This comparison document accompanies near-final policy statement 9/24. It reflects all near-
final changes to the draft rules set out in Appendix 4 to PRA Conhsultation Paper 16/22
“Implementation of the Basel 3.1 standards” dated 30 November 2022 (CP 16/22).

While the PRA has taken care in the preparation of this’comparison document, it is provided
for general information only and users should confifmnits accuracy by reference to the draft
rules set out in Appendix 4 to CP 16/22 and the néar-final rules set out in Appendix 2 to
PS9/24. This comparison document is not asseurce of law or legal advice and should not be
relied on as such.



PRA RULEBOOK: CRR FIRMS: (CRR) INSTRUMENT [26232024

Powers exercised

A. The Prudential Regulation Authority (‘PRA”) makes this instrument in the exercise of the following
powers and related provisions in the Financial Services and Markets Act 2000 (“the Act”):

(1) section 137G (The PRA’s general rules);

(2) section 137T (General supplementary powers);

(3) section 144G(1) (Disapplication or modification of CRR rules in individual cases);
(4) section 144H(1)-and-(2) (Relationship with the CRR);

(5) section 192XA (Rules applying to holding companies); and

(6) section 192XC (Disapplication or modification of rules in individual cases).

B. The rule-making powers referred to above are specified for the purpose of section 138G(2)(Rule-
making instrument) of the Act.

PRA Rulebook: CRR Firmis)(CRR) Instrument [2023}2024]

H.C. The PRA makes.the rules in the Annexes to this instrument.
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Notes

+D. In the Annexes to this instrument, the “notes” (indicated by “[Note: ]”) are included for the
convenience of readers but do not form part of the legislative text.

Commencement



J-E.All Annexes to this instrument come into force on [1 January 20252026].

Citation

K-E. This instrument may be cited as the PRA Rulebook: CRR Firms: (CRR) Instrument
[20232024].

By order of the Prudential Regulation Committee
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Annex ¥A
Amendments to the Glossary Part

In this Annex; new text is underlined. This Annex amends the Glossary published in near-final
PS17/23. It incorporates further near-final changes that are relevant to Annexes B, C, D, E, F and

deleted text is struck through.Z.

ACTP

means the alternative correlation trading portfolio as determined in accordance with/the
Market Risk: General Provisions (CRR) Part.

Advanced IRB Approach

means:

(1) in relation to PDs, the approach referred to in Credif Risk:Internal Ratings Based
Appreach-(CRR) Part-Article-151(paragraph 6): ¢i/€redit Risk: Internal Ratings
Based Approach (CRR) Part Article 151;

(2) inrelation to LGDs and conversion factors'or expected-amounts-outstanding-at
defaultEADs as defined in Credit Riskethternal Ratings Based Approach (CRR)
Part 1.3, the approach referred to in"point (a}b) of paragraph 7 of Credit Risk:
Internal Ratings Based ApproachCRR) Part Article 151(7):; and

(3) in relation to Maturitymatufitinfor exposures to corporates and institutions, the
approach referred to in Gredit Risk: Internal Ratings Based Approach (CRR) Part
Article 162.

BA-CVA

means the basic approach to the calculation of own funds requirements for CVA risk set
out in Chapter 470f the-Credit Valuation Adjustment Risk Part.

commitment

means any off-balance sheet contractual arrangement that has been offered by the
institution and accepted by the obligor, including to extend credit, purchase assets or issue
off-balance sheet items (but which is not itself an issued off-balance sheet item). This
includes but is not limited to any such arrangement that may be:

(1) unconditionally cancelled by the institution at any time without prior notice to the
obligor; or

(2) cancelled by the institution if the obligor fails to meet conditions set out in the
relevant agreement, including conditions that must be met by the obligor prior to
any initial or subsequent drawdown under the arrangement.

ereditrisk-risk-weightedcommodities finance exposure amount




means an exposure that is providing short-term lending to finance reserves, inventories, or
receivables of exchange-traded commodities (including crude oil, metals, or crops), where
the exposure will be repaid from the proceeds of the sale of the commodity and the obligor
has no independent capacity to repay the exposure.

CVA

means an adjustment of the default risk-free price of a derivative or securities financing
transaction due to a potential default of the counterparty.

CVA risk

means the risk of losses arising from chanding CVA values in response o changes in
counterparty credit spreads and market risk factors that drive prices of derivative
transactions and securities financing transactions.

eligible covered bonds

has the meaning in paragraphs 1 and 6 of Credit Risk: Staftdardised Approach (CRR) Part
Article 129.

equity exposure

in the Credit Risk: General Provisions (CRR) Part, the Credit Risk: Standardised Approach
(CRR) Part and the Credit Risk: Inte¥nakRatings Based Approach (CRR) Part] means an
exposure which meets the requirdm@nts in paragraphs 1 and 2 of Credit Risk:
Standardised Approach (CRR) Rart Article 133.

Financial Collateral Comprehensive Method

means the method.set out in Credit Risk Mitigation (CRR) Part Article 223 for calculating
an exposure value which takes into account both price volatility and the risk mitigating
effects of‘coliateral held.

Foundation Collateral Method

means the method set out in Credit Risk Mitigation (CRR) Part Articles 229 to 231 for
calculating risk-weighted exposure amounts and expected loss amounts.

Foundation IRB Approach

means:

(1) _in relation to PDs, the approach referred to in CreditRisk-tnternalRatings Based
Approach{CRR} Part-Article-151(paragraph 6} of Credit Risk: Internal Ratings
Based Approach (CRR) Part Article 151;

(2) inrelation to LGDs and conversion factors, the approach referred to in point (a)
of paragraph 7 of Credit Risk: Internal Ratings Based Approach (CRR) Part
Article 151(7):; and




(3) in relation to maturity for exposures to corporates and institutions, the approach
referred to in Credit Risk: Internal Ratings Based Approach (CRR) Part Article
162.

higher risk equity exposure

means an equity exposure that is:

(1) not listed on a recognised exchange; and

(2) __to an undertaking (‘A’) whose business has existed for a period of less than five
years, beginning on:

(a) where the business was first established within A, the date A was m@
established; N

(b) where the business was first established within a different @Qer king (‘B’)
and either:

(i) _the risk profile and nature of the business did g’§§b§tantially change as
a result of the transfer of the business to A{g e B was first

established; or
(i) _the risk profile or nature of the busin%tantially changed as a result

of the transfer of the business to éﬂg ate the business was

transferred to A. E

IRB Approach @

has the meaning given in Me%e%&:redit Risk: Internal Ratings Based Approach
(CRR) Part 1.1. >

IRB Permission &

has the meaning given j,é‘ﬁ‘redit Risk: Internal Ratings Based Approach (CRR) Part 1.1.

LGD Adjustment Mé

means the | etf od set out in Credit Risk: Internal Ratings Based Approach (CRR) Part
Article 1. \

LGD M Collateral Method
& the method set out in paragraph 1 of Credit Risk: Internal Ratings Based Approach
o™

R) Part Article 169A(1)..

multilateral development bank

means an organisation created by a group of countries with:

(2)1) independent legal and operational status;

(b)2) large sovereign membership; and

(¢)3) whose purpose is to provide financing and professional advice for economic and
social development projects-,

including the Inter-American Investment Corporation, the Black Sea Trade and
Development Bank, the Central American Bank for Economic Integration, the CAF-




Development Bank of Latin America and any organisation listed in paragraph 2 of Credit
Risk: Standardised Approach (CRR) Part Article 117.

object finance exposure

means an exposure that is the funding of the acquisition of physical assets (including
ships, aircraft, satellites, railcars, and fleets) where the repayment of the exposure is
dependent on the cash-flows generated by the specific assets that have been financed
and pledged or assigned to the lender.

on-balance sheet netting

means determining the exposure value in accordance with Article 219.

Parameter Substitution Method

means calculating:

(a2)1) the risk weight in accordance with the formula in paragraph 1 of Credit Risk
Mitigation (CRR) Part Article 236(1):; and

(b)2) expected loss in accordance with the formuta in“paragraph 1A of Credit Risk
Mitigation (CRR) Part Article 236{1A)-

project finance exposure

means an exposure in which the lendenlooks primarily to the revenues generated by a
single project, both as the sourcef0sepayment and as security for the exposure.

revolving facilities

means any facility where-the outstanding balance owed by the obligor is permitted to
fluctuate based on.itSvdecisions to borrow and repay, up to an agreed limit and in
accordance with the terms of the facility agreement.

Risk-Weight/Substitution Method

means calculating:

(2)1) the risk weight in accordance with the formula in paragraph 1 of Credit Risk
Mitigation (CRR) Part Article 235(1):; and

(b)2) where the exposure is subject to the IRB Approach, expected loss in accordance
with the formula in paragraph 1A of Credit Risk Mitigation (CRR) Part Article

235(1A)..

SA-CVA

means the standardised approach to the calculation of own funds requirements for CVA
risk set out in Chapter 5 of the-Credit Valuation Adjustment Risk Part.




SFT VaR Method

means the method set out in paragraphs 6 to 8 of Credit Risk Mitigation (CRR) Part Article
221 for calculating an exposure value resulting from a securities financing transaction that
is adjusted to take account of the effects of correlation between the positions of securities

and their liquidity.

Slotting Approach
means the approach set out in paragraph 5 of Credit Risk: Internal Ratings Based
Approach (CRR) Part Article 153(5} in relation to specialised lending. 6

%
O

in the Credit Risk: Standardised Approach (CRR) Part and the Credit RiSk; Int&rnal
Ratings Based Approach (CRR) Part means a micro, small or medium \prise with an
annual turnover of not more than GBP 44 million where:

g
(1) the annual turnover shall be calculated on the basis o&iqhest consolidated
accounts of the group to which the enterprise belm&, if any, according to the
rules on accounting consolidation in the applicaﬂl@risdiction; and

SME

(2) _an enterprise shall be considered to be a rtaking regularly engaged in an
economic activity irrespective of its ledal fofmn, including without limitation: self-
employed persons and family busing@enqaqed in craft or other activities, and
partnerships or associations of naturabpersons.

X\

it Risk: Standardised Approach (CRR) Part:.

