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7 The Basel lll framework is a central element of the Basel Committee's response to the global
financial crisis. It addresses shortcomings of the pre-crisis regulatory framework and provides a
regulatory foundation for a resilient banking system that supports the real economy.

& A key objective of the revisions incorporated into the framework is to reduce excessive variability of
risk-weighted assets (RWA). At the peak of the global financial crisis, a wide range of stakeholders lost
faith in banks' reported risk-weighted capital ratios. The Committee's own empirical analyses also
highlighted a worrying degree of variability in banks' calculation of RWA. The revisions to the
regulatory framework will help restore credibility in the calculation of RWA by enhancing the
robustness and risk sensitivity of the standardised approaches for credit risk and operational risk,
which will facilitate the comparability of banks' capital ratios, constraining the use of internally
modelled approaches, and complementing the risk-weighted capital ratio with a finalised leverage
ratio and a revised and robust capital floor. Available at https://www.bis.org/bcbs/publ/d424.pdf. (last
visited on 2021.2.18)
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9 The LTV ratio is the amount of the loan divided by the value of the property. The value of the
property will be maintained at the value measured at origination unless national supervisors elect to
require banks to revise the property value downward.37 The value must be adjusted if an
extraordinary, idiosyncratic event occurs resulting in a permanent reduction of the property value.
Modifications made to the property that unequivocally increase its value could also be considered in
the LTV. When calculating the LTV ratio, the loan amount will be reduced as the loan amortises.
Available at https://www.bis.org/bcbs/publ/d424.pdf. (last visited on 2021.2.18)
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