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INTRODUCTION
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In December 2021, the Association of Supervisors of Banks of the Americas (ASBA) distributed
the Survey on the Implementation of Regulatory and Supervisory Standards among its
associate members. ASBA received responses from 30 financial supervisory authorities in
Latin America and the Caribbean'.

This report follows up on the initial survey implemented in 2017 depicting the most
important findings with regards to the implementation status of the Basel standards, and
the potential importance of developing a proportional regulatory framework in the region.
It should be noted that member jurisdictions have made significant efforts to implement
the Basel standards in recent years even when the health emergency delayed various
regulatory processes in the region.

The report is divided into three sections. The first section provides a general perspective
on regulation, including the main Basel framework on which regulation is based in the
different jurisdictions and how the region applied proportionality in regulation. The second
section examines the standards’ implementation status corresponding to Pillar 1 of the
Basel standards. That is, the definition of regulatory capital, capital requirements for risk
coverage, and leverage. Finally, the third section analyzes the implementation of the four
main principles that comprise Pillar 2 of the Basel standards?.

1 Antigua & Barbuda, Argentina, Bahamas, Belize, Bolivia, Brazil, British Virgin Islands, Cayman Islands, Chile, Colombia, Costa Rica, Curagao,
Ecuador, Spain, El Salvador (Central Bank and Superintendence), Guatemala, Guyana, Haiti, Jamaica, Mexico, Nicaragua, Panama, Paraguay,
Peru, Dominican Republic, Suriname, Trinidad & Tobago, Turks & Caicos Islands, Uruguay.

2 The Association of Supervisors of Banks of the Americas feels grateful for the comments and suggestions made by Stefan Hohl, Senior Member
of the Secretariat of the Basel Committee on Banking Supervision. The Association wishes to express its gratitude to the banking supervisory
authorities that responded to the Survey on the Implementation of Regulatory and Supervisory Standards.
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GENERAL PERSPECTIVE ON REGULATION

In recent years, jurisdictions in the region have made great efforts to align their banking
regulatory and supervisory frameworks with the international Basel standards. Even though
the health emergency postponed, or even stopped the implementation of some of these
standards in several jurisdictions, great progress has been observed as compared to the last
survey carried out by ASBA in 2017.

In the first place, we asked authorities about the Basel iteration in which their prudential
regulation is mostly aligned. As Figure 1 shows, most jurisdictions consider their regulatory
frameworks to be hybrid, in the sense that they combine standards from the different ite-
rations of the Basel framework, as well as local adaptations. Among the main differences in
these hybrid models are risk weights, the possibility and manner in which internal models
are used, as well as disclosure requirements.

FIGURE 1. MAIN BASEL FRAMEWORK
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For example, in the case of Peru, the credit and operational risk capital requirements are
based on Basel Il. Market risk requirements is under analysis to be aligned to Basel Ill. Fur-
thermore, some of the Basel Ill standards have already been implemented, as is the case of
capital buffers (2011), a minimum LCR ratio (2014), and the leverage ratio (2021)3.

In comparison to 2017, a greater number of jurisdictions consider their regulatory fra-
mework increasingly aligned with the Basel Ill standards. Furthermore, several jurisdictions
with hybrid models show an intention to move forward and better align their regulation to
the latest standards.

3 For the leverage ratio, the authority and Peru has not defined a minimum because it would require a change in the Banking Law.



PROPORTIONALITY APPROACHES
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Considering the relevance of the discussions on the proportional implementation of pruden-
tial regulation, the survey asked Authorities about the type of proportionality approaches
used in their jurisdictions. Although the initial impression was that there were no formal
proportionality approaches being implemented in the region (besides the one implemented
in Brazil), ASBA identified several proportionality practices in regulation that are worth
mentioning (Figure 2).

FIGURE 2, PROPORTIOMALITY APPROACH
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First, most jurisdictions implement differentiated regulations according to the various types
of financial institutions (FIs) that take deposits and that carry out financial intermediation.
For instance, the regulation that applies to banks is generally different from that of coope-
ratives, microfinance institutions, and other similar institutions.

On the other hand, five jurisdictions mentioned having a formal segmentation for the appli-
cation of differentiated prudential rules according to certain characteristics. In general,
the differentiated implementation occurs under a “bottom-up” approach. That is, there is a
prudential basis for all institutions, and more sophisticated regulations are implemented as
the complexity of the institution scales.
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Unlike the common “bottom-up” approach, the Central Bank of Brazil proposed a regulatory
framework that aligns the largest and most complex entities (Segment 1) with Basel Ill. For
the other segments, simplifications of these standards apply. In particular, institutions with
the most simplified profile (Segment 5) have their own rules, although always inspired by
the Basel standards. In addition, in principle, financial entities in Brazil can switch from one
segment to another, provided that predefined exposure and size criteria are met.

