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INTRODUCTION

EFG International AG (the Group) is regulated by the Swiss Financial Market Supervisory Authority
(FINMA) which requires the Group to comply with Pillar III disclosures that are part of the Basel III
Capital Adequacy Framework. This report discloses the Group’s application of the Basel III
framework as at 31 December 2016 and the changes since 31 December 2015 as required by
FINMA.

In order to have the full view of the Group’s regulatory environment and capital requirements,
this report should be read in conjunction with the Group’s Annual Report 2016
(http://www.efginternational.com/). For more information on the way the Group manages risk,
please refer to the Risk Management (pages 22-31) section in the Annual Report 2016. Certain
disclosures contained in this report can not be reconciled with disclosures in the Annual Report
due to the way the Group manages risk internally being different to the way it reports it
hereunder.

Consolidation Scope
This report discloses the Group's application of the Basel III Framework as at 31 December 2016
with the comparatives for 2015. However, they cannot be compared due to the acquisition of the
BSI Group in 2016.
There is no difference in the scope of consolidation for the calculation of capital adequacy and the
2016 Consolidated Financial Statements. In Note 30 of the Group’s Annual Report there is a list of
the main subsidiaries of the Group as at 31 December 2016.
The Group complies with IFRS accounting principles which are used in the financial reporting
presented in the Annual Report. However, from 31 December 2016 prospectively, the Group
complies with Swiss accounting principles reporting (Accounting-banks “ARB”) for Capital
Adequacy purposes on the same basis as its two major subsidiaries, EFG Bank AG and BSI SA. As at
31 December 2016, the main difference affecting the Group’s capital adequacy positions relates
to the fact that the Swiss ARB does not require any actuarial pension liability to be calculated
based on short term interest rate to be recognized for defined contribution plans (except if the
pension plan showed an actuarial deficit to be calculated based on a reference average long term
interest rate and the employer was due to the fund that deficit). Under IFRS, an additional
pension liability of CHF 362 million is recognized on the balance sheet.
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CAPITAL

The Group reports regulatory capital according to the Swiss Capital Ordinance, therefore
complying with the FINMA requirements.
Basel III gives room to banks to apply several approaches for managing risk exposures. Below is
the table that summarises the Group’s regulatory approach for each risk category managed:

Approaches used for risk types
Category

Approach

Credit Risk

The Group uses the International Standardised Approach (SABIS) to determine which risk weights to apply to credit risk.
Additionally, the Group adopted the Comprehensive method
to deal with the collateral portion of a credit transaction. In
the SA-BIS approach, the Group can use ratings assigned by
rating agencies to the risk weighted positions. The Group
used Standard & Poor's ratings for securities and for bank
placements.

Non-Counterparty
Risk

For non-counterparty related assets the Group applies the
SA-BIS approach.

Operational Risk

The Group applies the Standardised approach to calculate
operational risk. The capital requirement under this method
is based on the three year average amount of the Operating
Income split by Business Lines.

Market Risk

The Standardised approach is used for market risk. This
approach requires capital for the following positions:
1) Interest rate instruments held in the trading book,
2) Equity securities held in the trading book,
3) Foreign exchange positions, and
4) Gold and commodity positions.
General market risk associated with interest rate risk
instruments are calculated using the Maturity Method.
The Delta-plus method is used for options.
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For information on the Group’s capital components and management objective, refer to Capital
Structure section (pages 38-42) and Financial Risk Assessment and Management Section - Capital
Management (pages 144-145) of the Group’s Annual Report.
In terms of FINMA Capital ratio requirements, the minimum target set by the FINMA for the
Group is 12% (FINMA circular 2011/2). This minimum target consists of the absolute minimum
requirement related to the banking license (8%), Capital buffer (2.5%) and additional capital
(1.5%). (The threshold for intervention by the FINMA is set at a capital ratio of 11%).

FINMA and BIS Total Regulatory Capital

1

Includes Softwares

2

Includes Deferred taxes, Minority interests and accruals for estimated expected future dividend on Bons de Participation.

3

The main difference between the FINMA and BIS Total Regulatory Capital is the Pension Liability of CHF 362 million

4

SWISS GAAP is the basis for column FINMA Fully applied

5

IFRS is the basis for column BIS Fully applied
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Risk Weighted Assets
The table below reflects the Risk Weighted Assets under the Basel III framework.

1

Includes an asset not recognised for FINMA purposes due to difference between IFRS and Swiss GAAP, as asset was deducted
from capital for FINMA purposes.

2

Includes Credit Valuation Adjustments (CVA).

3

See under note 5 – Operational Risk.

4

BIS applied as in the European Union.

BIS and FINMA Capital Ratio’s
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CREDIT RISK

For information on the Group’s credit risk and counterparty risk approach, ratings and risk
practice in relation to collateral, refer to Risk Management Organisation, Credit Risk, Credit Risk
related to Clients, Credit Risk related to Financial Institutions under the Risk Management section
(pages 25 to 28) and also under the Financial Risk Assessment and Management section (pages
117 to 122) of the Group’s Annual Report. Certain disclosures contained in this section of the
report cannot be reconciled with disclosures in the Group’s Annual Report due to the way the
Group manages risk internally being different to the way it reports it for regulatory purposes.

