise a variety of business models that
offer specialised or more diverse types of services. Some Group 2 banks are particularly specialised
and do not offer services that would be subject to credit or market risk. Operational risk is therefore
the most important risk category for them.

Figure 7: Distribution of changes in T1 MRC assigned to operational risk only; in % of current
operational risk MRC
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2.8 Output floor

This section assesses the impact of four different transitional arrangements for the transitional
period from 2025 to 2030:%

e The calibration of the output floor: similar to the output floor results shown in the main
report under the transitional implementation, the calibration of the output floor will be
phased in starting from 50% of the total floored RWA in the first year of the transitional
period and progressively increasing every year to reach the 72.5% steady-state level at
the end of the transitional period.*®

e Additional output floor transitional arrangements that go beyond 2030, the year when
the 72.5% calibration of the output floor is supposed to be applied. These additional
transitional arrangements are particular for the EU-specific scenario and lower the non-
modellable RWAs which are to be compared with the modellable RWAs to calculate the
output floor impact. The inclusion of the following transitional arrangements will
therefore lower the impact arising from the output floor on a transitional basis:

= CRR3 transitional arrangements for unrated corporates;

= CRR3 transitional arrangements for Residential Real Estate exposures;
= CRR3 transitional arrangements for the SACCR calibration;

= CRR3 transitional arrangements on securitisations.

Table 9 shows that the gradual elevation in the output floor will affect the MRC throughout the
phase-in period. According to the provisions of the Basel Ill reform package, there will be a five-
year transitional period for the implementation of the output floor, during which the level of the
floor, i.e. the percentage of non-modelled RWA, will gradually increase from 50% in 2025 to the
fully phased-in level of 72.5% in 2030.

The analysis does not take into account the institutional discretion of paragraph 2 of Article 465
of the CRR3 to apply a 125% cap on the incremental increase in a bank’s RWAs during the
transitional period of the implementation of the output floor. Article 465(2) of the CRR3 provides
that institutions may, until 31 December 2029, apply a 125% cap on the increase of the RWA due
to the implementation of the transitional output floor factor, resulting in the reduction of the year-
on-year increase in the output floor impact shown in Table 9.3 The application of this cap (not
shown in Table 9) could reduce the impact in the first five years of the transitional period, leaving
though the full implementation impact in 2033 unchanged.

The largest increase in the impact of the output floor is observed in 2030, where the percentage
of the output floor increases from 70% (2029) to 72.5% (2030) and the impact increases by around
60 basis points (i.e. from 0.8% to 1.4%). The largest impacts for Group 1 and 2 banks are observed
in 2030 and 2029, respectively, with an increase in impact of around 60 and 40 basis points (i.e.
from 0.8% to 1.4% and from 0.9% to 1.3%). For G-SlIs, the largest impact of the introduction of the
output floor is observed in 2030, where the impact is around 70 basis points (i.e. from 0.5% to

3 Transitional period as specified in Article 465 of the CRR3 Proposal

36 Note that the transitional period shown in this report is 2025 to 2030 following Article 465 of the CRR3 proposal. Annex
I shows the transitional period as defined in the baseline Basel Ill framework (2023 to 2028).

37 For example, if applying the output floor to total RWAs results in an impact of EUR 10 billion in 2026 (output floor rate
=55%) and EUR 15 billion in 2027 (output floor rate = 60%), exercising the discretion implies that the impact in 2027 may
be capped at EUR 12.5 billion (i.e. EUR 10 billion + EUR 10 billion x 25%).
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1.2%), which corresponds to an increase of 28 basis points for every percentage point by which the
output floor is increased between 70% and 72.5%.38

Table 9: Cumulative output floor impact during the implementation phase under the final Basel Il
framework under the EU-specific scenario (including all buffers and P2R capital requirements —
frozen); in % of total CRR2/CRD5 T1 MRC

Bank group 20253 2026 2027 2028 2029 (72;2;) (7222;)
(50%)  (55%)  (60%)  (65%)  (70%) SR full
All banks 0.0 0.1 0.1 0.3 0.8 1.4 5.7
Group 1 0.0 0.0 0.0 0.2 0.8 1.4 6.4
G-SlIs 0.0 0.0 0.0 0.0 0.5 1.2 8.6
Group 2 0.2 0.4 0.6 0.9 1.3 1.5 2.0

Source: EBA QIS data (December 2023)