Finally, we identified a few other proportionality approaches, such as the issuance of di-
fferent types of banking licenses, or even the differentiated application of prudential rules
that do not depend on formal segmentation, but rather on a case-by-case supervisory judg-
ment of an institution’s risk profile. Table 1 shows a selection of proportionality approaches
in regulation which are in use by some countries in the region.



TABLE 1. SELECTION OF PROPORTIONALITY APPROACHES
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PILLAR 1 - MINIMUM CAPITAL REQUIREMENTS

Pillar 1 of the Basel framework establishes minimum standards for the quality and level
of capital for three main components of risk faced by a bank: credit risk, market risk,
and operational risk. In addition, it also includes more recent standards related to loss
absorption capacity, countercyclical and capital conservation buffers, as well as the
leverage standard.

a. REGULATORY CAPITAL

® FENE)

First, ASBA member supervisory authorities were consulted about the definition of capital
in its prudential regulation. It is interesting to note from Figure 3 that two main capital
definition models prevail in the region: that aligned with Basel | (10 countries) and that
aligned with Basel lll (11 countries).

The main difference is that the Basel Il definition has a greater focus on common equity
(Tier 1) and limits the inclusion of certain types of debt and hybrid instruments. A smaller
number of countries consider that their definition of capital is more in line with Basel Il and
I1.5, which considers the possibility of including a Tier 3 capital. The latter is not considered
a best practice today since this type of capital does not constitute an adequate loss absorbing
instrument.

Finally, jurisdictions that mentioned having a “hybrid” definition of capital, generally referred
to national adaptations that modify the type of specific instruments that can be considered
primary capital.

FIGURE 3. DEFIMITION OF CAPITAL
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Figure 4 shows that a significant number of jurisdictions implement or intend to implement the
most recent standards regarding countercyclical and capital conservation buffers, included
in the Basel Il framework. It is interesting to note that, even though several jurisdictions
base their regulation mainly on Basel | and do not plan to adopt the full most recent Basel
framework, they do consider capital buffers to be relevant and useful for their jurisdictions.

Finally, we can observe that the Total Loss Absorbing Capacity (TLAC) standard does not
generally apply in the region’s jurisdictions, and that in most cases there are no plans to
implement this standard in the short or medium term.

FIGURE 4. ADDITIOHAL ELEMENTS OF CAPITAL

Capital |
ey ann Dol

.F::'ml rule publivhed or in Torce
.I:Ir.1r|: in progress

B Cratt i planned

B Mo implementatihen plar

Courtercyclical
budier |

TLAL 4

I G
]

1 6 9 12 15 1B 21 M 37 X
Humber of Members

=5 o

ks

F A S B oA
=~

In line with what was found in the 2017 survey, standardized approaches for credit, market,
and operational risk prevail in the region’s jurisdictions.

With respect to credit risk (Figure 5), most authorities implement the standardized approach
from some of the iterations of the Basel framework, including Basel lll. For jurisdictions that
consider their methodology to be “hybrid,” they usually mean a combination of Basel (I, Il
and Ill) standards. For example, the risk weighting of assets is carried out, in some cases,
in accordance with Basel I. While certain types of loans are weighted based on the Basel Il
debtor’s risk rating. In cases where authorities mentioned “not applicable,” the authority
usually designs methodologies and performs national calculations.

11



FIGURE 5. STANDARDS: FOR CREDIT RISK
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The implementation of the internal ratings standards is less common in the region. Most jurisdictions
do not have plans to implement these in the short or medium term, with some exceptions*.

On the other hand, authorities have been advancing in the implementation of counterparty
credit risk standards (CCR). While most jurisdictions implement, or plan to implement, the
standardized approach, fewer jurisdictions consider internal model methodologies (Figure 6).

FIGURE 6. STANDARDS FOR COUNTERFARTY CREDIT RISK
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Similarly, although to a lesser extent, authorities usually implement the standardized
approaches for market risk (Figure 7). For jurisdictions where market risk requirements
are not currently applied, authorities mentioned they are in the process of designing or
implementing either the standardized approach or the simplified standardized approach in
the short to medium term.

4 For example, the authorities of Peru, El Salvador, and Bolivia mentioned having plans to review the relevance of these standards between
2023 and 2025.

12



FIGURE 7, STANDARDS FOR MARKET RISK
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It is worth mentioning that standards related to the use of internal models for market risk are
not common in the region. Some authorities clarified that although there are no restrictions
on the use of internal models for banks’ internal capital planning, only standardized methods
are allowed for prudential regulatory and supervisory purposes. In jurisdictions where
regulation contemplates the use of internal models, authorities explained that entities must
meet a series of requirements in order to be eligible to use these approaches. In many cases,
and since the requirements are highly rigorous, to date, very few institutions have asked to
apply this approach to calculate their capital requirements.