Standardised Approach

means the approach set out in th

third country banking and inv%ngqroup

means a group that m@ the following conditions:
(1) it i::@v a third country undertaking that would be:
(a titution, as defined in point (3) of Article 4(1) of CRR;

(2 a financial holding company; or

Q c) a mixed financial holding company,

if its head office were in the UK; and

®(2) it is not part of a wider consolidation group.

transactor exposure

means an exposure to an obligor for the following revolving facilities:

(1) revolving facilities where:

(a) the balance to be repaid at each scheduled repayment date is determined as
the amount drawn at a pre-defined reference date (including credit cards and

charge cards); and

(b) the obligor has repaid the balance has-beenrepaid-in full at each scheduled
repayment date for the previous 12-month period; and




(2) an overdraft facility which the obligor has not been-drawn down over the previous

12-month period.




Annex AB
Required Level of Own Funds (CRR) Part

In this Annex; the text is all new and is not underlined. This Annex did not accompany near-final
PS17/23. ICR firm and ICR consolidation entity are terms defined in the near-final rules in PRA
Rulebook: CRR Firms: SDDT Regime (Interim Capital Regime) Instrument 2024.
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APPLICATION AND DEFINITIONS

11

12

This Part applies to:

(1) afirm thatis a CRR firm but not aFCRan ICR firm; and

(2) a CRR consolidation entity that is not aFSRan ICR consolidation entity.

In this Part, the following definitions shall apply:

credit risk rules

means the:

@
@
(©)
©)

Credit Risk: General Provisions (CRR) Part;

Credit Risk: Standardised Approach (CRR) Part;

Credit Risk: Internal Ratings Based Approach (CRR) Part; and
Credit Risk Mitigation (CRR) Part.

international subsidiary

means an institution or CRR consolidation entity that:

@
@

is part of a third country banking and investment group;y/and

where the third country banking and investment group (including the institution or
CRR consolidation entity) is subject to conselidated supervision which includes
measures implementing the output floor-asiitis described in the document issued by
the Basel Committee on Banking Supervision’s titled ‘Basel IlI: Finalising post-crisis
reforms’ (2017).

international subsidiary approach

means the approach set out i this*Part applicable to an international subsidiary.

market risk rules

means the:

@
@
©)
©)

Market RiskxGeneral Provisions (CRR) Part;

Market Risk:/Simplified Standardised Approach (CRR) Part;
Market\Risk: Advanced Standardised Approach (CRR) Part; and
Market Risk: Internal MedelsModel Approach (CRR) Part.

stand-along institution in the UK

means an institution that is:

@
@

not an international subsidiary; and

not subject to prudential consolidation pursuant to Chapter 2 of Title Il of Part One of
CRR and that has no UK parent institution-undertaking subject to such prudential
consolidation.



2- LEVEL OF APPLICATION

Application of requirements on an individual basis
2.1  Subject to 2.3, an institution shall comply with this Part on an individual basis.
[Note: Rule 2.1 sets out an equivalent provision to Article 6(1) of CRR that applies to this Part]

2.2 Where an institution has been given permission under Article 9(1) of CRR it shall incorporate
relevant subsidiaries in the calculation undertaken to comply with rule 2.1.

[Note: Rule 2.2 applies Article 9(1) of CRR to this Part where a permission under that Article has been
given]

2.3 Aninstitution that is:
(1) a parent undertaking or a subsidiary;

(2) included in the consolidation pursuant to Article 18 of CRR (in accordance\with rules 2.1 to
2.3 of the Groups Part); or

(3) aninternational subsidiary,

is not required to comply on an individual basis with the obligations'set out in paragraph 3a3A
of Article 92.

Application of requirements on a consolidated basis
2.4 A CRR consolidation entity shall comply with this Paft on the basis of its consolidated situation.

[Note: Rule 2.4 sets out an equivalent provision to the.first Sentence of Article 11(1) of CRR that
applies to this Part]

2.5 For the purposes of applying this Part on"a consolidated basis, the terms ‘institution’ and ‘UK
parent institution’ shall include a CRR ‘consolidation entity (if it would not otherwise have been
included).

[Note: Rule 2.5 sets out an equivalent provision to the first sub-paragraph of Article 11(2) of CRR that
applies to this Part]

2.6 The expression ‘consolidated situation’ applies for the purposes of this Part as it does for the
purposes of Parts Tivoyand Three of the-CRR.

[Note: The term ‘censalidationconsolidated situation’ is defined in Article 4(1)(47) of CRR]
Application of requirements on a sub-consolidated basis

2.7  Aninstitution that is required to comply with Parts Two and Three of the-CRR on a sub-
consolidated basis shall comply with this Part on the same basis.

[Note: Fhis-ruleRule 2.7 sets out an equivalent provision to Article 11(6) of CRR that it-applies to this
Part]

3- ORGANISATIONAL STRUCTURE AND CONTROL MECHANISMS

3.1 A CRR consolidation entity and an institution shall set up a proper organisational structure and
appropriate internal control mechanisms in order to ensure that the data required for
consolidation for the purposes of this Part are duly processed and forwarded.

[Note: Rule 3.1 sets out an equivalent provision to the second sentence of Article 11(1) of CRR that
applies to this Part]


https://www.prarulebook.co.uk/rulebook/Content/Rule/319691/01-01-2023#319691
https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/128409/01-01-2023
https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52111/01-01-2023
https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52111/19-05-2022

3.2 A CRR consolidation entity and an institution shall set up a proper organisational structure and
appropriate internal control mechanisms in order to ensure that the data required for
consolidation for the purposes of this Part are duly processed and forwarded.

[Note: Rule 3.2 sets out an equivalent provision to the third sentence of Article 11(1) of CRR that
applies to this Part]

4- REQUIRED LEVEL OF OWN FUNDS

ARTCLEATrticle 92 OWN FUNDS REQUIREMENTS

1. Subject to Article 93 of CRR, an institution shall at all times satisfy the following own funds
requirements:

(@) a Common Equity Tier 1 capital ratio of 4.5%;
(b) a Tier 1 capital ratio of 6%;
(c) atotal capital ratio of 8%.

2. An institution shall calculate its capital ratios as follows:

(@) the Common Equity Tier 1 capital ratio is the Common_Equity Tier 1 capital of the
institution expressed as a percentage of the total risk ‘exposure amount;

(b) the Tier 1 capital ratio is the Tier 1 capital of the institution expressed as a percentage of
the total risk exposure amount;

(c) the total capital ratio is the own funds of theinstitution expressed as a percentage of the
total risk exposure amount.

2a2A. Subject to paragraph 5, the total risk expesure amount shall be calculated as follows:

(a) a stand-alone institution in the,UK and, for the purposes of complying with the obligations
of this Part on the basis of its,consolidated situation, a CRR consolidation entity that is not
an international subsidiaryshall calculate the total risk exposure amount as follows:

TREA = max {U-TREA; x - S-TREA + OF-ADJ}

where:

TREA= the total risk exposure amount of the entity;

U-TREA= the un-floored total risk exposure amount of the entity calculated in
accordance with paragraph 3;

S-TREA= the standardised total risk exposure amount of the entity calculated
in accordance with paragraph 3a3A;

X= 72.5%-%:

Output Floor Adjustments

OF-ADJ= 12.5*(IRB T2 — IRB CET1 — GCRA + SA T2);

IRB Adjustments

IRB T2= amounts calculated in accordance with point (d) of Article 62 of
CRR;




IRB CET1= amounts calculated in accordance with point (d) of paragraph 1 of
Article 36 of Own Funds and Eligible Liabilities (CRR) Part and
Article 40 of CRR;

Components of Net SA GP Adjustment (up to cap)

GCRA= general credit risk adjustments, gross of tax effects, of up to 1.25%
of risk-weighted exposure amounts calculated in accordance with
paragraph 3A;

SAT2= amounts calculated in accordance with point (c) of Article 62 of
CRR.

(b) for the purposes of complying with the obligations of this Part on a sub-consolidatedbasis
for a ring-fenced body, the total risk exposure amount shall be calculated in aceordance
with point (a) of this paragraph;

(c) for the purposes of complying with the obligations of this Part on angdndividual basis, the
total risk exposure amount of an institution which is neither a stant:alone institution in the
UK nor a ring-fenced body shall be the un-floored total risk expgsure amount calculated in
accordance with paragraph 3.

The un-floored total risk exposure amount shall be calculated’as the sum of points (a) to (f) of
this paragraph after having taken into account paragraph\4:

(a) the risk-weighted exposure amounts for credit riskjand dilution risk, calculated in
accordance with Title Il of Part Three of CRR, the credit risk rules, the Counterparty Credit
Risk (CRR) Part and Article 379 of CRR in/respect of all the business activities of an
institution, excluding risk-weighted €xposure amounts arising from the trading book
business of the institution;

(b) the own funds requirements forthe trading book business of an institution for the following:
(i) market risk as calculated in accordance with the market risk rules;

(ii) large exposures, exceeding the limits specified in Large Exposures (CRR) Part
Articles 3950001, to the extent that an institution is permitted to exceed those limits,
as calcutated in accordance with the Large Exposures (CRR) Part;

(c) the own funds requirements for market risk as calculated in accordance with the market
risk.rulés for all business activities that are subject to foreign exchange risk or commodity
risk;

(ea)“the own funds requirements for settlement risk calculated in accordance with
ArticleArticles 378 and 380 of CRR;

(d) the own funds requirements calculated in accordance with the Credit Valuation Adjustment
Risk Part;

(e) the own funds requirements calculated in accordance with the Operational Risk Part;

(f) the risk-weighted exposure amounts calculated in accordance with Title Il of Part Three of
CRR, the credit risk rules and the Counterparty Credit Risk (CRR) Part for counterparty
credit risk arising from the trading book business of the institution for the following types of
transactions and agreements:

(i) contracts listed in Annex Il of CRR and credit derivatives;


http://uk.westlaw.com/Document/I8163BF10D45411E985D9E1218E0F372A/View/FullText.html?originationContext=document&transitionType=DocumentItem&vr=3.0&rs=PLUK1.0&contextData=(sc.Search)

(ii)

(i)
(iv)

repurchase transactions, securities or commodities lending or borrowing transactions
based on securities or commodities;

margin lending transactions based on securities or commodities;

long settlement transactions.