In 2030, when the output floor reaches its steady-state of 72.5%, the contribution of the output
floor to the EU average Tier 1 MRC is 1.4%. In that year, the impact of the output floor in the
context of the EU-specific implementation is still transitional, as the additional transitional
arrangements mentioned above still apply. Table 10 shows the temporary mitigation effects
between 2030 and 2033, with the latter marking the year of the fully loaded implementation of the
final Basel Ill framework under the EU-specific scenario. Overall, the temporary reduction in the
contribution of the output floor to the EU average Tier 1 MRC is 4.3pp (i.e. 1.4% in 2030 compared
to 5.7% in 2033). This temporary impact is more pronounced for Group 1 banks, with a mitigating
effect of 5.0pp, and especially for G-SlIs with 7.4pp. This is to be expected as large banks use IRB
models to a greater extent and are therefore more likely to be affected by the output floor.

Table 10: Comparison of the cumulative output floor, leverage ratio and total T1 MRC impact
between year 2033 (fully-loaded implementation) and year 2030 (last year of the implementation
phase) including all buffers and P2R capital requirements; in % of total CRR2/CRD5 T1 MRC

Bank group Implement. year Output floor Total Risk-based Revised LR  Total
2033 5.7 8.8 -1.0 7.8
All banks 2030 1.4 4.5 -1.0 3.5
A 43 4.3 0.0 4.3

2033 6.4 9.7 -1.2 8.6
Group 1 2030 14 4.7 -1.2 3.5
A 5.0 5.0 0.0 5.0

G-Slls 2033 8.6 14.8 -2.6 12.2
2030 1.2 7.4 -2.6 49

A 7.4 7.4 0.0 7.4

2033 2.0 4.0 -0.3 3.6
Group 2 2030 1.5 3.5 -0.1 3.3
A 0.5 0.5 -0.2 0.3

Source: EBA QIS data (December 2023)

Due to the interaction with the leverage ratio, the reduction of the contribution of the output floor
to the EU average MRC during the phase-in period does not lead to a one-to-one reduction in the
overall EU average MRC. During the phase-in period, the risk-based T1 MRC declines and therefore,

38 This results from the calculation of 70 basis points/2.5% = 28 basis points.

39 The cumulative output floor impact in 2025 does not take into account the postponement in the use of the FRTB
methods for capital purposes by 1 year announced on 18 June 2024 by the European Commission.
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the leverage ratio appears more binding. As shown in Table 10, for Group 2 banks, the temporary
reduction in the contribution of the output floor to the EU average MRC between year 2030 and
year 2033, as a result of the EU-specific CRR3 proposals on transitional arrangements (— 0.5pp), in
fact results only in a -0.3pp reduction in the overall EU average MRC.
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2.9 Interaction between output floor and leverage ratio
requirements

The analysis in this report applies the leverage ratio (LR) requirements under the Basel lll rules,
which provide that they serve as a backstop to the risk-based capital requirements and therefore
apply after the risk-based requirements, including the output floor. Under this methodology, the
output floor creates an additional capital requirement under the Basel lll framework that smooths
out the impact of the LR add-on on the risk-based requirements.

This chapter aims to calculate the stand-alone impact of the output floor on the MRC by assuming
that all other requirements, including the LR, are applied before the output floor. The order of
application of the various requirements does not change the final impact on the MRC, but it does
allow the impact of the last applied requirement to be isolated. In the case of the output floor, this
recognises that some of the increase in MRC attributed to the output floor in the cumulative
analysis (Table 4) is in fact already required by the LR but is ‘absorbed’ by the output floor in the
final Basel 1l regime because it is applied before the LR. Therefore, this approach underestimates
the stand-alone impact of the LR (in fact, it shows a decrease in MRC) and overestimates the stand-
alone impact of the output floor.

To illustrate this, three scenarios are calculated:

e Baseline scenario: application of the LR requirement after application of the output floor
as part of the risk-based requirements (final Basel lll regime);

e Scenario 1: application of the LR requirement alone, i.e. without application of the output
floor;

e Scenario 2: application of the output floor requirement after application of the LR
requirement, i.e. reversed order of application.

Scenario 1 assumes that the output floor is 0% and scenario 2 is calculated as the difference
between the baseline scenario (shown in the cumulative analysis), in which the output floor is set
at 72.5%, and scenario 1.

Table 11 shows that in the baseline scenario of the Basel lll framework under the EU-specific
scenario, 110 banks in the sample are constrained by the risk-based requirements, before the
application of the output floor, 33 bank by the application of the output floor and 9 banks by the
application of the LR requirement. The implementation of the risk-based requirements without
the output floor together with the LR requirements results in 139 banks being constrained by the
risk-based requirements and 13 banks being constrained by the LR requirement.