In the case of operational risk, few authorities implemented the basic, standardized, and
advanced approaches of Basel Il and II.5. However, we observed a willingness to implement
the new Basel Ill standardized approach for operational risk (Figure 8)°.

FIGURE 8&. STANDARDS FOR OPERATIONAL RISK
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5 This standard has two main components: the Business Indicator Component (BIC) and the Internal Loss Multiplier (ILM).
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FIGURE 88, STANDARDIZED MEASUREMENT APPROACH [5MA)

in lorce
Sirmilar mplermented
Planmed to implement

Ha ImpementaTon plan

Finally, authorities were consulted on the progress in the implementation of the credit
valuation adjustment (CVA) standards for counterparty credit risk and the securitization
framework. These standards are depicted in more detail in the Annex, which shows that
very few jurisdictions implement or plan to implement these, as the financial systems in the
region have not, in general, reached that degree of sophistication.

GE AND LIQUIDITY STANDARDS

In comparison to the survey conducted in 2017, a larger number of jurisdictions in the region
have adopted the Leverage Ratio (LR, Figure 9) within their regulation or have adopted
a similar requirement (15 jurisdictions). In addition, five jurisdictions mentioned having
implementation plans in the short or medium term, while 10 jurisdictions mentioned not
having any plan to implement this requirement.

FIGURE 9. LEVERAGE RATIO
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For jurisdictions that have implemented a requirement similar to the LR, some differences
are mentioned with respect to the Basel standard, mainly in relation to the minimum value
of the ratio®; the criteria for the treatment of derivatives’; and, in some cases, there is
differentiated treatment by banks’ status as global or local systemically important banks.
Finally, in some jurisdictions, such as Peru, the LR requirement is currently non-binding and
is implemented only for monitoring purposes.

Similarly, an increasing number of jurisdictions have implemented or are planning to
implement the liquidity standards from the Basel Il framework or a similar requirement
(Figure 10). In particular, for the Liquidity Coverage Ratio (LCR), 17 jurisdictions have fully
implemented the standard or have done so with few modifications, while seven jurisdictions
have an implementation plan. On the other hand, only eight jurisdictions have implemented
the Net Stable Funding Ratio (NSFR) or similar requirement, while nine jurisdictions have
plans to do so. In contrast, 12 jurisdictions mentioned not having implementation plans for
the NSFR.

FIGURE 10A. LIGLICIRY COVERAGE RATIC {(LCR)
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6 While the Basel framework establishes the minimum requirement at 3%, some jurisdictions establish this coefficient at 4%, and even up to 5%.

7 For example, in Costa Rica, the treatment for derivatives is based on the settlement price methodology, so its scope is limited to foreign
exchange derivatives. In addition, it uses the replacement cost criterion, but does not add the Potential Future Exposure (PFE) component.
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PILLAR 2 - SUPERVISORY REVIEW

The objective behind Pillar 2, of the Basel framework, is for banks to have efficient infras-
tructures to monitor and manage risks in accordance with their risk profile and risk appetite,
in addition to having sufficient capital to absorb losses (Pillar 1). The Basel Committee has
identified four key principles for supervisory review under this Pillar®:

Banks should have an internal capital adequacy assessment process (ICAAP) as well as a
strategy for managing and mitigating risks.

Supervisors should have a formal review process of the ICAAP and take appropriate
supervisory actions if they are not satisfied with the results of the process.

Supervisors should have sufficient capacity and powers to require additional capital in
excess of the minimum.

Supervisors should have sufficient ability and powers to intervene in a timely manner,
and to apply corrective measures to prevent capital from falling below the minimum
levels required by regulation.

RISK-BASED SUPERVISION

® FENE)

In general, supervisory authorities in the region consider Pillar 2 to be a mechanism to better
associate capital with risk and, therefore, as a broader element in a risk-based supervisory
review process.

In this regard, in recent years, the Americas region has shifted from the traditional com-
pliance-oriented approach, where the priority was for banks to comply with various laws and
regulations in a rigid manner, towards a Risk-Based Supervisory approach (RBS). This transi-
tion is explained by the strength of the adoption of the RBS methodology, which allows for
a flexible and risk-based allocation of scarce supervisory resources under a principles-based
approach.

Therefore, we considered it reasonable to ask authorities about the prevailing supervisory
approach in their jurisdiction. Figure 11 shows that from a total of 30 ASBA members who
participated in the survey, 22 jurisdictions fully or partially operate under the RBS approach,
while seven are in a transition process. This fact is relevant given that the RBS approach is
a fundamental element for the implementation of Basel’s Pillar 2.