3a3A. The standardised total risk exposure amount shall be calculated as the sum of points (a) to (f)
of paragraph 3 after having taken into account paragraph 4 and the following requirements:

(a) the risk-weighted exposure amounts for credit risk and dilution risk referred to in point (a)
of paragraph 3 and for counterparty credit risk arising from the trading book business
referred to in point (f) of paragraph (3} shall be calculated without using any of the
following approaches:

(b)

0]

the SFT VaR Method:;

(i)

(i)

(v)

the IRB Approach provided for in the Credit Risk: Internal Ratings Based Approach
(CRR) Part except that, where permission to use the Iaternal Ratings Based
Approach has been given, exposures for which a credit.assessment by a nominated
ECAI is not available and are not covered by paragfaph 14 (corporate-SME)-of Credit
Risk: Standardised Approach (CRR) Part Article, 122 may be assigned the risk
weights set out in points (a) and (b) of paragraph 9{a)}-and-{b} of Credit Risk:
Standardised Approach (CRR) Part Article, 122;

the Securitisation Internal Ratings Based Approach set out in Articles 258 to 260 of
CRR and the Internal Assessment\Approach set out in Article 265 of CRR;

the Internal Model Methed“approach set out in Section 6 of Chapter 6 of Title Il of Part
Three of CRR.

the own funds requirements for market risk for the trading book business referred to in
point (b)(i) of paragraph™3 and for all its business activities that are subject to foreign

exchange risk or.cemmodity risk referred to in point (c) of paragraph (3} shall be calculated

without using.the internal model approach set out in the Market Risk: Internal Model
Approach (CRR) Part.

4, The following provisions shall apply to the calculations of the total un-floored risk exposure
amountreferred to in paragraph 3 and of the standardised risk exposure amount referred to in
paragraphs3a3A:

(@

(b)

the own funds requirements referred to in points (c), (ca), (d) and (e) of paragraph 3 shall
include those arising from all the business activities of an institution;

an institution shall multiply the own funds requirements set out in points (b) to (e) of
paragraph 3 by 12.5.

5. A stand-alone institution in the UK and a CRR consolidation entity that is not an international
subsidiary may apply the following factor x when calculating TREA for the purposes of
paragraph 2a2A(a) during the periods specified below:

@)

-50%-during-the-period-from-1-January2025-t0-31-December2025;

{b)-55% during the period from 1 January 2026 to 31 December 2026;



(e)}-b) 60% during the period from 1 January 2027 to 31 December 2027;
(eh)-c) 65% during the period from 1 January 2028 to 31 December 2028;
(e)3-d) 70% during the period from 1 January 2029 to 31 December 2029.

[Note: This rule corresponds to Article 92 of CRR as it applied immediately before revocation by the
Treasury!

5 PERMISSION

5.1 Aninstitution or CRR consolidation entity may, with the prior permission of the PRA, use t
international subsidiary approach if it can demonstrate to the satisfaction of the PRAth

(a) the institution or CRR consolidation entity is part of a third country banking ane@\‘;stment
roup;

(b) the third country banking and investment group (including the institutio@\:RR
consolidation entity) is subject to consolidated supervision; %

N

(c) the institution or CRR consolidation entity that is part of the third’cduntry banking and
investment group has been granted permission to use on@@g ore of the approaches
listed under paragraph 3A of Article 92; and @

(d) the central government, central bank, competent a@w or other appropriate authority, in
the jurisdiction undertaking the consolidated sumision, has made specific and public
proposals to implement the output floor as i@gcribed in the document issued by the

Basel Committee on Banking Supervisio! itted ‘Basel llI: Finalising post-crisis reforms’
(2017). \

[Note: This is a permission under sections ].@and 192XC of FSMA to which Part 8 of the Capital
Requirements Requlations applies] é\v

S

Q
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1 APPLICATION AND DEFINITIONS

1.1  This Part applies to:

(1) afirm thatis a CRR firm but not a-FCRan ICR firm; and

(2) a CRR consolidation entity that is not aFERan ICR consolidation entity.
1.2 Inthis Part, the following definitionsdefinition shall apply:

IRB equities and CIU transition period

means the fivefour year period beginning withon 1 January 20252026 and endin
31 December 2029.

2 LEVEL OF APPLICATION 0

A N

>
S8

[Note: Rule 2.1 sets out an equivalent provision to Article 6(1) of CRR_that applies to this Part]

Application of requirements on an individual basis

2.1 Aninstitution shall comply with this Part on an individual basis.

A\ d
2.2 Where an institution has been given permission under Artic@é‘)};f CRR_t shall incorporate
relevant subsidiaries in the calculation undertaken to co@‘wnh 2.1,
a

[Note: Rule 2.2 applies Article 9(1) of CRR_to this Part where a permission under that Article has been

given

Application of requirements on a consolidated basis

2.3 A CRR consolidation entity shall complm%g his Part on the basis of its consolidated situation.
[Note: Rule 2.3 sets out an equivalent provision to the first sentence of Article 11(1) of CRR that
applies to this Part -

2.4 For the purposes of applvinq_*g Part on a consolidated basis, the terms ‘institution’ and ‘UK
parent institution’ shall incl‘ CRR consolidation entity (if it would not otherwise have been

included). (\

[Note: Rule 2.4 sets out an equivalent provision to the first sub-paragraph of Article 11(2) of CRR _that

applies to this Part

2.5 The expressi

o
‘consolidated situation’ applies for the purposes of this Part as it does for the

v

rts Two and Three of CRR.
[Note: The term ‘consolidated situation” is defined in Article 4(1)(47) of CRR]

Application of requirements on a sub-consolidated basis
N

2. )\n institution that is required to comply with Parts Two and Three of CRR_on a sub-
consolidated basis, shall comply with this Part on the same basis.

[Note: This rule sets out an equivalent provision to Article 11(6) of CRR_that applies to this Part]

Organisational structure and control mechanisms

2.7 A CRR consolidation entity and an institution shall set up a proper organisational structure and
appropriate internal control mechanisms in order to ensure that the data required for
consolidation for the purposes of this Part are duly processed and forwarded.

[Note: Rule 2.7 sets out an equivalent provision to the second sentence of Article 11(1) of CRR that

applies to this Part!
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2.8 A CRR consolidation entity and an institution shall ensure that a subsidiary not subject to this
Part implements arrangements, processes and mechanisms to ensure proper consolidation for
the purposes of this Part.

[Note: Rule 2.8 sets out an equivalent provision to the third sentence of Article 11(1) of CRR that

applies to this Part

3 CREDIT RISK  GENERAL PROVISIONS

Article 107 APPROACHES TO CREDIT RISK

1. Institutions shall apply either the Standardised Approach provided for in Credit Risks
Standardised Approach (CRR) Part and Chapter 2 of Title Il of Part of CRR o, if permitted by
the PRA in accordance with Credit Risk: Internal Ratings Based Approach (CRR) Part Article
143, the IRB Approach to calculate their risk-weighted exposure amounts™erthe purposes of

points (a) and (f) of paragraph 3 of Required Level of Own Funds (CRR),Part Article 92(3)-.

2. For trade exposures and for default fund contributions to a centralicounterparty, institutions
shall apply the treatment set out in Counterparty Credit Risk (CRR) Part Section 9 of Chapter 3
to calculate their risk-weighted exposure amounts for the purposes of points (a) and (f) of
paragraph 3 of Required Level of Own Funds (CRR) Parf Article 92(3)-. For all other types of
exposures to a central counterparty, institutions shall‘treat those exposures as follows:

(a) as exposures to an institution for other types(ofieXposures to a qualifying CCP;
(b) as exposures to a corporate for othentypes-of exposures to a non-qualifying CCP.
3. [Note: Provision not in PRA Rulebook]

4. [Note: Provision not in PRA Ruleboek]

[Note: This rule corresponds to Articles 107(1) and (2) of CRR_as it applied immediately before
revocation by the Treasury]

Article 108 USE OF CREDIT RISK MITIGATION TECHNIQUES UNDER THE STANDARDISED
APPROACH AND THE IRB APPROACH

1. An institutiofhmay take into account credit risk mitigation in accordance with the Credit Risk
Mitigatiom(CRR) Part.

[Note: This<tule and Article-191A-in-the-Credit Risk Mitigation (CRR) Part Article 191A correspond to
Article 208v0f CRR_as it applied immediately before revocation by the Treasury]

Article 109 TREATMENT OF SECURITISATION POSITIONS

[Note: Provision not in PRA Rulebook]

Article 110 TREATMENT OF CREDIT RISK ADJUSTMENTS

1. An institution applying the Standardised Approach shall treat general credit risk adjustments in

accordance with Article 62(c) of CRR.

2. An institution applying the IRB Approach shall treat general credit risk adjustments in
accordance with Credit Risk: Internal Ratings Based Approach (CRR) Part Article 159, Article
62(d) of CRR and point (d) of paragraph 1 of Own Funds and Eligible Liabilities (CRR) Part
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3A.

Article 36(1){e)-. For the purposes of this Article,-the Credit Risk: Standardised Approach (CRR)
Part and Credit Risk: Internal Ratings Based Approach (CRR) Part Articles 142 to 191, general
and specific credit risk adjustments shall exclude funds for general banking risk.

Institutions using the IRB Approach that apply the Standardised Approach for a part of their
exposures on a consolidated or individual basis, in accordance with Credit Risk: Internal
Ratings Based Approach (CRR) Part Articles 148 and 150 shall determine the part of general
credit risk adjustment that shall be assigned to the treatment of general credit risk adjustment
under the Standardised Approach and to the treatment of general credit risk adjustment under
the IRB Approach as follows:

(a) where applicable, when an institution included in the consolidation exclusively appliesrthe
IRB Approach, general credit risk adjustments of this institution shall be assigned tothe
treatment set out in paragraph 2;

(b) where applicable, when an institution included in the consolidation exclusively,applies the
Standardised Approach, general credit risk adjustment of this institutiop-shall be assigned
to the treatment set out in paragraph 1; and

(c) the remainder of credit risk adjustment shall be assigned on a proyata basis according to
the proportion of risk-weighted exposure amounts subject tothe Standardised Approach
and subject to the IRB Approach.

For the purposes of paragraph 3, institutions using the IRBMABproach, and taking into account

4.

credit risk mitigation using the Risk-Weight Substitutfan Méthod, shall treat the covered part of
an exposure, calculated in accordance with Credit.Riski*Credit Risk Mitigation (CRR) Part
Article 235, as if it was subject to the Standardiséd Approach.

[Note: Provision not in PRA Rulebook-}]

[Note: This rule corresponds to Article 110(1)to,(8) of CRR as it applied immediately before
revocation by the Treasury]

34

TRANSITIONAL PROVISIONS

Standardised Transitional Approach: equities

34.1 34.2 and 34.3 only apply:to an institution that did not have permission to use the {RBInternal

Ratings Based Approach under Article 143 of CRR on 31 December 20242025.