The impacts of the LR and the output floor (in EUR billion) amount to (a) EUR -12.1 billion and
EUR 66.8 billion respectively in the baseline scenario, (b) EUR -10.0 billion and zero respectively
in scenario 1 and (c) EUR -10.0 billion and EUR 64.6 billion respectively in scenario 2 (Table 12).
The negative impact on the LR implies a reduction in the LR add-on from the current CRR2/CRD5
regime, as the add-on is reduced by EUR 12.1 billion (i.e. from EUR 14.2 billion to EUR 2.1 billion)
due to the increase of RWA. This corresponds to a LR impact of -1.0% (Table 1) compared to the
current Tier 1 MRC (-12.1/1,174.5).

In scenario 1, the LR add-on is EUR -10.0 billion, which implies a total LR impact on the MRC of -
0.9%. In scenario 2, the output floor is applied as the last requirement in the sequence (no output
floor is applied in scenario 1). In this case, the LR add-on due to the output floor is 5.5%, which is
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relatively similar to the LR add-on of 5.7% in the baseline scenario. This implies that the isolated
impact of the output floor as a new element of the regulatory framework alone contributes to an
increase in MRC of EUR 64.6 billion (i.e. an increase of 5.5%). It should be emphasised that the
analysis refers to the final Basel Ill framework under the EU-specific scenario including all buffers
and P2R. As a result, the inclusion of these additional requirements leads to a more binding risk-
based requirement by construction, which in turn reduces the overall impact of the LR framework.

Table 11: Number of banks constrained by the risk-based capital requirements, with and without
the implementation of the output floor under the implementation of the final Basel Ill framework
under the EU-specific scenario (including all buffers and P2R capital requirements — frozen)

Scenarios Number of banks Number of banks Number of banks
constrained by the risk- constrained by the constrained by the
based requirements output floor leverage ratio

Risk-based capital

requirement with the output 110 33 9
floor (baseline scenario)

Risk-based capital

requirements without the 139 - 13
output floor (scenario 1)

Source: EBA QIS data (December 2023)

Table 12: Impact and implied cumulative impact on T1 MRC of the implementation of risk-based
capital requirements, with and without implementation of the output floor under the
implementation of the final Basel Il framework under the EU-specific scenario (including all
buffers and P2R capital requirements — frozen)

Scenarios Risk-based Output floor add- Output floor

(without output on (before LR) on LRT1 LREaS: -:: n (after LR) T1 irzotiael d
floor) T1 MRCin risk-based T1 MRC MRCin (im Iie(; MRC in EUR bn. imp act
EUR bn. (implied in EUR bn. (implied EUR bn. im a:t in %) (implied impact (;)
impact in %) impact in %) P > in %) >
Baseline: 1,196.8 66.8 922.3 -12.1 NA
with output
floor (before 3.1% 5.7% -1.0% NA 7.8%
LR)
Scenario 1: 1,196.8 NA 922.3 -10.0 NA
without . . .
output floor 3.1% NA -0.9% NA 2.3%
Scenario 2: 1,196.8 NA 922.3 -10.0 64.6
with output
fL':)‘" (after 3.1% NA -0.9% 5.5% 7.8%

Source: EBA QIS data (December 2023)
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3. Transition from EU-specific scenario
to Basel |l baseline scenario

This section includes a comparison between the results presented in Section 2 and the results
presented in the Annex | of this report. It therefore shows the comparison between the estimated
impact of the Basel lll reform package considering EU-specific adjustments and the effect of Pillar
2 requirements and all EU buffers in the calculation of the T1 MRC as defined in section 1.2, and
the impact without considering such effects. To facilitate the comparison, results under the EU-
specific scenario are presented twice: once considering Pillar 2 requirements and all EU buffers in
the calculation of the T1 MRC and once considering Pillar 1 requirements and CCB and GSlI-s buffer
only.

3.1 Comparison of the cumulative impact analysis of the final
Basel lll reform under the EU-specific scenario vs. the Basel Il
baseline scenario

The comparison between the results under the EU-specific scenario and the Basel Il baseline
scenario is made in two steps. As a first step, the EU-specific results considering all EU buffers and
requirements are compared with the EU-specific results considering only Pillar 1 requirements, CCB
and GSlI-s buffer. As a second step, EU-specific results considering only Pillar 1 requirements, CCB
and GSlI-s buffer are compared with the Basel Il baseline scenario. Table 13 shows the comparison
of T1 MRC percentage change between the three scenarios.