8 Basel Committee on Banking Supervision. “Overview of Pillar 2 supervisory review practices and approaches”, June 2019



https://www.bis.org/bcbs/publ/d465.pdf

FIGURE 11. RISK BASED SUPERVISION (RBS)

I PRINCIPLE 1. ICAAP
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Principle 1 of Pillar 2 determines that banks are responsible for developing an internal
assessment process for their capital adequacy. This principle also includes requirements
related to conducting stress testing exercises. Furthermore, although it is not a formal
requirement, authorities commonly include the requirements on recovery and resolution
plans as part of this principle.

In the case of ICAAP, we observed that 14 jurisdictions implemented this requirement, while
10 more plan to do so in the short or medium term (Figure 12). In addition, although this
requirement is mainly intended for internationally active banks, 11 jurisdictions mentioned
they implement it to all banks under their supervision, while three jurisdictions do make a
difference in its implementation.

In the latter case, the differentiated application of the ICAAP requirement, i.e. applying
proportionality, is based mainly on the size and complexity of the entities. For example, in
the case of Brazil, ICAAP is required only for entities that belong to Segment 1, and a more
simplified version to the Segment 2 entities. On the other hand, authorities in the Bahamas
allow subsidiaries of larger banking groups to use the ICAAP of their parent company, but
they are required to have a deep understanding of how risk management at the local level
fits into the group’s ICAAP approach. The Cayman Islands allows subsidiaries of foreign
banks to leverage off consolidated group methodologies for assessing risks but requires
the institutions to reflect their own circumstances and ensure internal capital targets and
capital plan are relevant for the institution.

17
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FIGURE 12, STANDARDS PRINCIPLE 1
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On the other hand, 24 authorities mentioned that they have implemented stress testing
requirements for banks under their supervision, while five have implementation plans. Although
most of the jurisdictions that implement stress testing requirements applies them to all the
banking entities, in practice we have observed that their scope is adapted to the size, risk
profile, complexity of operations, and systemic importance of the different financial entities.

For example, in Brazil and Argentina all banks must conduct sensitivity analyses. However, only
the largest and most complex banks are required to carry out scenario analysis, as well as
reverse stress testing. Furthermore, in the case of Brazil, every year entities in Segments 1 and
2 must conduct stress testing exercises under scenarios designed by the Central Bank.

In addition, we also noted that the approach to stress testing differs among jurisdictions by type
of risk. For example, while in the case of Bolivia or Paraguay the authorities focus stress testing
on liquidity risk scenarios, in other jurisdictions, such as Mexico or Peru, stress testing is oriented
towards credit and market risk. However, the regulation in Mexico also considers liquidity risks.

Finally, although it is not a formal element of this principle, most authorities implement
requirements regarding recovery plans (24 jurisdictions), while an additional five jurisdictions
have plans to implement this type of requirements. Also, in this case there are some proportionality
approaches.

For example, in Argentina, domestic systemically important financial institutions (D-SIBs) must
have recovery and resolution plans aligned with the Key Attributes of Effective Resolution
Regimes issued by the Financial Stability Board (FSB). However, all financial institutions must
have contingency plans that include strategies to deal with emergency situations and manage
stress situations. On the other hand, in Colombia, recovery planning operates through the Stress
Testing Scheme (EPR, according to its acronym in Spanish). These tests are applied to all credit
institutions, including systemic, non-systemic and publicly owned entities. In addition, this
jurisdiction has the authority to require supervised entities to prepare and submit resolution
plans (RP), meeting requirements that correspond to the FSB’s Key Attributes of Resolution
Regimes. The four systemically important banks in Colombia were the first to be required to
submit RPs.

9 In the case of Paraguay, entities must also carry out stress tests for market risk scenarios

18



PRINCIPLE 2. ICAAP AND RISK PROFILE
RATING SYSTEMS REVIEW
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Principle 2 establishes that supervisors must have a formal review process for ICAAP, in order
to determine the ability of banks to meet capital adequacy requirements both currently
and over a given horizon, under normal and stress conditions. As shown in Figure 13, 14
ASBA members conduct an ICAAP review process, while in the remaining jurisdictions, it is
in the process of being implemented, or other methodologies and approaches are used to
assess the risk profile of the entities under their supervision. In jurisdictions that already
implement the ICAAP, the supervisory review criteria roughly align with the seven guiding
principles of the European Central Bank (ECB)'".

