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Appendix I – Capital floors: the design of a framework based on standardised 

approaches: Responses to the specific questions 

 

Q01: Assuming the respective floors were calibrated to achieve the same level of 

required capital, what are your views on the relative merits of a risk 

category-based floors and an aggregate RWA-based floor? What are your views 

on a floor based on exposure class?  

 

We do not believe that a capital floor based on the standardised approaches constitutes 

an enhancement of the capital framework. However, if the Committee selects to 

implement this, the floor based upon the aggregate across risk types (which is in line 

with the current approach that has already been well recognized by the industry) 

would appear to be preferable in the absence of further information. Adopting such 

could minimize the efforts and the associated costs in implementing the new capital 

floor framework in the future, although disclosure requirements are unclear that an 

aggregate floor would be more explicable and provide easier comparability across 

organisations and against Pillar 2 capital buffers. 

   

We note however, that the decoupling of calibration from this question and the 

assumption that effects would be capital neutral is conceptually unsound. Variations in 

the dispersion of exposures and RWAs across different organisations will lead to the 

effect of aggregate floors and risk-level floors being dramatically different; this cannot 

simply be discounted when designing the floor. 

 

It is important that a further consultation on calibration is undertaken, once the revised 

standardised approaches have been finalised. This should include a dedicated QIS, 

which would allow us to provide an informed view on the impact and preference of a 

floor based on risk categories or on an aggregate basis.  

 

For the option of setting capital floor based on exposure class, we believe it may lead 

to complicated calculation where there may likely need to have significant system 

change to facilitate the identification. In addition , an exposure class floor is unlikely 

to provide direct comparison, due to inconsistent definitions of exposure classes. 

Exposure class floors are synonymous with sectoral capital requirements and there are 

a number of asset class floors, already embedded within the existing framework. 

Furthermore, a more granular application would significantly increase the required 

disclosure without adding insight on a banks’ risk profile. Hence we do not prefer 

adopting that as base for capital floor setting. 

 

Q02:  What are your views on the relative merits of the two options for 

adjusting for differences in the treatment of provisioning for credit risk?  

 

We do not believe that a capital floor based on the standardised approaches constitutes 

an enhancement of the capital framework. However, if the Committee proceeds to 

implementation, further detail will be necessary on the options provided. The stylised 

examples provided are too simplistic and do not allow for a full assessment of their 

impacts, this results in a number of questions which need to be addressed before we 



2 
 

are able to provide an informed view, in particular,: 

 the examples do not currently take into account circumstances where 

expected losses exceed provisioning;  

 the examples provided also assume a bank has general provisions as a key 

line item to adjust for, however under IAS 39 credit risk provisions would be 

considered specific provisions rather that classified as general provisions 

eligible as own funds Tier 2.  

 it will also be necessary to consider any impact resulting from the future 

application of IFRS 9;  

 the examples do not take into consideration, the proposed difference in design 

of the capital floor – i.e. risk category floor verses aggregate floor; 

 under both options, it is unclear in circumstances where the capital floor is a 

binding constraint, whether adjustments to either capital resources or the 

RWA calculation would be required for other  regulatory requirements e.g. 

for the purposes of large exposures, RWA requirements for TLAC purposes 

etc; and, 

 Option 2 assumes a RWA conversion ratio of 1250%, which does not take into 

account banks’ effective capital requirements which are in practise 

significantly higher than 8%. 

 

Q03: Do you have any other comments regarding the design of the capital floor?  

 

We do not see any compelling reasons for adopting a capital floor, particularly based 

upon standardised approaches which are inferior to internally modelled approaches in 

terms of risk sensitivity and scrutiny/calibration to its design. If the Committee 

continues to implement a floor based on the standardised approaches, an aggregate 

floor is the preferable design of the options provided.  

 

The design of the framework for capital floors should recognize the potential risk of 

duplication with capital buffer under Pillar 2 without adding risk-sensitivity, while 

creating additional complexity.  In order to allow for a level playing field, capital 

floors should be consistently calibrated, i.e. there should be no allowance for national 

discretion (to avoid a situation similar to capital buffers as introduced under Basel III).  

Floors should be set at a level that retains an incentive for firms to implement and to 

advance modelled approaches. 

 

 

 