Risk-based T1 MRC changes under the EU-specific scenario calculated using all buffers and
requirements (see rows with heading “EU-specific (P2R and all buffers)” in Table 13) show, in
general, a very small difference in comparison with the risk-based T1 MRC changes under the EU-
specific scenario that are calculated using the G-Slls surcharge, CCB and Pillar 1 requirements only
(see rows with heading “EU-specific (P1R, CCB and GSllIs buffers only)” in Table 13). The rationale
behind this small difference is methodological. To calculate the risk-based T1 MRC changes, the
delta between the revised T1 MRC risk-based and the current T1 MRC risk-based is calculated
applying the same set of buffers to both sides of the equation. The relative increase is then
calculated as the ratio between this delta and the maximum of the current T1 MRC risk-based and
the current T1 MRC leverage ratio-based. For this reason, the differences arise from the different
interaction with the leverage ratio, as the latter becomes less binding after the introduction of all
buffers and P2R requirements in the calculation of the risk-based T1 MRCs.

However, a more negative leverage ratio impact results in a significantly lower total T1 MRC
change in the EU-specific scenario using only the G-Slls surcharge, CCB and Pillar 1 requirements
(1.7% versus 7.8% when all buffers and requirements are considered). In other words, the
leverage ratio offsetting effect is 5.8pp more significant when only the G-Slls surcharge, CCB and
Pillar 1 requirements are considered. The difference in the offsetting effect of the leverage ratio is
particularly significant for GSllIs. Indeed, the leverage ratio impact for G-Slls is -2.6% in the scenario
considering all buffers and requirements and -12.5% in the scenario considering only the G-Slis
surcharge, CCB and Pillar 1 requirements. This result is due to the fact that all 7 G-Slls are
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constrained by the leverage ratio in the current framework and are less or not at all constraint by
the leverage ratio under the revised framework.

The strict impact of the EU adjustments (i.e. not driven by the application of a different set of capital
requirements) can be understood by comparing the EU-specific results considering the G-SlIs
surcharge, CCB and Pillar 1 requirements only (see row with heading “EU-specific (P1R, CCB and
GSlls buffers only)” in Table 13) with the Basel Ill baseline results (see rows with heading “Basel IIlI”
in Table 13).

Table 13 shows that the implementation of the final Basel Ill standards under the EU-specific
scenario is expected to increase European banks’ T1 MRC by 4.4pp less. The drivers of such
reduction are credit risk (3.9pp), CVA (1.6pp) and output floor (1.0pp). More importantly, the
reductions in total MRCs are partially offset by an increase in the leverage ratio impact (2.0pp),
which is due to the interaction between the risk-based MRCs and the leverage ratio MRCs. Lower
risk-based MRCs imply that the leverage ratio becomes more binding for a subset of institutions.

Group 2 banks benefit more than other categories of banks from the introduction of the EU-
specific adjustments (6.0pp). The main driver of the higher reduction in MRC is credit risk (5.8pp)
due to the effect of the introduction of the EU adjustments in the Standardised Approach reform
(4.5pp). Such effect is not fully compensated by the lower reduction in MRC shown for CVA (0.8pp)
and the output floor (0.6pp). G-Slls also show a more beneficial effect from the introduction of
the EU-specific adjustments than the average European bank (4.8pp). The main driver of the
higher reduction in MRC is credit risk (4.1pp) due to the effect of the introduction of the EU
adjustments in the IRB Approach (3.2pp). The interaction with the output floor also has a more
important effect in the G-SlIs category (1.9pp). These effects are partially offset by the more
important increase in the leverage ratio impact (2.8 pp) in comparison with other bank categories.
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Table 13: Comparison of the change in total T1 MRC between the EU-specific scenario (with and
without EU buffers and P2R capital requirements) and Basel Ill; in % of the overall current T1 MRC

Bank Scenario Credit risk Market CVA Op Output Other Total Revised Total
group risk Risk floor Pillar1 risk- LR
based
) . (7]
S 2 &8