FIGURE 13. SUPERYISORY REVIEW OF ICAAF
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In addition, the ICAAP review process is closely related to the rating systems developed
by supervisory authorities. We observed that in some jurisdictions the ICAAP assessment
is integrated into a broader mechanism for the comprehensive assessment of entities’ risk
profile, while in other cases it seems that the ICAAP review is the main criterion to establish an
entity’s risk profile. In jurisdictions where the ICAAP requirement is not formally implemented,
supervisors have other rating systems to comprehensively assess banks’ risk profile and capital
adequacy that include similar assessment elements.

Banks’ risk rating systems are a fundamental mechanism for the implementation of Pillar 2,
as they help in clearly identifying risk profiles and adjusting the intensity of supervision for
an efficient use of resources. Thus, authorities were asked about their rating approaches.
In general, three main categories were identified: i) jurisdictions that use the CAMELS"
methodology as their main approach; ii) those that use other variations of CAMELS that integrate
material non-financial risks, such as operational or reputational risk; and iii) jurisdictions that
have developed their own rating system.

10 These include 1) The management body is responsible for the sound governance of the ICAAP; 2) The ICAAP is integral part of the overall risk
management framework of an entity; 3) The ICAAP contributes fundamentally to the continuity of the entity by ensuring its capital adequacy
from different perspectives; 4) The ICAAP identifies and takes into account all material risks; 5) Internal capital is of high quality and is clearly
defined; 6) ICAAP risk quantification methodologies are adequate, consistent, and independently validated; 7) Regular stress testing ensures
capital adequacy in adverse circumstances.

11 CAMELS is a methodology that assesses six components: (i) capital adequacy, (ii) assets quality, (iii) management capability, (iv) earnings, (v)
liquidity, and (vi) sensitivity to market risk.
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Figure 14 shows that five members use the CAMELS methodology as a risk rating system,
seven members use hybrid CAMELS methodologies, where they integrate other material
non-financial risks, while 12 jurisdictions have developed their own methodologies.

FIGURE 14. RATING SYSTEMS
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In general, the methodologies developed by authorities consider roughly the same elements,
including: i) sound governance and internal control structures for risk management and
internal audit, ii) risk management and mitigation policies and procedures; iii) definition
of strategies that align the entity’s activities with their risk appetite statement; iv)
early warning and timely action systems; v) structures for the mitigation of operational,
reputational, and strategic risks; vi) assessment of the quality of mitigation systems and
governance structures; among others.

Another element closely related to rating systems and the ICAAP requirement is the risk
appetite statement. In fact, supervisors would expect a well-articulated risk appetite
statement to be closely linked to the ICAAP and to be the cornerstone of banks’ capital and
risk management strategy.

As seen in Figure 15 below, 17 supervisory authorities require their banks to declare a risk
appetite statement. In general, these statements should cover all material risks to which the
institution is exposed, while being aligned with the bank’s business plan, strategy, capital
planning, and employee compensation practices. In addition, some authorities require a
link between a banks’ risk appetite statement and a set of objectives that includes limits,
tolerance, triggers or thresholds.

FIGURE 15. RISK APPETITE EXPECTATIONS
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It is worth mentioning that in several jurisdictions there is no prescriptive guidance on
risk appetite. This is, they do not establish rigid rules or processes, but recommendations
that are open to interpretation. However, authorities describe their expectations regarding
the process that entities must follow to determine and monitor their risk appetite, so the
approval of the risk appetite statement and its supervision widely vary around the degree of
exposure, banking license, and systemic impact.

Finally, authorities agree that the boards of directors and senior management need to
understand the nature and level of risk assumed by the bank while that risk is consistent
with its capital levels, albeit to varying degrees of detail. That is, while the implementation
of a risk management framework is usually delegated to senior management, the main
objectives of the ICAAP must be reviewed and approved by the board. For this reason,
authorities were asked about the requirements regarding the monitoring of decisions made
by the board of directors and senior management, and whether these were implemented in
a differentiated manner.

In this sense, Figure 16 shows that more than half ASBA members require banks to have
a formal internal system to monitor senior management decisions, such as management
dashboards or key performance indicators that are aligned with the entity’s risk profile
and risk appetite. Please note that these requirements usually apply to all banks and not
proportionally in terms of regulation.

FIGURE 16, BOARD AMD SEMIDR MAHAGEMENT OVERSIGHT
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PRINCIPLE 3. ADDITIONAL CAPITAL
REQUIREMENTS
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Principle 3 of Basel’s Pillar 2 establishes the supervisory expectation that all banks must ope-
rate above the regulatory minimum defined in Pillar 1 of the Basel framework. In the region,
this principle is addressed through the combination of two complementary approaches.

The first approach refers to the fact that various ASBA jurisdictions establish a minimum
capital risk weighted asset ratio above the established in the international standards. That
is, various authorities establish the regulatory minimum in the range above 8% up to 10%.