Regulatory gross credit risk exposures risk-weighted using external ratings
This table provides a breakdown of the regulatory gross credit exposure rated / unrated and by
risk weight according to BIS-defined exposure segments:

Regulatory gross credit risk exposures by counterparty type
For regulatory purposes, the Group categorises its gross regulatory credit risk exposure into
counterparty types. The classification of counterparty type is based on the Group's internal
classification.
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The table below represents regulatory gross1 credit exposure by type of counterparty:

1

Regulatory gross credit risk exposure is after provisions and application of credit conversion factors on off balance sheet items.

2

Includes trusts and comparable domicile companies with an identifiable individual beneficial owner.

3

Includes non-bank financial institutions, investment funds and the other trusts with collective investment structure.

4

Includes banks and multilateral development banks.

5

Sovereign counterparties include central banks and governments, as well as other public entities.

6

Other includes international organisations which are not banks or public entities.

7

Includes replacement values and add-ons.

8

Includes accrued receivables.
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Regulatory gross credit risk exposures by geography
The table below represents regulatory gross credit risk exposure according to the balance sheet
and off balance sheet positions by geographical location of the counterparty:

1

Includes replacement values and add-ons.

2

Includes accrued receivables.
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Risk Weighted Assets and total regulatory net credit exposure
The table below displays the breakdown of collateral used to cover the Regulatory gross credit
risk exposures, total credit exposure after collateral, according to the Basel III requirements of
FINMA which includes the effects of credit risk mitigation based on the Comprehensive Approach:

1
2

Total regulatory net credit exposure includes risk transfer from client guarantees and credit derivatives.
The FINMA RWA includes higher risk weightings for loans collateralised by funds and the cash surrender value of life insurances
policies, relative to the BIS weightings. In addition, the BIS Risk Weighted Assets includes an asset not recognized for FINMA
purposes due to difference between IFRS and Swiss GAAP, as asset was deducted from capital for FINMA purposes.

3

Includes replacement values and add-ons.

4

Includes accrued receivables.
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Credit Exposures after risk mitigation of collateral by risk weighting
The below table provides a breakdown of Regulatory net credit risk exposures by the applicable
risk weight prescribed under Basel III, in which the risk weights are determined based on external
ratings:

1

Includes sovereign and central banks.

Client impaired loans
For a detailed overview of impaired and past due loans, see Note 4.1.4 Loans and advances (page
119) in the Group’s Annual Report 2016.
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MARKET RISK

For more information on the Group’s approach to managing market risk, see the following
sections in the Group’s Annual Report 2016:
- Market Risk and Market Risk measurement and limits in trading (page 27, 122 and 137 to 138)
- Currency Risk (page 36 and 141)
- Interest rate risk (page 139)
The Group uses the Standardized Approach to measure the capital adequacy on its Market Risk
capital adequacy calculation.
Below is the table detailing the breakdown of the Risk Weighted Assets of the Group’s Market
Risk:

Financial instruments in the trading book are marked to market and calculated on this basis for
market risk purposes.

Interest Rate instruments in the trading book
Two components compose interest rate risk in the trading book, which must be calculated
separately. One component is based on specific risk of interest rate instruments. Specific risk
includes risks that relate to factors other than changes in the general interest rate structure.
These risks are calculated per issuer. These positions are based on the issuer rating and residual
maturity of the instrument.
The second component is: general market risk. General market risk includes risks which relate to a
change in the general interest rate structure and are therefore, calculated per currency. The
Group uses the maturity method where the total of a currency is broken down into maturity time
bands per position and each specific maturity band carries its own risk weight that is applied to
the total positions.
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Equities held in the trading book
Capital adequacy requirement for share price risk takes into account all positions in equities,
derivatives, and equity-like instruments. There is a distinction between the types of risk for share
price risks between general market risk and share issuer.

Currency risk, gold and commodity risk
The Group calculates a capital requirement for all foreign currencies and gold positions. The
calculations are mainly based on the net long or net short positions of the currencies and then a
8% factor is applied. When reviewing the commodity risk, the Group reviews the risk of changes in
spot prices and the “forward gap risk”.

5

OPERATIONAL RISK

For more information on the Group’s approach to manage operational risk, see the Group’s
Annual Report 2016 in the Operational Risk section (page 28 to 30).
In 2015, the Operational Risk calculated under FINMA rules was higher than under BIS, as FINMA
does not allow the deduction of the operating income from disposed entities.
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INTEREST RATE RISK IN THE BANKING BOOK

The following table shows the banking book sensitivity of 100 basis point movement in the
interest rate curve:

Disclaimer:
Descriptions of calculations methodologies in this document are meant to explain the Basel III
capital calculation implemented by the Group according to FINMA requirement but do neither
represent the full set of rules publishes by FINMA, nor provide a legally binding opinion of the
Group.

Basel III Pillar 3 Disclosures

|

13

7

APPENDICES

7.1.1 Breakdown of regulatory capital
The below table details the breakdown of regulatory capital (FINMA Circular 2008/22, margin
number 38):
EFG International as at 31 December 2016
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7.1.2 Reconciliation requirements
The below table provides a reconciliation of regulatory capital elements to the Swiss GAAP
financial statements (FINMA Circular 2008/22, margin number 38).
EFG International as at 31 December 2016:
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7.1.3 Information on leverage ratio - (FINMA Circular 2008/22, margin number
36.1 and 36.2)
a) Comparison between assets recognized in the balance sheet and the exposure measure for
leverage ratio:

b) Detailed presentation of leverage ratio:
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7.1.4 Information on liquidity coverage ratio (LCR) 1 - (FINMA Circular 2008/22,
margin number 36.3 to 36.11):
Q1 2016 Average:
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Q2 2016 Average:
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Q3 2016 Average:
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Q4 2016 Average:
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