EU-specific (P2R and 1

2-150000 11 03 28 57 -08 88 -10 7.8
all buffers)
EU-specific (P1R,
All CCB and GSlis 11-140000 11 03 26 56 07 86 -69 17
banks buffers only)
A (P1R - P2R) 02010000 00 00-02 01 01 -02 58 -61
Basel Ill 27 08 0000 11 19 26 66 07 150 -89 6.1
A (BIll - P1R) 17 22 0000 00 16 00 10 00 65 20 44
EU-specific(P2Rand ;) 1700 00 13 04 31 64 09 97 12 86
all buffers)
EU-specific (P1R,
Group CCB and GSlls 10 1500 0.0 13 04 29 62 07 94 7.7 16
1 buffers only)
A (P1R - P2R) 02020000 00 00-03 02 01 -04 66 -69
Basel Ill 21 08 0000 13 21 29 73 07 157 99 58
A (BIll - P1R) 12 230000 00 18 00 11 00 63 22 42
EUspecific(P2Rand ;) 140000 27 0538 86 05 148 26 122
all buffers)
EU-specific (P1R,
G-Slls CCB and GSlls 11-1200 00 23 04 33 77 05 130 -125 05
buffers only)
A (P1R - P2R) 03030000 -04 -01-05 09 01 -18 -100 -117
Basel Ill 21 21 0000 23 20 33 96 05 207 -153 53
A (BIll - P1R) 09320000 00 1600 19 00 76 -28 48
EU-specific(P2Rand , 5 5500 00 03 01 08 20 01 40 03 36
all buffers)
EU-specific (P1R,
Group CCB and GSlis 15-0600 00 03 01 08 20 01 41 -18 23
2 buffers only)
A (P1R - P2R) 01000000 00 0000 00 00 01 -15 -14
Basel Ill 6107 0000 03 08 08 27 -01 113 30 83
A (BIll - P1R) 45 130000 00 08 00 06 00 72 -12 60

Source: EBA QIS data (December 2023)

Table 14 shows the decomposition of the EU-specific adjustments for the average EU bank. The
main drivers for the reduction of the T1 MRC impact under the EU-specific scenario are the SME
supporting factor and the CVA exemptions. The introduction of the SME supporting factor that
reduce the contribution of the credit risk reform (both SA and IRB) to the total T1 MRC change by
2.0pp. The implementation of the CVA exemptions would reduce the contribution of CVA risk to
the total MRC change by 1.6pp compared to the baseline Basel lll implementation scenario. Other
features contribute less to the reduction of the total MRC impact. The postponement of the
minimum haircut floors, the more favorable treatment of equity exposures, the introduction of a
reduced CCF for trade finance contingent items and the infrastructure supporting factor reduce the
contribution of the credit risk reform to the total impact by around -0.5pp, -0.5pp, -0.4pp and -
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0.3pp respectively). The introduction of the CRR3 provision allowing the revaluation of the value of
the property pledged as a collateral up to the average value for the last six years, has a limited
negative impact to the contribution of the SA reform to the total T1 MRC change (-0.05pp).

Table 14: Decomposition of the delta change in total T1 MRC between the EU-specific scenarios
with P1R, CCB and GSllIs buffers only and under the implementation of the final Basel Il
framework under the EU-specific scenario; in % of the overall current T1 MRC

Bank Scenario Credit risk Market CVA Op Output Other Total RevisedTotal
group risk Risk floor Pillar1  risk- LR
based
o0 . )
S =2 g 9

EU-specific (P1R,

CCB and GSlis 1.1 -14 NA NA NA 0.3 NA NA NA NA NA NA
buffers only)
A of which: -1.7 -2.2 NA NA NA NA NA NA NA NA NA NA
SME SF -0.8 -1.2 NA NA NA NA NA NA NA NA NA NA
All INF SF -0.1 -0.2 NA NA NA NA NA NA NA NA NA NA
banks Eauity -0.5 -0.03 NA NA NA NA NA NA NA NA NA NA
CCFs -0.1 -0.3 NA NA NA NA NA NA NA NA NA NA
REE -0.05 NA 'NA NA NA NA NA NA NA NA NA NA
SFTs -0.1 -0.4 NA NA NA NA NA NA NA NA NA NA
CVA exemptions NA NA NA NA NA -1.6 NA NA NA NA NA NA
Basel lll 2.7 0.8 NA NA NA 19 NA NA NA NA NA NA

Source: EBA QIS data (December 2023)

3.2 Comparison of capital shortfalls under the EU-specific
scenario vs. the Basel Il baseline scenario

The capital shortfall amounts under the EU-specific scenario arise mainly from the introduction
of all EU buffers and capital requirements. Results under the Basel Il baseline implementation and
under the EU-specific scenario considering the G-SllIs surcharge, CCB and Pillar 1 requirements only,
show a very limited leverage ratio capital shortfall (0.1 bn EUR in Table 15). The shortfall under
these scenarios arises from one institution that reported a leverage ratio shortfall under the current
implementation framework.*

The introduction of the additional EU buffers and Pillar 2 capital requirements increases the total
capital shortfall by 5.0 bn EUR. This increase is in line with expectations as the consideration of
additional capital requirements results in a higher minimum required capital while banks’ available
capital remains the same.