As for the second approach, most jurisdictions (22 authorities) mentioned they have the
necessary powers to impose capital requirements above the minimum regulatory require-
ments set in Pillar 1, in case the supervisory judgment deem it necessary (Figure 17). In this
sense, the approaches used to calculate these additional requirements were consulted. In
particular, we examined the cases in which the authority calculates these requirements,
either through the use of predefined quantitative methods, based on supervisory judgement
in a case-by-case manner, or a combination of both approaches.

FIGURE 17. PWERS FOR CAPITAL ADD-ONS

. Wi, and Ity possibie for alf banks
- Yeu, but it onby applies to wame Banks
. Dispsn ™t apply

Figure 18 shows that the most common approach among members is the one based entirely
on supervisory judgment on a case-by-case basis. On the other hand, some members con-
sider their approach to be a combination of qualitative elements related to supervisory ju-
dgment and predefined methods. In no case is the calculation of capital carried out entirely
through predetermined quantitative methods.

FIGURE 18. CAPITAL ADD-OHS CALOULATION APPROACHES
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In practice, we observed that there is a great variety of approaches in the region regarding
the type of risks covered by the additional capital requirements regulations, as well as the
mechanisms to implement such requirements. In addition, we identified that in some juris-
dictions, capital buffers are considered additional capital requirements similar to Pillar 2,
where their application and level depend on the supervisory review process. Table 2 shows
some of the approaches shared by ASBA member authorities.

TABLE 2. ADDITIOMNAL CAPITAL APPROACHES IN PILLAR 2

COUNTRY APPROACH
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are eapoed (o (Pillar T From the joink sralysts of the B0AAPR, the stress tests, the indon site
I, Mg GO dBta. 1 Jbhiviia J85eEE wissher The Il of capital masstsl
ned Ery Minanclal radfutions s adegquabe, according to their expart, jusigement, and based on
their tipe, a9 wall 43 the nature and complexity of their operstiond. in the sveed Ehat tper-
wiber's condidher the eaaity's bewdl of capital 1o B ingulTacient, the redgeict v additionsd capl-
bl proceduncs ane applied.

S aabiais In the case of small and bess complex endities, which ue simplilied mechodobogles, the cal

ristation s moetly predefioed i accordance with the Guidelines for the Risk Management of

Finasizial Entiriy B by the Contrn] Bank

In genackl, Iheé methSadoiigy apidied i K Tachdr [Scally, whach W wvwsilis o i addiblonst
capial redquinersing Ioe PRLGT 1. TovH Tactor |5 Budend on & coellickes thal Wcroddss the capl
tal regquirement resulting from Allar 1 and varies acoording 1o the rating sisigned o the
entity during the CAMILEIG inspettion

The regulsbion iswed by the Mutondsd de Supervisin del Sistemas Financiem [ASF1)
ESlabinke that capitel sdd-ord Shdose 1 minimum neplatory cipital wil] be simaned

Bodivia barrd o bhe adkditizeal rhl incunngd By thar endity, Hossseer, 1hi adddional cagital cannal
erceed bwvo percentage points from the lewel 1Rat was mainkaingd &t the time the meanine
with applied

According to the regelation Res 4019, there are sevweral wiabions in wiich the sppdication
of the add-on W justified, among which the following stand oulz 1) the endify hid & risk
eaonure thal i Ecompatittes with it currenl inbemal control and masagsmenl Firiclures
and i} the eniy ks & mak exposune nof incloded or insdeceately comvidensd in the
debifiedtion af thé fehubbfy CAERAL Fosgulniimsit

In Ehis serse, two criteris wens developed for the application of the add-om:

o Sereebured adid-ory, The add-on appldies bo Dacks b arsy pegrmenl wien e superiiory
asseEsment verilies that the endicy doss not bawe management and ntornal conbml
Brazil siruciures compatible with it risk expogure, It can vary between 0U5E fo 2.5% of
k- weirhEhg tal ASSEE
Add-oa by réference. This add-on eolles 1o basks. in depmeats 51 &ad 52, 4ad B
' 1 acess Anabion in owihich th cavent Wevp] of capital i corngidennd
i lichent to cowes Crodit concentration risk or IARBS. In this cewe, the Mollowing
ey ang Covidared: (4] 8 quanlilaties approach, i which the lievel of sxposune
t Cha specific ik of the engity i examined; and fhj a gualitathoe approach, in whick
fhe Eriberis dnd procesiet surmoumdng Ehe respeciseg risk management praciices ane
Exfmingd, The refults ang arrdsgid 0§ magrlx thal WScates the applicaticn ol
additional capital

In scoondance with the Cayrman esdh’ Banks and Trst Compantes Act, CMA Fas the power

Cayman Islands 10 vany i capmial adeaqussy Falla applicabie, hamed on U rigks artsig Mo Ehe endinys
attivitie, The critevia wsed to caloulate the additional capifal reguinssmsnd depends on the
filleee of the snlily and on o cade-lny-caie Bagh

@ASEJ‘L 23



ks

¥ As B A
3

The Financial Superintendency of Colombia [5FC) ewaluates the capital adegquacy of saperd
sl entities 3t two levels. First, compliance with regulstory capital requirements. Second,
harvieeg adequate and L ficient capital 1o suppart their risk prolile.

