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Preferred options for consultation
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Non LAC

Type of option Option in Board paper Option for consultation

LAC

Option 1: Adjusted status quo

• More granular Standardised risk weights

• Replace AT1 with a mixture of CET1 & Tier 2

Option 2: More proportionality

• As above, but lower buffer for Group 2

Option 3: More proportionality and efficiency

• As above, but replacing AT1 with Tier 2 only

Option 4: European Style/High LAC

• 9% LAC for Group 1

• No LAC and reduced buffers for Group 2&3

Option 5: Medium LAC
• 6% LAC for Group 1

• No LAC and further reduced buffers for Group 2&3

Option 6: APRA style/Low LAC
• 4.5% LAC for Group 1

• No LAC and further reduced buffers for Group 2&3

Option A: More proportional

Option B: More proportional 

and rebalanced

Option C: LAC Option

For Group 1:

• Buffers range between 6%-7%

• LAC ranges between 6%-9%

No LAC and further reduced buffers 

for Group 2&3



Impacts on capital and WACC
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Ability to 

absorb 

losses 

without 

facing a 

crisis

Ability to deal with crises

Option A
Similar costs and 

benefits to the 

2019 decisions

Option C
Similar stability to 2019 

decisions with lower 

cost (but less certainty)

2025 

actuals

Option B
Lower costs than 

2019 decisions, but 

less stability

FS0 Financial stability 

similar to 2019 decisions

C0 Costs similar 

to 2019 decisions

C1 Lowest cost 

within risk appetite

Illustrative overview of options

FS1 Lowest stability 

within risk appetite 

Pre-2019 

settings



Overview of analytical approach

Amount of capital

How does new evidence affect the appropriate level 

of capital in the system as a whole?  

Risk appetite

How has our tolerance for 

failure/crisis changed since 

the 2019 decisions?

Agreed 

capital 

settings

Updated 

evidence

Underlying risks

Cost of crisis 

Cost of different 

capital instruments

Form of capital

What is the role of different capital/loss absorbing 

instruments under our DTA crisis management 

framework?

Going vs gone concern (AT1, TLAC, Min vs buffer)

Context Technical analysis Strategic analysis Outcome

Change in 

legislation

DTA purposes, 

principles, 

proportionality 

framework, DCS, 

crisis management
Distribution of capital

How should we determine the capital required at 

the level of individual deposit takers?

Cost-benefit analysis (updated 2019 approach)

International 

context

Incl. APRA policy 

settings

Risk weights (housing, corporate, rural)

Proportionality (IRB scalar, standardised floor, 

G1/G2/G3 buffers)

Range of 

potential options

What combinations of 

capital ratios, buffers and 

other settings should we 

consider?

International 

benchmarking

Where does NZ sit relative 

to peers? Where should we 

sit?



Comparison of options against criteria
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Ability to 

absorb 

losses 

without 

facing a 

crisis

Ability to deal with crises

Option A
Similar costs and 

benefits to the 

2019 decisions

Option C
Similar stability to 2019 

decisions with lower 

cost (but less certainty)

2025 

actuals

Option B
Lower costs than 

2019 decisions, but 

less stability

FS0 Financial stability 

similar to 2019 decisions

C0 Costs similar 

to 2019 decisions

C1 Lowest cost 

within risk appetite

Illustrative overview of options

FS1 Lowest stability 

within risk appetite 

Pre-2019 

settings

Australia



Balancing on risk appetite and regulatory approach
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Gone concern capital and 

additional LAC

Going concern 

capital
Risk appetite to failure: 

Lower

Regulatory approach: 

Manage crisis

Regulatory approach: 

Prevent crisis

Pre-2019 

settings

Option B

Risk tolerance:

Higher

Option A

APRA-like



Impacts on capital stack (all banks)
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Impacts on capital stack (Group 1)
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Impacts on capital stack (Group 2)
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Impact on funding costs
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Current
2019 

decisions
Option 1 Option 2 Option 3 Option 4 Option 5 Option 6

Weighted 

average 

funding cost 

(%)

5.114 5.172 5.142 5.138 5.108 5.089 5.059 5.048

Change relative 

to current 

(basis points)

- 5.8 2.8 2.4 -0.7 -2.5 -5.5 -6.7

Note: Assumes same MM relationships as in 2019 CBA



Impact on funding costs
13

Note: Assumes same MM relationships as in 2019 CBA
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