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Changes

Capital Adequacy Requirements (CAR)
• Equity capital: New buffer clarifications, Common Equity Tier 1 (CET1)
 capital deductions, and output floor (phased in over three years).
•  Operational risk: A Basel III Standardized Approach (SA) and a new 
 Simplified Standardized Approach for small and midsize businesses  
 (SMB) 
•  Credit RWA: Changes to capital requirements for qualifying  
 revolving-retail exposures, privately insured mortgages, residential-
 real estate exposures, and the elimination of the IRB scaling factor.
•  Market risk: A complete rewrite of the framework, including FRTB-SA
 and SA-CVA.

Leverage Ratio
• A new buffer for domestic systemically important banks (D-SIBs).

Pillar 3
• A complete set of Basel Framework disclosures for D-SIBs.

Implementation Dates

Final*

February-April** 2023 

  * Excludes Credit Valuation 
    Adjustment (CVA) and 
    market risk. See revised.
** Depending on the bank’s 
     fiscal year end

February-April** 2023 

February-April** 2023

Revised***

Q1-2024
 

 ***For revised CVA risk and 
      market risk (chapters 8 and
      9 of the CAR Guideline)

April 1, 2023 

N/A

The long-heralded Basel reforms are now just over the horizon for 
Canada — even without a resolution to the debate as to whether 
these changes represent a continuation of Basel III or are significant 
enough to be treated as distinct round of reforms and therefore 
worthy of its own name “IV”.  In either case, the consequence is that 
under the Basel Committee on Banking Supervision (BCBS), many 
banks will face significant capital shortfalls and lower return on 
equity and need to prepare now.

What’s changed? 
For Canada, one of the first in the world to go live with the so-called 
Basel IV, revisions incorporate the final round of internationally agreed-
upon Basel III reforms into the Office of the Superintendent of Financial 
Institutions’ (OSFI) capital, leverage, liquidity, and related disclosure 
guidelines for deposit-taking institutions (DTIs). The reforms are a starting 
point for modifications that account for unique characteristics of the 
Canadian market, i.e., OSFI-regulated banks, especially internal ratings-
based (IRB)  banks, large retail banks, and capital markets businesses.

The final regulatory reporting disclosure, which has more than doubled 
since the previous version, contains more than 30,000 validation 
rules. There are structural changes to the risk-shifting logic within the 
report, yielding a significant rewrite of the reporting logic, in addition 
to changes in the underlying calculations, capital treatment eligibility, 
and operational risk and credit risk-weighted assets (RWA) calculations. 
There are also significant changes to the calculation rules for qualifying 
retail exposures, securities financing transactions (SFT) netting, loss-
given default (LGD) calculation methodology, allocation rules for private 
mortgage insurance, etc.

Basel IV is a strategic 
opportunity for banks 
implementing new 
rules... if they can get 
their response to the 
technical and functional 
challenges right.



2

 u Scale for both massive data volumes, granularity, and number of users.

 u Cover both banking and trading books with a strategic approach 
 for both credit and market risk.

 u Provide the data governance and control for data lineage and 
 transparency.
 u Support the use of a single dataset for optimization, stress testing,
 and what-if analysis.

What’s next?
For firms seeking to use their own models, there are stricter requirements regarding the 
quality of the data and calculations. This means the capital calculations themselves must be 
changed to incorporate more risk factors and various liquidity horizons. The need to address 
these issues warrants a flexible operational risk management ecosystem and scenario-
building capabilities that: 

Even more, the situation calls for a global solution, i.e., one that closely hews to the
BCBS’ standard Basel IV rules but is flexible enough to meet jurisdictional variations 
with minimal adjustments. 

Why is this important?  
These go-live dates represent more than just the implementation of a range of new and 
complex calculations, new templates, in addition to increased granularity requirements and 
volumes of disclosures. Because they impact institutions end-to-end — something regulators 
and supervisors are keenly following — they also represent a strategic opportunity for banks 
implementing new global rules if they can get their response to the technical and functional 
challenges right. 

u More risk-sensitive calculations means that institutions need better controls to deal 
with upstream data lakes/feeds bringing in the new data elements. For banks using the 
Advanced Approach, the mechanics of individual calculation modules has increased in 
complexity requiring them to now also/instead use the Standardized Approach. In turn, 
these new, complex calculations must be validated, requiring greater transparency into 
the process. 

u The introduction of an output floor creates the need to efficiently re-run the entire 
dataset under the Standardized Approach along with higher volume runs that can 
impact the organizations optimization strategy after, if the system is not able to 
adequately scale. 

u Increased disclosure exacerbates performance issues brought about by the need 
to re-run datasets, particularly when issues are only detectable at the reporting level. 
Increased disclosure granularity can also aggravate performance hampering visibility 
into and traceability of the results. Overlapping or interconnected disclosures must 

 also be reconciled.

In addition, to the changes to calculations, a new output floor, and increased disclosure
knock-on effects, banks will want to leverage the same data and production quality process 
to facilitate what-if and stress testing analysis, which may or may not be possible with an 
incumbent architecture. There is also the question of how existing KPIs, metrics, and  
measurements — used for decision making — hold up under the weight of the new performance
requirements.  Do calculations provide similar numbers that now mean something different 
in the new environment? How many permutations will it take to get to where the new 
process becomes familiar? How much what-if analysis is needed for reliable forecasting?



For Canada, one of the first countries 
to go live, the world is watching.

Talk to us about how the reforms are 
affecting your regulatory compliance and 
reporting needs.
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