Faowr itk walusation of the secomd brvel mestionad, the SPC conmsidens a5 a best praction that

Colombila supervited entities have a capital self-amsetmment program (ICAAR), which sllows them to
penevale a3 & result & sufficient level of capital 8o cowver their risks, 35 sach superviied
entity 5 retpariible (or developing and mplementing W5 e AR in onded o edtabling
intemal capital targets, and dewop sirabeges to meet them that are consistent with its
busingss plan, risk profile and environmeni.

Thae £ crmigitn Macional Banc e v de Valores (OREV) has the poveer 1o redquine Cagital Bulfens
Trcew banks such a5 (e Cordirvalion, sntermss, and Courercyclics] badlers, which ane tel
aibscrew Tha Pririmum cagital regquinements,

Lot ] In madition, the General Provivions applicable 1o Financial Institations (OUS ) grangs the powesr
b0 the CHEN, with [P apinice of the Bank of Mexico, 1o demand sdditional cap@al msgsbre-
maents 1o arvy institution, based on the CHBY supervitony juigement. The Tormer, taking inbo
acoount, among other aspects, the oomposition of capital, the composition of 1t assets, the
efficiency of M mbevnal conkrol syiterra, and complidnce with il Remuneration Sytem.

In ganaral, banks can apply thair owm methodolodios 10 SEtarming thisir capital rebics For
Pillar 2, within the framework of the ICAKF The regulator provides some guidelines as
means of suggeitions. bn any case, Belore imposing an additienal mandatory requinemsent for
Pillar T, supervisors make thelr den Caloulations. and compans [hism with what i debensieesd
by this bank in che ICAAP framissork,

LIruguay

Principle 3 of Pillar 2 also considers an additional capital requirement for the Interest Rate
Risk in the Banking Book (IRRBB), which is usually not fully captured by Pillar 1 requirements.

In this case, Figure 19 shows that 16 ASBA member jurisdictions set expectations regarding
the management of IRRBB for all banks. Although each financial authority has its own me-
chanisms to assess compliance with these provisions, they have some common elements. In
general, when assessing IRRBB exposures, supervisors expect banks to consider measures
based on both economic value and earnings-based measures, supported by adequate and
reasonable modeling and behavioral assumptions. Supervisors also consider data sufficiency
and data quality, as well as the use of sound modeling techniques.

Additionally, in the case of the approach based on economic value, most jurisdictions men-
tion that they require banks to be aligned with the standardized or simplified standardized
methodology of the Basel framework.

FEGLIRE 19. IERBBE RECHUIREMENTS
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RINCIPLE 4. EARLY SUPERVISORY
NTERVENTION

Principle 4 establishes that supervisors must intervene in a timely manner to prevent an
institutions’ capital from falling below the minimum levels required according to a bank’s

risk characteristics.

In this case, practically all authorities mentioned having mechanisms for early supervisory
intervention in cases where the supervisor suspect that capital does not cover an entity’s
risk profile. In this sense, we identified that the first line of defense by supervisors in these
cases include, measures such as: modification of the entity’s risk profile; reconfiguration of
the entity’s corporate governance and internal organization; modification of capital levels;
requirement of a recovery plan or the adoption of working plans, among others.

Once supervisors consider the initial measures to be insufficient, authorities mention having
additional powers, i.e. second line of defense, including: the restriction of dividends, the
cessation of risky operations, imposing limits on the type of investments carried out by
entities, and even total cessation of operations in specific branches (Figure 20). Simulta-
neously and independently from these measures, some authorities have the power to impose
sanctions and penalties against entities, their administrators, employees and other related
persons, taking into account the type of finding and its materiality level.

FIGLURE 204, POWERS FOR CORRECTIVE ACTICONS 1

. Tod, Aral Eivivy BE i Gy D pecl 10 STl
. S CrrecLive atioes

D't apply

FIGURE 208, POWERS FOR CORRECTIVE ACTIONS Z

Resybrict ion: o dividends
fagtia) dErbutiond and SSnrked

asSlE [HTeRs o Al
W other asines 3

M DT TR

thvibies

Ypecific branch

vk ol 1 AT

® FENE)

25



FINAL CONSIDERATIONS

® FENE)

The region has made significant progress in implementing the Basel banking regulatory and
supervisory standards. Countries in the region, that are not members of the Basel Committee,
have generally adopted these standards under some form of applying proportionality,
adapting international standards as a whole or combining rules from various iterations of
the Basel framework.

