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In this appendix, new text is underlined and deleted text is struck through.

1 Introduction

1.1 This Supervisory Statement (SS) is aimed at firms to which Capital-ReguirementsDirective WV{CRD- M) -the

Capital Requirements Regulation (CRR) applies.

1.2 The purpose of this statement is to set out the Prudential Regulation Authority’s (PRA’s) expectations in
respect of certain aspects efa-firm’s-implementation of the standardised approach to credit risk.

2 Exposures to institutions

2.1 The PRA confirms that, in relation to the eencessionary-treatment set out in Capital Requirement
Regulation (CRR) Article 119(5), there are no financial institutions currently authorised and supervised by it —
other than those to which the CRR and CRR rules applyies directly — that are subject to prudential
requirements that the PRA considers to be comparable in terms of robustness to those applied to institutions
under the CRR.

3  Third country equivalence

This chapter has been deleted.

3AExposures to unrated corporates

3.1A Article 122(9) of the Credit Risk: Standardised Approach (CRR) Part of the PRA Rulebook allows a firm
using the SA, subject to PRA permission, to assign risk weights that are different to the treatment stated under
Article 122(8) of the Credit Risk: Standardised Approach (CRR) Part, to exposures to corporates for which a
credit assessment is not available from a nominated eligible credit assessment institution (ECAI) (‘unrated
corporates’). The PRA will consider granting a permission where a firm demonstrates, to the satisfaction of the
PRA, that specified criteria are met. The PRA’s expectations in respect of these criteria are outlined below.

3.2A A firm applying for a permission for use of the risk sensitive approach under Article 122(9) of the Credit
Risk: Standardised Approach (CRR) Part, must demonstrate, to the satisfaction of the PRA, that it has in place
sound, effective and comprehensive strategies, processes, systems, and due diligence practices that enable it
to identify and manage its sources of credit and counterparty risk adequately, and therefore enable it to
robustly distinguish between investment grade and non-investment grade exposures.

3.3A For the purpose of demonstrating whether a firm has in place sound, effective and comprehensive
strategies, processes, systems, and due diligence practices that enable it to identify and manage its sources of
credit and counterparty risk adequately, the PRA expects firms to demonstrate that they meet the following
non-exhaustive list of factors to the satisfaction of the PRA, including whether:
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e the firm has robust risk management processes, procedures, and controls at subsidiary level and
consolidated level, where relevant, to ensure that the use of the permission would not result in
inadequate capitalisation of risk due to imprudent allocation of exposures between investment grade and
non-investment grade;

e credit and counterparty risk arising from exposures to corporates, where an external rating is not
available by a nominated ECAI, has been or will be clearly identified in the internal capital adequacy
assessment process (ICAAP) of the firm and will be actively managed;

e allocation of exposures between investment grade and non-investment grade for regulatory purposes is
consistent with the firm’s own internal risk management systems and is consistent with the firm’s due
diligence practices; and

e there is an attestation, either from the firm’s Internal Audit function or a competent external party, that
the firm has sufficient and adequate processes to robustly distinguish between investment and non-
investment grade unrated corporates, and to robustly monitor the allocation on an ongoing basis.

3.4A The PRA will make a broader assessment of whether it is appropriate to grant a permission, even where
the criteria in Article 122(9) of the Credit Risk: Standardised Approach (CRR) Part are met. In particular, the
PRA will consider whether the treatment is consistent with the overall business model of the firm, and furthers
the PRA’s safety and soundness objective.

Assessment of investment grade unrated corporates

3.5A The PRA expects that an ‘investment grade’ counterparty should broadly reflect a similar level of
creditworthiness and risk as an exposure to a rated counterparty that has a credit assessment by an ECAIl that
maps to a Credit Quality Step of 1, 2 or 3.