34.2 This rule modifies' paragraph 3 of Credit Risk: Standardised Approach (CRR) Part Article 133(3)
for a transitignal period betweenbeqginning on 1 January 20252026 and_ending on 31 December
2029, inwhich equity exposures that are not_higher risk equity exposures venture-capital-shall
be assigned the following risk weights:

3.3—TFhisrule-medifies-or within the scope of paragraph 6 of Credit Risk: Standardised Approach

(CRR) Part Article 133 shall be assigned the following risk weights:

(1) 130% during the period beginning on 1 January 2026 and ending on 31 December 2026;

(2) 160% during the period beginning on 1 January 2027 and ending on 31 December 2027;




4.3

(3) 190% during the period beginning on 1 January 2028 and ending on 31 December 2028;
and

(4)_220% during the period beginning on 1 January 2029 and ending on 31 December 2029.

This rule modifies paragraph 4 of Credit Risk: Standardised Approach (CRR) Part Article 133

for a transitional period between 1 January 26252026 and 31 December 2029, in which equity
exposures that are venture-capitathigher risk equity exposures and are not within scope of
paragraph 6 of Credit Risk: Standardised Approach (CRR) Part Article 133 shall be assigned

the following risk weights:

{2y—(1) 160% during the period frembeginning on 1 January 2026 teand ending or31
December 2026;

(32) 220% during the period frembeginning on 1 January 2027 teand ending 6n 31'December
2027;

(43) 280% during the period frembeqginning on 1 January 2028 teandehding on 31 December
2028; and

(54) 340% during the period frembeqginning on 1 January 2029 #anhd ending on 31 December
2029.

IRB Transitional Approach: equities and ClUs

34.4

During the IRB equities and CIU transition period,34'5 to 34.6 apply by way of derogation from
the treatment laid down in paragraph 3 of the-Credit Risk: Standardised Approach (CRR) Part
Article 133 to an institution which, on 31‘December 2024,-has2025, had permission to useapply
the IRBInternal Ratings Based Approachwhder Article 143 of CRR.

Subject to 34.9, an institution shall:

(1) apply the approaches in 34.2 and 34.3 for equity exposures for which, on 31 December
20242025, the institution had permission to apply the Standardised Approach under Article
148 of CRR or Artiele 150 of CRR; and

(2) apply the approach in 34.6 for equity exposures for which, on 31 December 26242025, the
institution”had permission to apply the {RBInternal Ratings Based Approach under Article
143 of CRR.

Subjectito 4.9, an institution shall calculate the risk -weight for each equity exposure as the
higher of:

(1)) the risk weight calculated using the relevant methodology used by the institution as
specified in its permission to use the IRB-appreachinternal Rating Based Approach under
Article 155 of CRR {as that provision was in force befere-1-Januaryon 31 December
2025);; and

(2) the risk weight calculated under rules 34.2 or 34.3.

3During the IRB equities and CIU transition period, 4.8 applies by way of derogation from the
treatment laid down in the-Credit Risk: Standardised Approach (CRR) Part Article 132A and-the
Credit Risk: Internal Ratings Based Approach (CRR) Part Article 152 to an institution which, on
31 December 2024,-has2025, had permission to useapply the IRBInternal Ratings Based
Approach_under Article 143 of CRR.




Subject to 34.9, an institution which calculates risk weights of CIUs using:

(1) the look-through approach in theparagraph 1 of Credit Risk: Standardised Approach
(CRR) Part Article 132A%} or theparagraph 4 of Credit Risk: Internal Ratings Based
Approach (CRR) Part Article 152(4):; or

(2) the mandate based approach in theparagraph 2 of Credit Risk: Standardised Approach
(CRR) Part Article 132A{2} or theparagraph 5 of Credit Risk: Internal Ratings Based
Approach (CRR) Part Article 152(5);,

shall risk weight each underlying exposure in the CIUs to which the institution would have
applied the simple risk weight approach in accordance with point (a) of theparagraph 4 of
Standardised Approach and Internal Ratings Based Approach to Credit Risk (CRR) Part Article
152(4), as that provision was in force before 1 January 2625)2026, by using the higher of:

(3) the risk weight that would have applied to the underlying exposure under théisimple risk
weight approach set out in Article 155(2) of CRR+, as that provision existédwas in force
before 1 January 2025);2026; and

(4) the risk weight calculated under rules-34.2 or 34.3.

Subject to 34.10, instead of using the alternative approachapproaches set out in 34.5, 4.6 and
4.8, an institution may choose to calculate both:

(1) risk weights for equity exposures in accordance with tfe-Credit Risk: Standardised
Approach (CRR) Part Article 133, instead of in aecordance with the two approaches set
out in 34.5 and 34.6; and

(2) #srisk weights of exposures underlying ClIUs within the scope of 34.8(1) and 34.8(2) in
accordance with:

(a) if the institution has an IRBfPermission, Article-152-ofthe-Credit Risk: Internal Ratings
Based Approach (CRR)/PartArticle 152;

(b) if the institution does, hot have an IRB Permission, Article-132A-6f-the-Credit Risk:
Standardised Appreach (CRR) Part Article 132A.

34.10 An institution shall giVe,the PRA prior notice of its use of the approaches in 34.9. From-the-date

ofgiving-neotice-thE0OriCe an institution uses the approach in 4.9 it shall not use the approaches
in 34.5 to 34.8¢

Unfunded Credit Piibtection Transitional

4.11

Durinenfeperiod beginning on 1 January 2026 and ending on 30 June 2028, point (b) of

pataghaph 1A of Credit Risk: Internal Ratings Based Approach (CRR) Part Article 183 and point
(c)() of paragraph 1 of Credit Risk Mitigation (CRR) Part Article 213 shall apply to unfunded
Eredit protection entered into prior to 1 January 2026 with the words ‘or change’ wherever they
appear omitted.
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APPLICATION AND DEFINITIONS

11

12

This Part applies to:
(i1) afirm thatis a CRR firm but not aFCRan ICR firm; and

(#2) a CRR consolidation entity that is not aFESRan ICR consolidation entity.

In this Part, the following definitions shall apply:

ADC exposure

for development and construction purposes, or financing development and constrL@
any residential real estate or commercial real estate.

means an exposure to a corporate or special purpose entity financing any land acqui%ﬂ

f

charge b

means a legal mortgag , if the land in question is outside of the UK, a security interest
of an equivalent naturi

commercial real estateo

means ir’rlm property that is not residential real estate.

commercial ré%state exposure
me, real estate exposure that is not an ADC exposure and that is secured by

rcial real estate and is not secured by residential real estate.

Ited exposure

< , means an exposure where the obligor has defaulted in the circumstances set out in Credit

Risk: Internal Ratings Based Approach (CRR) Part Article 178 save that, for the purposes
of this Part, a reference in that Article to a ‘retail expesure-meansexposure’ shall mean an
exposure M i he
conditiepswhich is either:




) - ! ¢ o sianif

(a) a retail exposure; or

(b) areal estate exposure that is not an ADC exposure and that would meet the

qualifying conditions for a retail exposure if Article 123(2) was disapplied.

financial hedge @

means a situation where the obligor has entered into a financial instrument, which-has the
purpose and effect of offsetting the foreign exchange risk resulting from @ mismatch
between the currency of the obligor's income and the currency of the r&t exposure.

first charge \
means a charge affecting the | uestion:
(1) ranking in priority alea Il other charges, if any; or

(2) _ranking in equal pfidkity with one or more other charges which, together with the
charge, rank jg\va ahead of all other charges, if any.

junior charge

means a ranking in priority behind at least one other eharges-{if-anyjcharge

affecti ﬁe and in question.
ée

legal m?
@4 es a legal charge and, in Scotland, a heritable security.

mixed real estate exposure

means a real estate exposure that is not an ADC exposure and that is secured by both
residential real estate and commercial real estate.

natural hedge

means a situation where;-:



(1) in the ordinary course of an obligor’s business or activities, it receives income in a
foreign currency that matches the currency of the relevant exposure:; or

(2) _an obligor holds assets:

(a) denominated in the same currency as the relevant exposure;

(b) that are freely available to the obligor to re-pay the next instalment of the
relevant exposure, and for these purposes assets shall be considered freely
available even if they are pledged as collateral or otherwise used as security
provided the collateral or security, as the case may be, can be sold or
otherwise realised in a timely manner to repay the next instalment;

(c) that can be sold or otherwise realised: 6

(i) as part of the normal operating procedures of the obligor; and \

(i) in a timely way to make full payment when due and in th&cu?&ncv of the
next instalment of the relevant exposure; and

(d) that are a type of asset or collateral listed in Credit RiskdMitigation (CRR) Part
Articles 197 and 198 as an item of eligible collateral under the Financial
Collateral Comprehensive Method. K

means the Executive Committee referred to in secti(\&@l) of the Northern Ireland Act

1998. t

Northern Ireland Executive

i . & /)
other real estate exposure Xb

means a real estate e)@
exposure.

.

e that is not a regulatory real estate exposure or an ADC

real estate exposure

means_an ADC exposure or an exposure secured by a charge on immovable property.
regulatory commercial real estate exposure

means a commercial real estate exposure that meets the requirements in Article 124A.
regulatory real estate exposure

means a real estate exposure that meets the requirements in Article 124A.



regulatory residential real estate exposure

means a residential real estate exposure that meets the requirements in Article 124A.
regulatory retail exposure

means a retail exposure which meets the requirements in Article 123A.
relevant CIU

means a CIU:

(1) thatis managed by a company which is registered in a third country; and

(2) for which an institution applies the look-through approach in accordance with Article
132A(1) or the mandate-based approach in accordance with Article 132A(2) to
calculate the risk-weighted exposure amount for their exposures in the form,of units
or shares in the CIU.

residential real estate

means immovable property that predominantly has, or will have, the'\nature of a dwelling
and that -

satisfies all applicable laws and regulations enabling the property to be occupied for
housing purposes;-anéd.

(a)-acare-home;
(b)—purpese-built student-acconimbddation;-or
residential real estate exposure

means a real estate exposure,thiat'is not an ADC exposure and that is secured by
residential real estate_and is‘nofssecured by commercial real estate.

retail exposure
means an exposure -
B e
{2)—a corporate-SME-that falls-withinwhich _meets the definition-of regulatory retail

defmed egwrement sin Artlcle 1%4679—but—e*Gkidmg—Feal-estate—e*peswes—
derivatives123(1) and ethertypes-ofsecurities{such-as-bonds-and-equities(2).