Under this proportionality approach, countries in the region have mainly focused on the
adoption of standardized approaches for credit, market, and operational risk. In general,
we observed that the approaches based on internal models do not apply in most of the
jurisdictions in the region, and in the cases where they are allowed, their applicability is
limited.

In a similar vein, we observed that most jurisdictions base their prudential regulation on
the Basel | or Basel Il frameworks. However, they are currently implementing or plan to
adopt standards included in Basel Il which they consider to be relevant and useful for
their jurisdictions. This is the case, for example, of the implementation of capital buffers,
particularly the conservation buffer, as well as the leverage and liquidity standards.

The region has made significant progress regarding the role and powers of the supervisor.
Most jurisdictions in the region are turning away from the traditional compliance-based
supervisory approach and move towards a risk-based approach (SBR). This element is
essential for the implementation of standards included in Pillar 2 of the Basel framework;
as a result, we expect more jurisdictions will adhere to these standards within the next few
years.

Regarding Pillar 2, an increasing number of jurisdictions implement or plan to implement
the fundamental principles of this pillar. For example, the most important are banks’
self-assessment capital requirements (ICAAP), the ICAAP supervisory review process, and
additional capital requirements beyond those established by Pillar 1.

In this context, a wide variety of methodologies and approaches were observed among the
jurisdictions that fully or partially implement Pillar 2. As a consideration for future work,
it will be important for ASBA to explore the different approaches and tools available to
supervisors in the region for the implementation of Pillar 2.



ANNEX
IMPLEMENTATION OF THE BASEL STANDARDS
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IMPLEMENTATION OF THE BASEL STANDARDS
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TERMS AND ACRONYMS
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AMA: Advanced Measurement Approach

ASBA or Association: Association of Supervisors of Banks of the Americas
BIA: Basic Indicator Approach

CCR: Counterparty Credit Risk

CVA: Credit Valuation Adjustment

D-SIB: Domestic Systemically Important Banks
G-SIIB: Global Systemically Important Banks

ICAAP: Internal Capital Adequacy Assessment Process
IMA: Internal Models Approaches

IRBA: Internal Ratings Based Approach

ILCR: Liquidity Coverage Ratio

NSFR: Net Stable Funding Ration

RBS: Net Stable Funding Ration

SA: Standardised Approach

SSA: Simplified Standardised Approach

TLAC: Total Loss Absorbing Capacity
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ASBA MEMBERS
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ASSOCIATE MEMBERS

Andean Region

Autoridad de Supervision del Sistema Financiero, Bolivia
Superintendencia Financiera de Colombia
Superintendencia de Bancos del Ecuador
Superintendencia de Banca, Seguros y AFP, Peru

Caribbean Region

Financial Services Regulatory Commission, Antigua y Barbuda
Centrale Bank van Aruba

Central Bank of the Bahamas

Central Bank of Barbados

Central Bank of Belize

Financial Services Commission, British Virgin Islands
Cayman Islands, Monetary Authority

Banco Central de Cuba

Centrale Bank van Curacao en Sint Maarten

Eastern Caribbean Central Bank

Bank of Guyana

Banque de la République d’ Haiti

Bank of Jamaica

Centrale Bank van Suriname

Central Bank of Trinidad and Tobago

Turks & Caicos Islands Financial Services Commission

Central American Region

Superintendencia General de Entidades Financieras, Costa Rica
Superintendencia del Sistema Financiero, El Salvador

Superintendencia de Bancos, Guatemala

Comision Nacional de Bancos y Seguros, Honduras

Superintendencia de Bancos y de Otras Instituciones Financieras de Nicaragua
Superintendencia de Bancos de Panamad

Superintendencia de Bancos de Republica Dominicana



ASBA MEMBERS

® FENE)

North American Region
Comision Nacional Bancaria y de Valores, México

Federal Deposit Insurance Corporation, United States of America

Board of Governors of the Federal Reserve System, United States of America

Office of the Comptroller of the Currency, United States of America

Southern Cone Region

Banco Central de la Republica Argentina
Banco Central do Brasil

Comision para el Mercado Financiero, Chile
Banco Central del Paraguay

Banco Central del Uruguay

Non Regional
Banco de Espana

COLLABORATOR MEMBERS

Banco Central de Reserva de El Salvador
Comision Nacional para la Proteccion y Defensa
de los Usuarios de Servicios Financieros, México
Comision Nacional de Microfinanzas, Nicaragua
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