40 The relevant National Competent Authority has confirmed that the shortfall was covered during 2024 and that no
shortfall shall be reported as of 3Q2024.
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Table 15: Comparison of the shortfalls of current available capital between the EU-specific

scenario (with and without EU buffers and P2R capital requirements) and Basel IlI; EUR billion

European
Banking
Authority

Bank group Scenario CET1 Risk-based T1 Add. LRT1 Total capital
EU-specific (P2R and all buffers) 0.3 0.8 0.1 5.1
EU-specific (P1R, CCB and GSlls 00 01 01 01

All banks buffers only)
A (P1IR - P2R) -0.3 -0.7 0.0 -5.0
Basel Il 0.0 0.1 0.1 0.1
A (Blll = P1R) 0.0 0.0 0.0 0.0
EU-specific (P2R and all buffers) 0.3 0.4 0.0 4.2
EU-specific (P1R, CCB and GSlis 0.0 0.0 0.0 0.0

Group 1 buffers only)
A (P1IR - P2R) -0.3 -04 0.0 -4.2
Basel lll 0.0 0.0 0.0 0.0
A (BllIl = P1R) 0.0 0.0 0.0 0.0
EU-specific (P2R and all buffers) 0.3 0.4 0.0 3.2
EU-specific (P1R, CCB and GSlis

G-Slis buffers only) 0.0 0.0 0.0 0.0

A (P1IR - P2R) -0.3 -0.4 0.0 -3.2
Basel I 0.0 0.0 0.0 0.0
A (BIIl - P1R) 0.0 0.0 0.0 0.0
EU-specific (P2R and all buffers) 0.1 0.3 0.1 0.9
EU-specific (P1R, CCB and GSlis 00 01 01 01

Group 2 buffers only)
A (P1IR - P2R) -0.1 -0.3 0.0 -0.8
Basel Il 0.0 0.1 0.1 0.1
A (BllIl = P1R) 0.0 0.0 0.0 0.0

Source: EBA QIS data (December 2023)
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4. Annex |: Basel lll baseline results

4.1 Cumulative impact analysis of the final Basel Il reform: point-
in-time analysis (Dec-23 only)

Figure 8: Distribution of changes in total T1 MRC; in %
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Note: the mean (‘X’) reflects the simple average; Source: EBA QIS data (December 2023)

Table 16: Change in total T1 MRC, as a percentage of the overall current T1 MRC, due to the
implementation of the final Basel Il framework (2030); weighted averages; in %

Bank group Credit risk Market CVA Op Output Other Total Revised Total
risk Risk  floor Pillar1 risk- LR
based
. (7]
58§ §
All banks 27 08 0.0 0.0 1.1 1.9 2.6 6.6 -0.7 15.0 -8.9 6.1
Group 1 21 0.8 0.0 0.0 1.3 2.1 2.9 7.3 -0.7 15.7 -9.9 5.8
G-Slls 21 21 0.0 0.0 2.3 2.0 33 9.6 -0.5 20.7 -15.3 53
O-Slls 22 -08 0.0 0.0 -0.2 2.1 2.4 5.5 -1.1 10.2 -4.4 5.8
Other 23 3.2 00 0.0 4.0 3.8 2.6 0.4 -0.7 15.7 -5.5 10.1
Group 2 6.1 0.7 0.0 0.0 0.3 0.8 0.8 2.7 -0.1 11.3 -3.0 8.3
O-Slls 70 11 0.0 0.0 0.2 1.1 0.9 2.2 -0.1 12.3 -4.2 8.1
Other 47 0.1 00 0.0 0.6 04 0.7 3.5 -0.1 9.7 -1.2 8.5
Universal 28 14 0.0 0.0 1.3 1.9 2.7 6.4 -0.7 15.6 9.4 6.2
Retail 47 08 00 00 -03 05 05 28 -03 70 17 53
oriented
Corporate 5 49 00 00 02 34 25 104 03 119  -64 55
oriented

Source: EBA QIS data (December 2023)