Scottish Government

means the Scottish Government referred to in section 44(1) of the Scotland Act 1998.




self-build exposure

means a residential real estate exposure secured by property or land that has been
acquired or held for development and construction purposes and that meets the following
criteria:

(1) the property does not, or will not, have more than four residential housing units; and

(2) the property will be the borrower’s primary residence.

vehicle financing arrangement

leansleases-andmeans a loan, lease or other finance arrangementsarrangement in
respect of vehicle classes AM, Al, A2, A and B and B1 as specified in Parts'l and 3 of
Schedule 2 of The Motor Vehicles (Driving Licenses) Regulations 1999, provided that such
arrangement does not qualify as an object finance exposure for the purposes of Articles
122A and 122B.

Welsh Government

means the Welsh Government referred_to in section 45(1) of the Government of Wales Act
2006.

2 LEVEL OF APPLICATION

Application of requirements on an individual basis
2.1 Aninstitution shall comply with this Part ph¢n individual basis.
[Note: Rule 2.1 sets out an equivalent provision to Article 6(1) of CRR that applies to this Part]

2.2 Where an institution has been given permission under Article 9(1) of CRR it shall incorporate
relevant subsidiaries in the calculation undertaken to comply with rule 2.1.

[Note: Rule 2.2 applies Article 9(1) of CRR to this Part where a permission under that Article has been
given]

Application of requirements on a consolidated basis

2.3 A CRR consolidation entity shall comply with this Part on the basis of its consolidated situation.

[Note: Rule 2.3 sets out an equivalent provision to the first sentence of Article 11(1) of CRR that
applies to this Part]

2.4 Forthe'purposes of applying this Part on a consolidated basis, the terms ‘institution’ and ‘UK
parentinstitution’ shall include a CRR consolidation entity (if it would not otherwise have been
included).

[Note: Rule 2.4 sets out an equivalent provision to the first sub-paragraph of Article 11(2) of CRR that
applies to this Part]

2.5 The expression ‘consolidated situation’ applies for the purposes of this Part as it does for the
purposes of Parts Two and Three of CRR.

[Note: The term ‘conselidationconsolidated situation’ is defined in Article 4(1)(47) of CRR]

Application of requirements on a sub-consolidated basis

2.6 Aninstitution that is required to comply with [Parts Two and Three} of CRR on a sub-
consolidated basis, shall comply with this Part on the same basis.
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[Note: This rule sets out_an equivalent provision to Article 11(6) of CRR that applies to this Part]

3 ORGANISATIONAL STRUCTURE AND CONTROL MECHANISMS

3.1 ACRR consolidation entity and an institution shall set up a proper organisational structure and
appropriate internal control mechanisms in order to ensure that the data required for
consolidation for the purposes of this Part are duly processed and forwarded.

[Note: Rule 3.1 sets out an equivalent provision to the second sentence of Article 11(1) of CRR that
applies to this Part]

3.2 A CRR consolidation entity and an institution shall ensure that a subsidiary not subject to this
Part implements arrangements, processes and mechanisms to ensure proper consolidation-for
the purposes of this Part.

[Note: Rule 3.2 sets out an equivalent provision to the third sentence of Article 11(1) of CRR that
applies to this Part]

4 STANDARDISED APPROACH

SECTION 1 GENERAL PRINCIPLES

Article 110A DUE DILIGENCE

1. This Article applies to an institution subject to the Standardised Approach to credit risk set out
in this Part.
2. An institution mustshall perform due diligence to’ensure that it has an adequate understanding

of the risk profile, creditworthiness and charactteristics of exposures to individual obligors and at
a portfolio level.

3. The sophistication of the due diligenee requiredundertaken by the institution in accordance with
paragraph 2 mustshall be appfopriate to the nature, scale and complexity of the institution’s
activities.

4. As part of its obligations tnder paragraph 2, an institution mustshall:
(a) take reasonable.and adequate steps to assess the operating and financial condition of
each obliger;

(b) ensuregthat it has in place effective internal policies, processes, systems and controls to
ensure that the appropriate {risk-weighted exposure amounts} are assigned to an obligor;

(c), \perform the due diligence prior to incurring an exposure to an obligor and at least annually
thereafter;

(d) to the extent reasonably practicable, perform the due diligence at the level of each
individual exposure; and

(e) if applicable, take into account the extent to which membership of a corporate group
affects thean obligor’s risk profile and credit worthiness.

5. The obligations in paragraph 2 do not apply to the exposures specified-in-Article-112(1)(a)to
{e)in scope of:

(a) points (a) to (c) of Article 112(1);
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Article 111

(b) Article 117(2); and

(c) Article 118(1).

EXPOSURE VALUE

1.

The exposure value of:

(@) an asset item shall be its accounting value remaining after specific credit risk adjustments
(in accordance with Credit Risk: General Provisions (CRR) Part Article 110, and
Commission Delegated Regulation (EU) No 183/2014), additional value adjustments in

accordance with Article 34 of CRR and Tradmg Book (CRR) Part Article lOS—aFHGHHB

(-GR—R)—Pa%t—Ameleééﬂaﬂd-etheF and own funds reductlons related to the asset item have
been applied;

(b) subject to point (c), an off-balance sheet item listed in Column A of Table Al shall be_the

product of:

(i) the-percentage—applied—to-its nominal value specified—in-the—corresponding—row—of

Gelumn-B(applicable-conversion-factor);

{ip—after reduction of specific credit risk adjustments apg-amtounts-deducted-(in

accordance with peint{m)-of paragraph-1-of OwmPurds-and-Eligible LiabilitiesCredit
Risk: General Provisions (CRR) Part Article,36(%);110 and Commission Delegated

Regulation (EU) No 183/2014); and

(i) __the applicable conversion factor (thefréentage specified in the corresponding row of

Column B);

(c) acommitment to issue an off-balance sheet item listed in Table Al shall be calculated in
accordance with point (b) of paragraph 1, but using the lower of:

(i) the percentage specified in Column B that is applicable to the off-balance sheet item

on which the commitment is made; and

(tii) the percentage specified in Column B that is applicable to the type of commitment,

instead of t{He#fercentage specified in point (b)(ii) of paragraph 1.

Table Al

ColumntA: Issued off-balance sheet items
and eommitments

Column B: applicableApplicable
conversion factor

(1)  The following issued off-balance sheet
items:

(a) __financial guarantees having the
character of credit substitutes,
(including guarantees for the
good payment of credit facilities);

(b)  credit derivatives;

(c)  acceptances;

(d) endorsements on bills not bearing
the name of another institution or

100%




investment firm;

(e) _irrevocable standby letters of
credit having the character of
credit substitutes; and

() any other issued off-balance
sheet items that have the
character of credit substitutes.

(2) __The following types of commitment:

(a) __transactions with recourse
(including factoring and invoice
discount facilities);

(b)  assets purchased under outright
forward purchase agreements;

(c)  asset sale and repurchase
agreements—:

(i) including agreements
where the transferee is
merely entitled to return the
assets at the purchase
price or for a different
amount agreed in advance
on a date specified or to be
specified; and

(i)  excluding agreements
where the transferor is not
entitled to show in their
balance sheets the assets
transferred; and

(d)  forward deposits;

(e)  the unpaid portion ofpartly-paid
shares and seeurities; and

6] other commitments that have
similar ¢8priemic substance as
the type§ of commitments in
poihisy(a) to (e), in particular with
feydrd to having certain

drawdowns.

(3) Otiter issued off-balance sheet items 50%
that do not have the character of credit
substitutes.

(4)  The following commitments:

(a)  note issuance facilities and
revolving underwriting facilities;
and

(b) UK residential mortgage
commitments that are not subject
to a conversion factor of 10% or
100%.

(5)  Any other commitment that is not 40%

subject to a conversion factor of 10%




50% or 100%.

(6)  The following issued off-balance sheet

items:

@—I(a) documentary credits

issued or confirmed:
documentary-creditsin-which the
collateral and other self-
liquidating transactions-with
I e e
one-year;;

(b)  warranties-{including, tender
andbonds, performance bonds
associated-with, advance
payment ardguarantees
retention guarantees), and
guarantees not having the
character orof credit substitutes;

(c) irrevocable standby letters of
credit not having the character of
credit substitutes; and

by——(d) shipping guarantees,
customs and tax bonds;-and

5020%

(7) ___Undrawn commitments which may be

cancelled unconditionally at any time
without notice, or that effectively provide
for automatic cancellation due to a
deterioration in an obligor’s
creditworthiness. Retail credit lines may
be considered as unconditionally
cancellable if the terms permit the

10%




institution to cancel them to the full
extent allowable under the applicable
consumer protection and related
legislation.

[Note: Column A of Table Al corresponds to Annex | of CRR-] as it applied immediately before
revocation by the Treasury]

1A

When an institution is-usinguses the Financial Collateral Comprehensive Method underin
accordance with Credit Risk Mitigation (CRR) Part Article 223, the exposure value of securities
or commodities sold, posted or lent under a securities financing transaction shall be increased
by the volatility adjustment appropriate to such securities or commodities as prescribed in
under-Credit Risk Mitigation (CRR) Part Articles 223 to 224.

The exposure value of a derivative instrument listed in Annex Il of CRR shall be determined in
accordance with Chapter 6 of Title Il of Part Three of CRR and Chapter 3 of the-Counterparty
Credit Risk (CRR) Part with the effects of contracts of novation and other netting agreements
taken into account for the purposes of those methods in accordance with Chapter 6 of Title Il of
Part Three of CRR and Chapter 3 of the-Counterparty Credit Risk (CRR)\Part. The exposure
value of securities financing transactions and long settlement transactiens shall be determined
consistently with Credit Risk Mitigation (CRR) Part Article 191A and in accordance with either
Chapter 6 of Title Il of Part Three of CRR and Chapter 3 of the{Counterparty Credit Risk (CRR)
Part or Chapter 3 of-the Credit Risk Mitigation (CRR) Part.

Where an exposure is subject to funded credit protection,‘the exposure value applicable to that
item may be amended in accordance with Credit Risk Mitigation (CRR) Part.

[Note: This rule (other than column A of Table A1) corresponds to Article 111 of CRR-} as it applied
immediately before revocation by the Treasury]

Article 112 EXPOSURE CLASSES

1.