4 Retail exposures

4.1 Where an exposure is denominated in a currency other than the-EurePound Sterling, the PRA expects firms
to use appropriate and consistent exchange rates to determine compliance with relevant CRR and CRR rules
thresholds.* Accordingly, the PRA expects a firm to calculate the the-EurePound Sterling equivalent value of
the exposure for the purposes of establishing compliance with the aggregate monetary limit of €1+aillionf0.88
million for retail exposures using a set of exchange rates the firm considers to be appropriate. The PRA expects
a firm’s choice of exchange rate to have no obvious bias and to be derived on the basis of a consistent
approach.

5 full I letel T idential
propertyReal estate exposures

Exposures that are materially dependent on the cash flows generated by the property

5.A1 The PRA expects that firms should classify exposures as materially dependent on the cash flows
generated by the property, where the primary source of cash flows generated by the property securing the
exposure would be lease or rental payments.

5.A2 The PRA expects that the material dependence condition would predominantly apply to exposures to
corporates, SMEs or special purpose vehicles (SPVs), but is not restricted to those obligor types. As an
example, a loan may be considered materially dependent on the cash flows generated by the property if more
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than 50% of the income from the borrower used in the bank's assessment of its ability to service the loan is
from cash flows generated by the residential or commercial property.

ljara mortgages

5.1 The PRA considers an ljara mortgage to be an example of an exposure to a tenant under a property leasing
transaction concerning residential real estate exposures preperty under which the firm is the lessor and the
tenant has an option to purchase.

5.2 Accordingly, the PRA expects exposures to ljara mortgages to be subject to all of the requirements

applicable to expesuressecured-by-morigages-on residential real estate exposures, preperty including in
respect ofperiedic property revaluation.2

Buy-to-let mortgages

This section has been deleted.
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This section has been deleted.

6 Exposures in default

This chapter has been deleted.

7 Items associated with particularly high risk

This chapter has been deleted.

6. CRR Article-129(2)
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8 Mapping of ECAI credit assessments

This chapter has been deleted.

Table 1 Mapping of ECAIs’ credit assessments to credit quality steps for the purposes of the standardised approach

This table has been deleted.

Long-term mapping

Credit assessment method
Credit Fiteh's—s Moody’s S&P’s DBRS Corporate  Sovereign Maturity> Maturity Severeign
guality assessment  assessments  assessments  assessments method three-months  three-months
1 AdtctefA- laske-fel AAEeAN- ANAEeMAL 209 204, 204 204 et
2 Ad-Ee-fe AEe-AS Ad=teAe AdzeAL 509, £0Y% 504 204 202
3 CBB +28BE-  Beslic-Baosl 3BOte-B3B- BABMHEo BR300 1002 504 204 e
4 E81£0-BE- BelteBa2 3B £eBR- BBHEeBEL 100% 1002 100% 504 1002
5 BB BlioB2 BiteB- SH-to-BL 1E0Y, 2009, 100% 504 1002
6 £CC+and Cazland CCErand CCEHand  150% 1500 1L0os 1L0os =08

beleve beleve Beleuve Beleuve
Shertern
mapping
1 El+F1 Pt AdiAL R--{high), 20%
R-Hmiddleh-h-ttow)}
2 R p2 A2 R-2{high); 50%
R-2{middie)R-2{lew)

3 B 3 A3 B3 1002
4 Releve B3 NP B BacC R-4R5 L5000
5 L5000
6 1EO0Y
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- it
ratings ratings
1 20% AAAtoAA- Aaate-Aa3 AAARto-AA-FR AAAELSAAE
2 50% Abto-A- AlteA3 AvmrtoA-m AsftoAf
3 100% BBB+to-BBB- Baslto-Baa3 BBB+m-to-BBB-m BBB+fto-BBB-F
4 100% BB+to-BB- Balto-Ba3 BB+-to-BB- BB+ to-BB-F
5 150% B+to-B- Blte-B3 B+m-to-B-a B+ftoB-f
6 1508 CCC pad-belew: Cozlasd-beloy: CCCpaandbeley: CLCfepabalay:





