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Executive Summary

Basel IV introduces significant changes to capital requirements for banks and financial institutions, with full
compliance required by January 2030. For specialised lending portfolios—including invoice finance,
asset-based lending, and asset finance—these changes mean substantially higher risk weights and
increased capital requirements.

Insurance-backed risk transfer mechanisms offer a proven solution, enabling institutions to achieve capital
relief of up to 80% while maintaining portfolio ownership and client relationships.

Key Basel IV Changes

Output Floor None 72.5% of standardised approach
Invglce Finance Risk 50-75% 100%

Weight

Internal Models Widely permitted Significantly restricted

Full Compliance 2013-2019 January 2030
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Insurance-Backed Risk Transfer Mechanisms

Synthetic risk transfers allow banks to transfer credit risk to insurance providers without selling underlying
assets. These mechanisms are recognised under Basel IV as eligible credit risk mitigation, enabling
significant capital relief.

1. Unfunded Credit Risk Mitigation

Credit protection against loan losses provided by an insurer, delivering up to 80% capital relief through
probability of default substitution—replacing the borrower's default risk with the insurer's superior credit
rating.

Key Requirements:
« Protection must be direct, explicit, unconditional, and irrevocable
« Insurer must meet minimum credit rating standards (investment grade)

* Compliant with CRR credit risk mitigation criteria

¢ Regular valuations and stress testing required

2. Master Risk Participation Agreements (MRPAS)

Standardised contracts enabling scalable credit risk transfer across portfolios. MRPAs allow multiple
insurers to participate in risk-sharing, reducing legal costs and enabling 50-70% risk transfer on qualifying
portfolios.

Benefits:

» Scalable across multiple portfolios under one contract
« Disclosed or silent participation structures available

* Typically achieves 15-70% RWA reduction
 Preserves liquidity without asset sales

3. Synthetic Securitisation

A bespoke structure where the bank retains assets but transfers credit risk through credit derivatives.
Portfolios are divided into tranches: first-loss (insurer), mezzanine (investors), and senior (bank retained).
Can achieve 80-90% RWA reduction on protected portions.
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Case Studies

Leading financial institutions have successfully implemented insurance-backed risk transfers to achieve
significant capital relief:

. . First-I i + PD
NatWest (2022) £1B Invoice Finance s .OS§ insurance 80%
substitution

JPMorgan (2023) $1.2B Corporate Loans Synthetic securitisation 75%
AlG (2023) Aviation Leases Residual value insurance 70%

Deutsche Bank

. ) ) .
(2024) €750M Trade Finance MRPA with Munich Re 65%

Cost-Benefit Analysis

Implementing insurance-backed risk transfer involves balancing upfront costs against substantial capital
savings. Typical break-even periods range from 12-18 months for mid-sized portfolios (E500M-£1B).

Unfunded CRM 1-3% annual premium 50-80% 12-14 months
MRPAs £100-250K setup 15-70% 14-16 months
Synthetic Securitisation £250-650K setup 80-90% 16-18 months
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Regulatory Compliance

Implementation Timeline

European Union January 2025 January 2030
United Kingdom July 2025 January 2030 PRA
United States January 2025 January 2030 Federal Reserve

UK SME Supporting Factor
The PRA permits a 23% risk weight reduction for qualifying SME exposures. Eligibility criteria:

e Annual turnover not exceeding £44 million

 Balance sheet not exceeding £37 million

« Fewer than 250 employees

« Individual exposures not exceeding £1.5 million

» Excludes financial institutions, securitisations, leveraged transactions

Note: The exemption may face potential phase-out by 2027—contingency planning is advised.

Reporting Requirements
Institutions must submit comprehensive regulatory reports capturing capital, risk, and portfolio changes:

* EU: COREP framework (quarterly) — templates C 01.00, C 02.00, C 14.00
¢ US: FR Y-14 reports — FR Y-14Q (quarterly), FR Y-14A (annual stress tests)
e Data retention: Minimum five years for regulatory audits
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Next Steps

Strategic preparation is essential. Institutions that act early can secure cost and compliance advantages.

Recommended Actions

1. Assess portfolio impact: Quantify RWA increases under Basel IV standardised approach

2. Evaluate risk transfer options: Determine optimal structure based on portfolio characteristics
3. Engage specialist partners: Work with experienced advisors to structure compliant solutions
4. Implement monitoring systems: Establish Al-driven analytics for ongoing compliance

5. Plan transition: Develop timeline aligned with jurisdictional requirements

Contact ABL Risk Management

ABL Risk Management Limited provides specialist advisory services for insurance-backed risk transfers,
synthetic securitisations, and Basel IV compliance. Our team works with banks, independent lenders, and
investors to optimise capital efficiency while maintaining regulatory compliance.

Paul Murphy Managing Director
Phone: 07554 584451

Email: paul@ablrisk.co.uk
Address: Suite 15, Station House
Central Way

Warrington WA2 7FW

Web: www.ablrisk.co.uk

This document is provided for informational purposes only and does not constitute financial, legal, or regulatory advice. ABL Risk
Management Limited is not authorised or regulated by the FCA. We work with specialist regulated partners to deliver
insurance-backed solutions.

© 2025 ABL Risk Management Limited. Company Registration: 09964239
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