Each exposure shall be assigned(to‘ane of the following exposure classes_in accordance with
paragraph 2:

(a) exposures to central governments or central banks;
(b) exposures to regionhal governments or local authorities;
(c) exposuresto’public sector entities;

(d) exposures to multilateral development banks;

(e) ~€xposures to international organisations;

(f) ) exposures to institutions;

(g) exposures to corporates;

(h) retail exposures;

(i) real estate exposures;

() exposures in default;

(k) exposures associated with particularly high risk;

() exposures in the form of eligible covered bonds;



(m) items representing securitisation positions;

(n) [Note: Provision left blank]

(0) exposures in the form of units or shares in collective investment undertakings (‘CIUs’);
(p) subordinated debt, equity and other own funds instruments;

(q) otheritems.

[Note: This rule corresponds to Article 112 of CRR as it applied immediately before revocation By-the

Treasury

2.

An institution shall assign exposures to the exposure classes listed in Column A of<Table A2
according to the criteria in the corresponding row of Column B of Table A2. Wheresan exposure
meets the criteria for more than one exposure class it shall be assigned to the exposure class
that has the highest position in Table A2.

Table A2
Column A: Exposure Class Column B:Criteria
(1) | Items representing securitisation Exposures-to securitisation positions for
positions (point (m) of paragraph 1). which'a risk-weight treatment is set out in

Chapter 5 of Title Il of Part Three of CRR.

(2) | Exposures in the form of units or sharesy, NExposures for which a risk-weight treatment

in collective investment undertakings is set out in Articles 132 to 132C other than
(‘CIUS’) (point (o) of paragraph 1) exposures excluded in accordance with
Article 132B.

(3) | Subordinated debt, equity/and‘other own | Exposures for which a risk-weight treatment
funds instruments (point (p)-of is set out in Article 133.
paragraph 1).

(4) | Exposures assg@Ciated with particularly Exposures for which a risk-weight treatment

high risk (point,(k) of paragraph 1). is set out in Article 128.

(5) | Exposures.in default (point (j) of Exposures for which a risk-weight treatment
paragraph 1). is set out in Article 127.

(6) | ‘Exposures in the form of eligible Exposures for which a risk-weight treatment

covered bonds (point (I) of paragraph 1). | is set out in Article 129.

(7) | Real estate exposures (point (i) of Exposures for which a risk-weight treatment
paragraph 1). is set out in Articles 124 to 124L.

(8) | Exposures to international organisations | Exposures for which a risk-weight treatment
(point (e) of paragraph 1). is set out in Article 118.

(9) | Exposures to multilateral development Exposures for which a risk-weight treatment
banks (point (d) of paragraph 1). is set out in Article 117.

(10) | Exposures to institutions (point (f) of Exposures for which a risk-weight treatment
paragraph 1). is set out in Articles 119 to 121 or Article

119(5) of CRR.




(11) | Exposures to central governments or Exposures for which a risk-weight treatment
central banks (point (a) of paragraph 1). | is set out in Article 114, Article 115(2),
Article 114(7) of CRR or Article 115(4) of
CRR.
(12) | Exposures to regional governments or Exposures for which a risk-weight treatment
local authorities (point (b) of paragraph is set out in Article 115.
1).
(13) | Exposures to public sector entities (point | Exposures for which a risk-weight treatment
(c) of paragraph 1). is set out in Article 116 or Article 116(5) of
CRR.
(14) | Retail exposures (point (h) of paragraph | Exposures for which a risk-weight,treatment
1). is set out in Articles 123 or 123A.
(15) | Exposures to corporates (point (g) of Exposures for which a risk-weight treatment
paragraph 1). is set out in Articles 122 t0.122B.
(16) | Other items (point (q) of paragraph 1). Exposures for which a risk-weight treatment
is set out in Articles 113(5) or 134.
Article 113 CALCULATION OF RISK-WEIGHTED EXPOSURE AMOUNTS
1. Subject to paragraph 6, to calculate risk-weighted expesure amounts, risk weights shall be

applied to all exposures, unless deducted from own, funds, in accordance with the provisions of
Articles 114 to 134- and Section 2 of Chapter 2-f\itle 1l of Part Three of CRR. The application
of risk weights shall be based on the expasure Class to which the exposure is assigned and, to
the extent specified in Articles 114 to 134 its.credit quality. CreditWhere applicable, credit
quality mayshall be determined by reference to the credit assessments of ECAIs or the credit
assessments of export credit ageneies in accordance with Articles 135 to 141.

2. For the purposes of applying @risk'weight, as referred to in paragraph 1, the exposure value

shall be multiplied by the risk'weight specified or determined in accordance with Articles 114 —
to 134.

amended in accordance with Credit Risk Mitigation (CRR) Part.

3. Where an exposuresssubject to credit protection the risk weight applicable to that item may be

4. Risk-weighted\exposure amounts for securitised exposures shall be calculated in accordance
with Chapter 5-of Title Il of Part Three of CRR.

5. Exposures’for which no calculation is provided in Articles 114 to 134 and Section 2 of Chapter
2 of Tide Il of Part Three of CRR shall be assigned a risk -weight of 100%.

6. With the exception of exposures giving rise to Common Equity Tier 1, Additional Tier 1 or Tier 2
ftems, an institution may with the prior permission of the PRA, assign a risk weight of 0% to the
exposures of that institution to a counterparty which is its parent undertaking, its subsidiary, a
subsidiary of its parent undertaking or an undertaking linked by a common management
relationship, to the extent and subject to any modifications set out in the permission. When
applying for such permission, an institution mustshall demonstrate to the satisfaction of the
PRA that:

(a) the counterparty is an institution, a financial institution or an ancillary services undertaking
subject to appropriate prudential requirements;

(b) the counterparty is included in the same consolidation as the institution on a full basis;



(c) the counterparty is subject to the same risk evaluation, measurement and control
procedures as the institution;

(d) the counterparty is established in the United-KingdomUK; and

(e) there is no current or foreseen material practical or legal impediment to the prompt transfer
of own funds or repayment of liabilities from the counterparty to the institution.

[Note: This is a permission under sectionsections 144G and 192XC of FSMA to which Part 8 of
the Capital Requirements Regulations applies]

7. An institution that has been granted permission in accordance with paragraph 6 shall.éerply
with requirements in points (a) to (e) of paragraph 6.

[Note: This rule corresponds to Article 113 of CRR-] as it applied immediately beforewevocation by the

Treasury

SECTION 2 RISK WEIGHTS

Article 114 EXPOSURES TO CENTRAL GOVERNMENTS OR CENTRAL BANKS

1. Exposures to central governments andor central banks shalkbe assigned a 100% risk weight,
unless the treatments set out in the following provisighs apply:

(a) paragraphs 2 to 4;
(b) Article 137(2); or paragraph-7-of
(c) Article 114(7) of CRR-apply.

2. Exposures to central government$ agdor central banks for which a credit assessment by a
nominated ECAI is available shall be assigned a risk weight in accordance with the credit
quality step in Table 1 which coerresponds to the relevant credit assessment of the ECAI as
mapped in Commissiondmplementing Regulation (EU) 2016/1799 of 7 October 2016.

Table 1

Credit 1 2 3 4 5 6
quality
step

RiSk 0% 20% 50% 100% 100% 150%
Weight

2An_/Exposures to a central bank for which a credit assessment by a nominated ECAI is not
available shall be treated in accordance with paragraph 2 if a credit assessment by a
nominated ECAI is available for the central government of the jurisdiction of the central bank. In
this case, the central government’s credit assessment shall be used to determine the risk
weight for exposures to the central bank.

3. Exposures to the European Central Bank shall be assigned a 0% risk weight.

4. Exposures to the central government of the United-KingdemUK and the Bank of England
denominated and funded in sterling shall be assigned a risk weight of 0%.

5. [Note: Provision left blank]
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6.
7.

[Note: Provision left blank]

[Note: Provision not in PRA Rulebook]

[Note: This rule corresponds to Article 114(1) to (4) of CRR-} as it applied immediately before
revocation by the Treasury]

Article 115 EXPOSURES TO REGIONAL GOVERNMENTS ANBOR LOCAL AUTHORITIES

1.

Unless they are treated as exposures to central governments under paragraph 2, fall within
scope of paragraph-4-of-Article 115(4) of CRR or receive a risk weight as specified in
paragraph 5, exposures to regional governments or local authorities shall be assigned risk =
weights as follows:

(@) where a credit assessment by a nominated ECAI is not available; for the exposureio the
regional government or local authority:

(i) __the exposure shall be assigned a risk weight in accordance with thiécredit quality step
toin Table 1A which corresponds to a credit assessment for whith exposures to the
central government of the jurisdiction in which the regional‘government or local
authority is based are-assigned-in-the-following-Table-1Asas apped in Commission
Implementing Regulation (EU) 2016/1799 of 7 Octoben2816, where a credit
assessment by a nominated ECAI is available for ghatéeentral government; or

(i) _the exposure shall be assigned a risk weight 0f\100% where a credit assessment by a
nominated ECAI is not available for the cepthal government of the jurisdiction in which
the regional government or local authogifinS*based.

Table 1A

Credit 1 2 3 4 5 6
quality
step

Risk 20% 50% 100% 100% 100% 150%
weight

{b)y—where(b) infrespect of exposures for which a credit assessment by a nominated ECAI
is available,(the exposure shall be assigned a risk weight in accordance with the credit
quality stép'in Table 1B which corresponds to the relevant credit assessment of the ECAI
as mapped in Commission Implementing Regulation (EU) 2016/1799 of 7 October 2016:

Table™1B

Credit 1 2 3 4 5 6
quality
step

Risk 20% 50% 50% 100% 100% 150%
weight

Exposures to the following regional governments:

(a) the Scottish Government;
(b) the Welsh Government; and

(c) the Northern Ireland Executive,



shall be treated as exposures to the central governments-forthe-purpesesgovernment of
paragraph-1—the UK and assigned a risk weight in accordance with Article 114.

Exposures to churches or religious communities constituted in the form of a legal person under
public law shall, in so far as they raise taxes in accordance with legislation conferring on them
the right to do so, be treated as exposures to regional governments and local authorities.

[Note: Provision not in ruleboskPRA Rulebook

Exposures to regional governments or local authorities of the United-KingdemUK that are not

referred to in paragraphs 2 or 3--erin-paragraph-4-of- Article-115-6f CRR and are denominated
and funded in-peunds sterling shall be assigned a risk weight of 20%.

[Note: This rule corresponds to Articles 115(1) to (3) and (5) of CRR as it applied immediately(béfore
revocation by the Treasury]

Article 116 EXPOSURES TO PUBLIC SECTOR ENTITIES

1.

