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CREDIT RISK MEASUREMENT: NAVIGATING THE BASEL Il CREDIT RISK FRAMEWORKS

BACKGROUND

The Basel Committee on Banking Supervision (BCBS) has revised the credit risk framework as part of the
Basel Ill reform package. The revisions seek to restore the credibility in the calculation of risk-weighted assets
(RWAs) and improve the comparability of banks’ capital ratios.

As under Basel ll, the revised credit risk framework provides two main approaches for calculating credit RWAs:
-Standardised approach (SA) — Under the SA, banks use a prescribed risk weight schedule for calculating
RWAs. Similarly to Basel IlI, the risk weights depend on asset class and are generally linked to external
ratings, but several enhancements and changes have been introduced.

-Internal ratings-based (IRB) approach — Under the
IRB approach, banks can use their internal rating
systems for credit risk, subject to the explicit approval
of their respective supervisors. Similarly to Basel Il,
banks can use either the advanced IRB approach (ie
use their internal estimates of risk parameters such
as probability of default (PD), loss-givendefault (LGD)
and exposure-at-default (EAD)) or the foundation
IRB approach (ie use only their internal estimates of
PD). However, enhancements to and constraints on
the application of IRB approaches for certain asset
classes have been introduced under

Basel Ill.

More specifically the changes incorporate:

e A more granular approach for unrated exposures
to banks and corporates;

e A recalibration of risk weights (RW) for rated
exposures;

e Separate treatments for covered bonds,
specialised lending and SME exposures;

* A more risk-sensitive approach for real estate
exposures based on a loan-to-value ratio (LTV)
and recognizing exposures materially dependent
on cashflows generated by property;

This training course will provide an in-depth overview
of the main changes and improvements introduced
by Basel Ill standards, where the framework through
which riskweighted assets (RWAs) are calculated has
changed, and the use of internal models has been
restricted in favor of a minimum output floor derived
from the revised standardized approaches (SAs).




CREDIT RISK MEASUREMENT: NAVIGATING THE BASEL 11l CREDIT RISK FRAMEWORKS

OUTLINE

DAY 1: GENERAL INTRODUCTION TO BASEL il

- Credit Risk Management: Environment

- Sources of Credit Risk

- Sound Practices in Credit Risk Management
- Lessons learned from financial crises

- Credit Risk Measurement: what changed

= Climate Risk and its relation to credit risk

DAY 2: CREDIT RISK MEASUREMENT — NEW STANDARDIZED APPROACH

- Motivation for Adopted Changes
- Due Diligence Requirements
- Standardised floor to limit the benefits of internal models
- Revised Risk Weights
- Adoption of a more granular risk weighting approach, particularly for the following credit risk exposures:
* Residential real estate
e Commercial real estate
e Subordinated debt
e Equity unrated exposure to banks
- Adoption of a more granular risk weighting approach to rated exposures to corporates, and a
more granular treatment of retail exposures
- Recalibration of risk weights for rated exposures to banks and of credit conversion factors for off-
balance sheet items
- Worked Example

DAY 3: CREDIT RISK MEASUREMENT - IRB APPROACH

- Motivation for Adopted Changes

- Limitation on IRB approaches

- Removal of the option to use the advanced IRB approach for certain asset classes

- Adoption of “input” floors (ie for internal estimates of PD and LGD) to ensure a minimum level of
conservatism in model parameters for asset classes where the advanced IRB approach remains
available

- Provide greater specification of parameter estimation practices

- Higher floors for risk parameters

- Expanded scope of Credit Risk Mitigation with clarification on measurements

- Worked Example



CREDIT RISK MEASUREMENT: NAVIGATING THE BASEL Il CREDIT RISK FRAMEWORKS

SPEAKER:
MR. GABY S. FRANGIEH

Mr. Gaby Frangieh is currently a freelance consultant and expert in Risk Management, Finance
and Banking. He is currently assisting a Geneva-based Corporate Advisory firm acting as senior
consultant to large corporate groups based in EU, GCC and MENA region.

Prior to his current responsibilities, Mr. Frangieh was appointed as Acting CEO at Banque BEMO
SAL, a medium-sized Lebanese commercial bank where he worked for a period extending over
20 years handling the establishment of Risk Management policies and procedures as well as
implementation of Basel requirements.

Since more than 25 years, Mr. Frangieh has lectured and conducted workshops and trainings in
prime universities such as the Higher Institute of Banking Studies at Saint Joseph University, the
Association of Lebanese Banks, and the Union of Arab Banks. With more than 18,000 followers
on Linkedin platform, Mr. Frangieh’s posts exceeded 1 million impressions during 2024 where he
regularly contributes the latest research and guidelines pertaining to Risk Management, Finance,
Banking, Al, ESG and Compliance.

PARTICIPATION FEES
UAB MEMBERS $750
NON MEMBERS $900

MEANS OF PAYMENT

Arab Bank — Amman — Jordan Shmeisani Branch
Account no : 0118/010272-510

Iban no: JO76 ARAB 1180 0000 0011 8010 2725 10
Swift code : ARABJOAX118

Beneficiary name : Union of Arab Banks

For more information and registration kindly send an email to
uab-jordan @uabonline.org - uab-ammanoffice @uabonline.org

www.uabonline.org




