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Compliance with International Financial Regulations

Compliance with the Finalized Basel Ill Framework

Triggered by the financial crises in 2008, the Basel Committee
on Banking Supervision (BCBS) made the agreement to implement
new regulations, called “Basel Ill.” Basel lll includes the implemen-
tation of higher capital requirements, leverage ratio and liquidity
requirements. In Japan, Basel Il has been implemented in phased
manner from the end of March 2013.

Subsequently, in December 2017, an international agreement
was reached on “Finalized Basel IIl,” which aims to constrain the
use of internally modelled approaches by banks and to introduce
a new capital floor based on the standardized approaches to the
risk-weighted assets measurement approach in the calculation of
the capital adequacy ratio.
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Standardized Approach: Supervisory risk weight according to external credit ratings
Foundation IRB Approach: Risk weight calculated based on banks’ own estimates of
probability of default (PD)
Advanced IRB Approach: Risk weight calculated based on banks’ own estimates of prob-
ability of default (PD) and loss given default (LGD)

Financial institutions subject to international standards in Japan
will be required to introduce the finalized Basel Ill framework in
2024*. In April 2022, the Notification of Financial Services Agency
that defines regulatory standards in Japan was announced. In
preparation for the introduction of the new regulations, the Group
will work to achieve the financial resilience targets and maintain
stability through capital accumulation and other means. In paral-
lel, we will promote appropriate profitability control and portfolio
management to establish the management systems.

*The adoption of the framework was previously scheduled to begin at the end of

March 2023, but has been postponed by one year in light of international situations
and other factors.
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¢ In the case where 72.5%* of SA RWAs (Floor) is larger than internal
model RWAs, Add-on RWAs are charged.
* Capital Floor will be subject to a five-year linear phase-in arrangement from the date of
implementation of new standards. The applicable multiplier will start at 50% and increase
by 5% at the end of each year until the end of Year 5, and it will eventually reach 72.5%.

Bl Strengthening of Regulations on Non-financial Risk Areas

In response to the current economic situation, the general frame-
work of financial risk regulations, including capital adequacy, liquid-
ity, and large credit, is being finalized, although there are some
adjustments and modifications to the timing and details of imple-
mentation. With this background, international organizations and
the financial authorities of each country are focusing on tightening
and enhancing regulations on non-financial risk areas. Examples of
such areas that have been attracting interest recently include:

M Operational resilience

M Incorporation of climate change issues into financial supervision
<Operational resilience>
e Operational resilience refers to the ability of banks to continue

“critical operations” in the event of a terrorist attack, cyberat-

tack, pandemic, or natural disaster. The concept was proposed
by the Bank of England in 2018 as a comprehensive framework
encompassing BCP, cybersecurity, outsourcing management, and
similar areas. In 2020, proposals and guidelines related to opera-
tional resilience were also issued by the European Commission,
the Monetary Authority of Singapore (MAS), the International
Organization of Securities Commissions (IOSCO), and the
Federal Reserve Board (FRB). The Basel Committee incorporated
these approaches into its March 2021 publication “Principles of
Operational Resilience.”

° As a trust bank group responsible for client asset management
and asset administration, the Group is working on developing a
compliance framework.

<Incorporation of climate change issues into financial supervision>

e From the standpoint of maintaining financial stability, financial
regulators and central banks in countries around the world are con-
sidering how to integrate risk arising from climate change into their
systems for overseeing financial stability. Proposals for frameworks
designed to manage financial risk among financial institutions due
to climate change have been made, and they include the Basel
Committee on Banking Supervision publication titled Principles
for the effective management and supervision of climate-related
financial risks, released in November 2021, and the US Office of
the Comptroller of the Currency (OCC) publication released in
December titled, Risk Management: Principles for Climate-Related
Financial Risk Management for Large Banks. Meanwhile, the
Financial Stability Institute (FSI) published the regulatory response
to climate risks: some challenges in February 2022, and it highlights
the necessity for a review of the prudential regulatory framework by
financial authorities with due consideration given to the impact of
climate-related financial risks on financial stability.

The Group is increasing our commitment to dealing with climate-
related financial risks, through the publication of our TCFD Report
2021/2022 in January 2022, by disclosing initial estimates of green-
house gas emissions in our investment and loan portfolios (Please
see page 78).