Subject to paragraphparagraphs 3;.and 3A, in respect of exposures to UK'public sector entities

for WhICh a credit assessment by a nommated ECAl is not avallableshallrbeas&gﬂe%msk

(a) the exposure shall be assigned a risk weight in accorddnCe with the credit quality step in
Table 2 which corresponds to a credit assessment f@r the central government of the UK as
mapped in Commission Implementing Regulatighy(EU) 2016/1799 of 7 October 2016,
where a credit assessment by a nominated E€ALIS available for the central government of
the UK; or

== N U

(b) the exposure shall be assigned a rigk"weight of 100% where a credit assessment by a
nominated ECAI is not available fgRthe central government of the UK.

Table 2

Credit 1 2 3 4 5 6
quality
step

Risk 20% 50% 100% 100% 100% 150%
weight

Subject to paragraph 3, exposures to UK public sector entities for which a credit assessment by
a nominated ECAI is available shall be assigned a risk weight in accordance with the credit
guality step in the following Table 2A which corresponds to the relevant credit assessment of
the ECAI as mapped in Commission Implementing Regulation (EU) 2016/1799 of 7 October
2016:

Table 2A

Credit 1 2 3 4 5 6
quality
step

Risk 20% 50% 50% 100% 100% 150%
weight




3A.

4.
5.

For exposures to UK public sector entities with an original maturity of three months or less, the
risk weight shall be 20%.

For the purpose of Article 116(5) of CRR, the referencereferences in paragraph 1 to:

(a) the central government of the UK-in-paragraph-X means the central government of the
jurisdiction in which the third country public sector entity is based-; and

(b) UK public sector entities means third country public sector entities.

[Note: Provision left blank]

[Note: Provision not in rulebeekPRA Rulebook

[Note: This rule corresponds to Articles 116(1) to (3) of CRR_as it applied immediately before
revocation by the Treasury]

Article 117 EXPOSURES TO MULTILATERAL DEVELOPMENT BANKS

1A1. Exposures to multilateral development banks that are not referredito in paragraph 32 shall be
assigned risk weights in accordance with the following proyisions:

(a) exposures to a rated-multilateral development bank for which a credit assessment by a
nominated ECAI is available shall be assigned @ risk weight in accordance with the credit
quality step in Table 2B which corresponds to the relevant credit assessment of the ECAI
as mapped in Commission Implementing‘Regulation (EU) 2016/1799 of 7 October 2016:

Table 2B
Credit 1 2 3 4 5 6
quality step
Risk 20% 30% 50% 100% 100% 150%
weighweight

(b) exposures,to@h-unrateda multilateral development bank for which a credit assessment by
a nominated*ECAI is not available shall be assigned a risk weight of 50%.

Exposuresito the following multilateral development banks shall be assigned a 0% risk weight:

(a)( the International Bank for Reconstruction and Development;
(b)’ the International Finance Corporation;

(c) the Inter-American Development Bank;

(d) the Asian Development Bank;

(e) the African Development Bank;

(f) the Council of Europe Development Bank;

(g) the Nordic Investment Bank;

(h) the Caribbean Development Bank;



(i) the European Bank for Reconstruction and Development;
() the European Investment Bank;

(k) the European Investment Fund;

() the Multilateral Investment Guarantee Agency;

(m) the International Finance Facility for Immunisation;

(n) the Islamic Development Bank;

(o) the International Development Association; and

(p) the Asian Infrastructure Investment Bank.

[Note: This rule corresponds to Article 117 of CRR as it applied immediately before fevocation by the

Treasury

Article 118 EXPOSURES TO INTERNATIONAL ORGANISATIONS

1. Exposures to the following international organisations shall be assigned a 0% risk weight:

(a) the European Union;

(b) the International Monetary Fund;

(c) the Bank for International Settlements;

(d) the European Financial Stability Facility; and
(e) the European Stability Mechanism.

[Note: This rule corresponds to Article 148'%ef CRR as it applied immediately before revocation by the

Treasury

Article 119 EXPOSURES.JO INSTITUTIONS

1. Exposures to rated-institutions for which a credit assessment by a nominated ECAI is available
shall be risk-weighted in accordance with Article 120.

1A. ExposurestOwrrated-institutions for which a credit assessment by a nominated ECAI is not
available=shall be risk-weighted in accordance with Article 121.

2. [Note; Provision left blank]

3. [Note: Provision left blank]




5. [Note: Provision not in PRA Rulebook]

6. [Note: Provision not in PRA Rulebook]

[Note: This rule corresponds to ArticlesArticle 119(1) te{4)-of CRR_ as it applied immediately before
revocation by the Treasury]

ARTICLE 120 EXPOSURES TO RATED INSTITUTIONS

1. Subject to paragraph 32A, exposures to rated-institutions_for which a credit assessment by a
nominated ECAI is available where the original maturity of the exposure was more than three
months shall be assigned a risk weight in accordance with the credit quality step in Table 3
which corresponds to the relevant credit assessment of the ECAI as mapped in Commission.
Implementing Regulation (EU) 2016/1799 of 7 October 2016.

Table 3

Credit 1 2 3 4 5 6
quality
step

Risk 20% 30% 50% 100% 100% 150%
weight

2. Exposures2. Subject to ratedparagraph 3, exposures t®institutions for which a credit
assessment by a nominated ECAI is available where-the original maturity of the exposure was
three months or less shall be assigned a risk weight in-accordance with the credit quality step in
Table 4 which corresponds to the relevant credit,assessment of the ECAI as mapped in
Commission Implementing Regulation (EU) 2016/1799 of 7 October 2016.

3—Exposures2A.  Subject to ratedparageaph 3, exposures to institutions_for which a credit
assessment by a nominated ECA| is@vailable where the original maturity of the exposure was
six months or less and the exposure,arose from the movement of goods acress-rationat
berders-shall be assigned a risk weight in accordance with the credit quality step in Table 4
which corresponds to the relévant credit assessment of the ECAI as mapped in Commission
Implementing Regulation (EY) 2016/1799 of 7 October 2016.

Table 4

Credit 1 2 3 4 5 6
quality
step

Risk 20% 20% 20% 50% 50% 150%
weight

4% Exposures-to-rated2B. Subject to paragraph 3, exposures to institutions for which a short-
term credit assessment by a nominated ECAI is available shall be assigned a risk weight in
accordance with the credit quality step in Table 4A which corresponds to the relevant credit
assessment of the ECAI as mapped in Commission Implementing Regulation (EU) 2016/1799
of 7 October 2016.




Table 4A

Credit quality 1 2 3 Others
step
Risk weight 20% 50% 100% 150%

53. The interaction between the treatment of exposures under paragraph 42B and the general
preferential treatment for short-term exposures set out in paragraphs 2 or 32A shall be as
follows:

(a) if there is no short-term credit assessment, the general preferential treatment for short=
term exposures as specified in paragraphs 2 or 32A shall apply;

(b) if there is a short-term credit assessment and such an assessment determinesithe
application of a more favourable or identical risk weight than the use of the general
preferential treatment for short-term exposures, as specified in paragraphs\2 or 32A, then
the treatment as specified in paragraph 42B shall be used for that specific exposure only.
Other short-term exposures shall follow the general preferentialtréatment for short-term
exposures, as specified in paragraphs 2 or 32A; or

(c) if there is a short-term credit assessment and such an asseSsment determines a less
favourable risk weight than the use of the general preferéntial treatment for short-term
exposures, as specified in paragraphs 2 or 32A, then the general preferential treatment for
short-term exposures shall not be used and all untated short-term claims against that
obligor shall be assigned the same risk weight\as-that determined by the specific short-
term assessment.

74.  Aninstitutiofi.shall conduct due diligence to ensure that the external ratings-credit assessments
appropriately and prudently reflect the ereditworthinessrisk of the rated-institutionsexposure to
whiChithe institution is exposed. If the due diligence analysis reflects higher risk characteristics
than that implied by the credit quality step of the exposure, the institution shall assign a risk
weight associated with a credit quality step that is at least one step higher than the risk weight
determined by the external ratingcredit assessment.

[Note: This rule corresponds to Article £40(1)120 of CRR as it applied immediately before revocation

by the Treasury-relates-to-exposures-to-institutions:}




Article 121 EXPOSURES TO UNRATED INSTITUTIONS

1. Exposures to unarated-institutions_for which a credit assessment by a nominated ECAI is not
available shall be classified as Grade A, Grade B or Grade C in accordance with the following
principles:

(@) where the counterparty institution has adequate capacity to meet their financial
commitments in a timely manner; for the projected life of the assets or exposures and
irrespective-ofits ability to do so is robust against adverse changes in the economic
eyelescycle and business conditions, it may be classified as Grade A. A counterparty
institution classified inteas Grade A mustshall meet or exceed the published minimum
financial regulatory requirements and buffers as implemented in the jurisdiction Wwhere it is
incorporated, except for institution-specific minimum financial regulatory requiréments or
buffers that may be imposed through supervisory actions and not made public: If such
minimum financial regulatory requirements and buffers (other than institutien-specific
minimum requirements or buffers) are not publicly disclosed or othefwise made available
by the counterparty institution, then-the counterparty institution ##stshall be
assessedclassified as Grade B or lower;

(b) where the counterparty institution is subject to substantialbcredit risk it may not be
classified higher than Grade B, such as when the counterparty’s repayment capacity is
dependent on stable or favourable economic or«business conditions. A counterparty
institution classified inteas Grade B mustshall meet or exceed the published minimum
financial regulatory requirements (excluding‘buffers) established by its national supervisor
as implemented in the jurisdiction where itisyincorporated, except for institution-specific
minimum financial regulatory requiréments that may be imposed through supervisory
actions and not made public. If sueh, minimum financial regulatory requirements are not
publicly disclosed or otherwise ade available by the counterparty institution-then, the
counterparty institution mustghall'be assessedclassified as Grade C;

(c) where the counterparty-institution has material default risks it mustshall be classified as
Grade C. For this purpose, material default risks includes circumstances where adverse
business, financial oreconomic conditions are very likely to lead, or have led, to an
inability of the Counterparty to meet its financial commitments. Counterparty institutions
with any of the“following characteristics mustshall be classified as Grade C:

(i) thie’eounterparty institution does not meet the criteria for being classified as Grade B
With respect to its published minimum regulatory requirements; or

(i) where audited financial statements are required, the external auditor has issued an
adverse audit opinion or has expressed substantial doubt about the counterparty
institution’s ability to continue as a going concern in its financial statements or audited
reports within the previous 12 months.