44



BASEL Il MONITORING EXERCISE REPORT Eu ropean

e b a Banking
Authority

4.2 Evolution of the cumulative impact analysis since the
establishment of the EBA mandatory exercise (Dec-21 to Dec-23)

Table 17: Changes in T1 MRC due to the implementation of the final Basel lll framework for a
constant sample of banks from YYYY(-2) to YYYY; weighted averages in %
Reference  Credit Market CVA Op Output  Other Pillar  Total risk- Revised Total

date risk risk Risk floor 1 based LR

31-Dec-21 4.3 1.8 26 1.7 6.6 -0.6 16.4 -2.7 13.7
31-Dec-22 4.3 1.2 24 2.2 6.7 -0.4 16.3 -3.7 12.7
31-Dec-23 3.5 1.1 20 26 6.6 -0.7 15.0 -8.9 6.2

Source: EBA QIS data (December 2023)

4.3 Capital ratios and shortfalls

Table 18: Comparison of risk-based capital ratios and leverage ratios under different states of
implementation; weighted averages in %

Bank group CET1 Tier 1 Total capital LR
n = = n = = n = = n =
2 5= 3 £ 5= 3 2 §= ¥ & 3%
L =2} o L =2} c L E=I] © L ©
~ ] m ~ a wn [an] ~ a wn [an] ~ [an]
= S8 2w o §d T & S8 = o =
O = = O = s O = = O =
All banks 15.9 14.5 13.6 17.2 15.7 14.7 19.7 18.0 16.9 5.8 5.8
Group 1 15.7 14.3 13.3 17.0 15.6 14.5 19.7 18.0 16.7 5.6 5.6
G-Slls 14.3 12.5 11.4 15.7 13.8 12.5 18.1 15.9 14.4 4.8 4.8
Group 2 16.6 15.1 14.8 17.8 16.2 15.8 20.0 18.2 17.8 6.5 6.5

Source: EBA QIS data (December 2023)
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Figure 9: Distribution of capital ratios under CRR2/CRDS5 versus fully phased-in final Basel Il
framework (2030)
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Note: the mean (‘X’) reflects the simple average; Source: EBA QIS data (December 2023)

Table 19: Shortfall of current available capital under the full implementation of the final Basel llI
framework (2030); EUR billion*!

Bank group CET1 Risk-based T1 Add.LRT1 Total capital
All banks 0.00 0.00 0.05 0.05
Group 1 0.00 0.00 0.00 0.00
G-Slls 0.00 0.00 0.00 0.00
Group 2 0.00 0.00 0.05 0.05

Source: EBA QIS data (December 2023)

41 The shortfall arises from one institution that reported a leverage ratio shortfall under the current implementation
framework. The relevant National Competent Authority has confirmed that the shortfall was covered during 2024 and
that no shortfall shall be reported as of 3Q2024.
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4.4 Interactions between risk-based and leverage ratio capital
requirements

Figure 10: Mechanics of the calculation of the leverage ratio MRC impact, T1 MRC; EUR billion
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Source: EBA QIS data (December 2023)
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4.5 Credit risk

Figure 11: Changes in T1 MRC for credit risk (SA and IRB) exposures due to the implementation of
the final Basel lll framework (2030); in % of credit risk MRC
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Note: the mean (‘X’) reflects the simple average; Source: EBA QIS data (December 2023)

4.6 FRTB

In this section, there are no differences between Basel Il baseline and the EU-specific scenario.
For the results, we therefore refer to the corresponding section 2.6 in the main report.

4.7 Operational risk

In this section, there are no differences between Basel Il baseline and the EU-specific scenario.
For the results, we therefore refer to the corresponding section 2.7 in the main report.

4.8 Output floor

Table 20: Cumulative output floor impact during the implementation phase; in % of total
CRR2/CRD5 T1 MRC

Bank group 2025 2026 2027 2028 2029 2030
(50%) (55%) (60%) (65%) (70%) (72.5%)
All banks 0.0 0.1 0.6 2.1 4.9 6.6
Group 1 0.0 0.0 0.6 2.2 5.4 7.3
G-Slls 0.0 0.0 0.8 3.1 7.2 9.6
Group 2 0.2 0.4 0.7 1.2 2.1 2.7

Source: EBA QIS data (December 2023)
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4.9 Interaction between output floor and leverage ratio
requirements

Table 21: Number of banks constrained by the risk-based capital requirements, with and without
the implementation of the output floor

Scenarios Number of banks Number of banks Number of banks
constrained by the risk- constrained by the constrained by the
based requirements output floor leverage ratio

Risk-based capital

requirement with the output 87 21 44
floor (baseline scenario)

Risk-based capital

requirements without the 99 - 53
output floor (scenario 1)

Source: EBA QIS data (December 2023)

