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Date January 20, 2020
Sector Banks

Trust and Loan Companies

To: Banks, Bank Holding Companies, Federally Regulated Trust and Loan Companies

OSFl is revising its capital requirements for operational risk applicable to deposit-taking institutions (DTIs) to reflect
the final Basel lll reforms published by the Basel Committee on Banking Supervision (BCBS) in December 2017<a
href="https://www.bis.org/bcbs/publ/d424.htm">Basel IlI: Finalising the Post-Crisis Reforms</a>, December 2017..
In the July 2018 discussion paper related to the domestic implementation of the final Basel Ill reforms
Implementation of the Final Basel Ill Reforms in Canada, July 2018, OSFI proposed implementing the new
operational risk capital requirements effective Q1 2021. After further consideration, OSFI has decided that the
domestic implementation of the revised Basel 11l operational risk capital requirements will move from Q1
2021 to Q1 2022 to coincide with the implementation of the final Basel Il credit risk and leverage ratio

requirements.

This re-alignment provides several benefits including additional time to clarify reporting instructions with the
objective of ensuring a consistent interpretation of the revised requirements. It also aligns with the expected
implementation date of the revised capital and liquidity requirements for small and medium-sized institutions

(SMSBs).

DTls that previously used the Advanced Measurement Approach (AMA) for operational risk capital purposes should
continue to use the Standardized approachAMA models will not be used for operational risk capital reporting under
the Basel Il framework, therefore these institutions will need to use the Standardized approach on a transitional

basis. Please refer to OSFI's letter on the Use of the Advanced Measurement Approach for Operational Risk Capital
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posted in July 2019 for more detail. until Q1 2022. Other institutions should also continue to use the approach they

are currently using (either Standardized or Basic Indicator) until Q1 2022.

Further consultation related to the 2022 domestic implementation of the final Basel Il reforms, through OSFI's
Capital Adequacy Requirements (CAR) for operational risk and credit risk, and the Leverage Requirements Guideline,
will take place in late spring 2020. This consultation, in addition to OSFI's recently issued consultative document on
SMSB capital and liquidity requirements, will provide more detail on the expected operational risk capital

requirements that will apply to DTls starting in 2022.

Questions concerning the transition to OSFI's revised operational risk capital requirements should be addressed to

Neil Colligan in OSFI's Capital Division by e-mail at neil.colligan@osfi-bsif.gc.ca.

Yours truly,

Ben Gully

Assistant Superintendent, Regulation Sector
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