Table 22: Impact and implied cumulative impact on T1 MRC of the implementation of risk-based
capital requirements, with and without implementation of the output floor

Scenarios Risk-based Output floor add- . Output floor
. LR add-on in Total
(without output on (before LR) on LRT1 EUR bn (after LR) T1 implied
floor) T1 MRCin risk-based T1 MRC MRCin (im Iiec‘l MRC in EUR bn. imp act
EUR bn. (implied in EUR bn. (implied EUR bn. im a:t in %) (implied impact (;)
impact in %) impact in %) P > in %) >
Baseline: 936.4 64.2 922.3 -86.4 NA
with output
floor (before 8.4% 6.6% -8.9% NA 6.1%
LR)
Scenario 1: 936.4 NA 922.3 -50.4 NA
without . . .
output floor 8.4% NA -5.2% NA 3.2%
Scenario 2: 936.4 NA 9223 -50.4 28.3
with output
fL'I‘;)Or (after 8.4% NA -5.2% 2.9% 6.1%

Source: EBA QIS data (December 2023)
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5. Annex Il: Methodology

5.1 Leverage ratio impact

%AT1MRC(LR) =

0,
*  max {('Final Basel Il total LRyq504T1 MRC’ - )} -
'Final Basel 111 total risky 0qT1 MRC’

0,
Yieq maxi('CRR_CRDIV total LRy 50qT1 MRC’ - )}
"CRR_CRDIV total riskpgseqT1 MRC’
n max {"CRR_CRDIV total risk_based T1 MRC’,
=1 'CRR_CRDIV total LR_based T1 MRC'}

where:

Final Basel Ill total LR-based T1 MRC = Final Basel Il total leverage ratio exposure x (3% + 0.5 x G-
Slls surcharge); and,

CRR2/CRDS5 total LR-based T1 MRC = CRR 2/CRD 5 total leverage ratio exposure x (3% + 0.5 x G-Slls
surcharge);

n is the number of banks in the sample.

The analysis adopts the BCBS methodology for estimating the leverage ratio impact.* This
methodology quantifies the impact of the leverage ratio as the change in the LR add-ons between
the proposed and current regulatory frameworks, as a metric of the change in the LR’s constraining
power in determining the total T1 MRC.

The leverage ratio impact would be negative (see ALRaqgq4. in example 1 of Figure 12) if the T1 LR add-
on of the full implementation of the final Basel Ill framework (equal to 0 in example 1 of Figure 12)
were lower than the T1 LR add-on of the full implementation of the CRR2/CRD5 (positive in example
1 of Figure 12). This particular case indicates that the leverage ratio is less constraining under the
final Basel Il framework than under the CRR2/CRD5 framework.

The leverage ratio impact would be positive (see ALRaqgq4. in example 3 of Figure 12) if the T1 LR add-
on of the full implementation of the final Basel Il framework (positive in example 3 of Figure 12)
were higher than the T1 LR add-on of the full implementation of the CRR2/CRD5 (0 in example 3 of
Figure 12). This can be interpreted as the leverage ratio becoming more constraining under the final
Basel Ill framework than under the CRR2/CRD5 framework.

The leverage ratio impact would be 0 in cases where either the T1 LR add-on of the CRR2/CRD5 and
the T1 LR add-on of the final Basel Ill framework are both 0 (example 4 in Figure 12), or the T1 LR
add-on remained the same under the CRR2/CRD5 and the final Basel Il framework (example 2 in
Figure 12, where ALRyadd. = ALR2,ada, then ALRagq. = 0). Both cases illustrate that the LR is equally
constraining under the CRR2/CRD5 and the final Basel Ill frameworks. Figure 12 illustrates all four
cases of the relationship between the T1 LR-based MRC and T1 risk-based MRC, under the
CRR2/CRD 5 and final Basel Il framework.

42 see BCBS (2017), Basel Ill monitoring report December 2017: Results of the cumulative quantitative impact study.
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Figure 12: Integration of changes in risk-based and leverage-ratio-based MRC

Example 1 Example 2
Total
O
14
=
CRR/CRD IV final Basel Il framework CRR/CRD IV final Basel lll framework

B Leverage Ratio (LR) [ Riskbased (RB) [ Leverage Ratio (LR) [T Risk based (RB)

Example 3 Example 4

MRC

CRR/CRD IV final Basel Ill framework CRR/CRD IV final Basel lll framework

B Leverage Ratio (LR) [ Riskbased (RB) [ Leverage Ratio (LR) [ Risk based (RB)

Source: Based on the BIS Basel Ill monitoring report as of December 2017
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