1A. For the purposes of paragraph 1, where a counterparty institution is a CRR firm the references
to minimum financial regulatory requirements include:
(a) the requirements in Required Level of Own Funds (CRR) Part Article 92;

(b) the additional own funds an institution is required to hold in accordance with regulation
34(1) of the Capital Requirements Regulation; and

(c) the minimum leverage ratio requirement referred to in+ule-3-1-ifthe Leverage Ratio —
Capital Requirements and Buffers Part 3.1; and



1B.

the references to buffers include;:

(d) the combined buffer-reguirement which an institution is required to hold in accordance
with regulation 35 of the Capital Requirements (Capital Buffers and Macro-prudential
Measures) Regulations 2014;

(e) the eeunter-eyclicalcountercyclical leverage ratio buffer referred to in rule-4-1-of the
Leverage Ratio — Capital Requirements and Buffers Part 4.1; and

(f) _any additional leverage ratio buffer that an institution is required to disclose under section
55M of FSMA,

in each case, if they apply to the relevant counterparty institution.

For the purposes of classifying exposures to third country unrated-institutions_for which,a=€redit
assessment by a nominated ECAI is not available in accordance with paragraph Z'or 5; an
institution shall consider any local equivalent or additional regulatory requirements*and buffers
to those set out in paragraph 1A, in so far as they are published and requiredto‘be met by
Common Equity Tier 1 capital, Tier 1 capital or other own funds.

Exposures to unarated-institutions_for which a credit assessment by aferinated ECAI is not
available where the original maturity of the exposure was more than‘three months shall be
assigned a risk weight in accordance with Table 5.

Table 5
Credit quality step Grade A Grade B Grade C
Risk weight 40% 75% 150%

Exposures to unrated-institutions_for whief aseredit assessment by a nominated ECAI is not
available where the original maturity of the exposure was three months or less shall be
assigned a risk weight in accordanee\with Table 5A.

Exposures to grrated-institutions_for which a credit assessment by a nominated ECAI is not
available, where the original'maturity of the exposure was six months or less and the exposure
arose from the movement of'goods-across-national-berders, shall be assigned a risk -weight in
accordance with Tablg'6A!

Table 5A
Credit quality step Grade A Grade B Grade C
Risk weight 20% 50% 150%

Notwithstanding paragraphsparagraph 2-te-4, exposures to unrated-institutions classified-as
&Fade-A-for which a credit assessment by a nominated ECAI is not available may be assigned
a risk weight of 30% if that-unratedthe original maturity of the exposure was more than three
months, the exposure is classified as Grade A and the institution has:

(@) a Common Equity Tier 1 ratio which meets or exceeds 14%; and
(b) aleverage ratio which meets or exceeds 5%.

Notwithstanding paragraphs 2 to 5, the risk weight assigned to an exposure to an unrated
institution for which a credit assessment by a nominated ECAI is not available may not be less
than the risk weight applicable to exposures to the severeigncentral government of the
jurisdiction where the urrated-institution is incorporated_as set out in Article 114(1) and (2) if:




(a) the exposure:

(i) is notin the local currency of the jurisdiction of incorporation of the debtor institution;
or

(ii) for a borrowing booked in a branch of the debtor institution in a foreign jurisdiction, is
not in the local currency of the jurisdiction in which the branch operates; and

(b) the exposure is not a self-liquidating, trade-related contingent item arising from the
movement of goods with an original maturity of less than one year.

[Note: This rule corresponds to Article 121 of CRR as it applied immediately before revocation by'the

Treasury

Article 122 EXPOSURES TO CORPORATES

1.

Exposures to corporates shall be assigned a risk-weighted weight in accordance with this
Article unless they fall within Article 122A and 122B; or, in the case of an-expesure to a

corporate- SME—qualifi-as-aregulatory-are a retail exposure or they &péireated as a specialised
lending exposure in accordance with Article-123AArticles 122A and 122B.

Exposures to corporates for which a credit assessment by a naminated ECAI is available shall
be assigned a risk weight in accordance with the credit quality stép in Table 6 which
corresponds to the relevant credit assessment of the ECAl'as mapped in Commission
Implementing Regulation (EU) 2016/1799 of 7 October 2016.

Table 6

Credit 1 2 3 4 5 6
quality
step

Risk 20% 50% 75% 100% 150% 150%
weight

Exposures to corporates,for Which a short-term credit assessment by a nominated ECAI is
available shall be assigned a risk weight in accordance with the credit quality step in Table 6A
which corresponds to_the relevant credit assessment of the ECAI as mapped in Commission
Implementing Regulation (EU) 2016/1799 of 7 October 2016.

Table 6A

Credit quality 1 2 3 Others
step

Risk weight 20% 50% 100% 150%




Z—An4. Where a credit assessment by a nominated ECALI is available, an institution shafl

[Note:

of the
107.

conduct due diligence to ensure that the external ratings-credit assessment appropriately and
prudently reflectreflects the ereditworthinessrisk of the corperates-to-which-the-ingtittion-is
expesedexposure. If the due diligence analysis reflects higher risk characteristics than that
implied by the credit quality step of the exposure, the institution shall assign’afisk weight
associated with a credit quality step that is at least one step higher than«hewisk weight
determined by the external ratingcredit assessment.

Subject to paragraph 411, exposures for which a credit assessnient by a nominated ECAI is
not available shall, unless the institution has permission to apply'the approach in paragraph 96,
be assigned a 100% risk weight.

Subject to paragraph 411, an institution mustshall assignithe risk weights in (a) to (b) to
exposures for which a credit assessment by a nominatéd ECAI is not available if it has obtained
the prior permission from the PRA to use this approach. When applying for such permission, an
institution mustshall demonstrate to the satisfaction of the PRA that the-institutionit has sound,
effective and comprehensive strategies, processes, systems and due-diligenecerisk
management practices that enable it toradequately identify and manage its sources of credit
and counterparty risk.

(a) Exposures to corporatesgwhieh.the institution has assessed as being investment grade
shall be assigned a risk-wajghted-at weight of 65%.

(b) Exposures to corperates which the institution has assessed as not being investment grade
shall be assignedhawrisk-weighted-at weight of 135%.

This is a permission under sectionsections 144G and section 192XC of FSMA to which Part 8
Capital Requirements Regulations applies]

An institGtion“that has been granted permission in accordance with paragraph 96 shall ensure it
continuesio have sound, effective and comprehensive strategies, processes, systems and due
diigeneerisk management practices that enable it to adequately identify and manage its
sources of credit and counterparty risk.

For the purposes of calculating the output floor in accordance with the requirements of
paragraph 3a of Reqmred Level of Own Funds (CRR) Part Article 92(3a);, an |nst|tut|0n with
permission ¢
the IRB appreaehApproach shaII for exposures to which it applles the corporate-IRB Aggroac
within the exposure class referred-toset out in Credit-Risk-Internal-Ratings-Based-Approach

(CRR)-Article-147(2)(c)-may-assign-the risk-weights-in-sub-paragraphs-9point (g) of Article
112(1), subject to paragraph 11:

(a)-and-9{b)to___assign a 100% risk weight to all exposures for which a credit assessment by
a nominated ECAI is not available:; or




(b) assign the risk weights in points (a) or (b) of paragraph 6 to all exposures for which a credit
assessment by a nominated ECAI is not available. An institution that assigns, or ceases to

assign, risk weights in accordance with this paragraph-mustpoint (b) shall give notice to
the PRA.

129. For the purposes of paragraph 96 and point (b) of paragraph 8, an institution mustshall not

assess an exposure to a corporate entity as investment grade unless; the entity:

(a) has, taking_into account the complexity of its business model, performance against
industry and peers, and risks posed by the-entity’sits operating environment, adequate
capacity to meet its financial commitments in a timely manner and its ability to do so is
robust against adverse changes in the economic cycle and business conditions; and

(b) provides the institution with sufficient information to allow the institution to conduct

adequate-due-diligence-adequately make the assessment in (a).

4310. When making the assessment required by paragraph 96 and point (b) of paragraph 8, an

institution shall take into account its own internal credit ratingassessmenjssystem and grade
exposures in accordance with that system.

1411. An exposure to a-cerporatean SME; that is not a retail exposure afid/for which a credit

assessment by a nominated ECAI is not available, shall be assighed a risk weight of 85%.

[Note: This rule {etherthan-paragraphs-4-and-6)-corresponds toArtiele 122 of CRR as it applied
immediately before revocation by the Treasury]

Article 122A  SPECIALISED LENDING EXPOSURES

1.

An institution shall treat a corporate exposure that is not a real estate exposure as a specialised
lending exposure if it has anyall of the follewifig characteristics, either in legal form or economic
substance:

(a) the exposure is to an entity which was created specifically to finance and/or operate
physical assets;

(b) the borrowing entity has-ittle or no other material assets or activities, and therefore little or
no independent capacity to repay the obligation, apart from the income that it receives
from the asset(s) being financed;

(c) the terms oftthe obligation give the lender a substantial degree of control over the asset(s)
and the/income that it generates; and

(d) _assa‘result of points (a) to (c) above, the primary source of repayment of the obligation is
the income generated by the asset(s), rather than the independent capacity of a broader
commercial enterprise.

An institution shall classify a specialised lending exposure as either an object finance exposure,
a commodities finance exposure or a project finance exposure_in accordance with their
definitions.

Article 122B  RISK WEIGHTS FOR SPECIALISED LENDING EXPOSURES

1.

Where ana relevant issue-specific externalrating-existscredit assessment by a nominated ECAI
is available for a specialised lending exposure, an institution shall apply the risk weight shall-be

determined—by—the—issue-specific—externalratings—according—to—Table—6treatment set out in
Article 122




(22—t b s )

2. If paragraph 1 does not have-an-issue-specific-externalratingapply, an institution shall assign
risk weights as follows:

(a) object finance exposures shall be assigned a risk weight of 100%;
(b) commaodities finance exposures shall be assigned a risk weight of 100%;

(c) project finance exposures shall be assigned a risk weight of 130% during the pre-
operational phase, and (subject to paragraph 4 below) 100% during the operational phase.

3. For the purpose of point (c) of paragraph 2{e}-abeve and paragraph 4, operational phase
means the phase in which the entity that was created to finance the project has:
(a) a positive net cash-flow that is sufficient to cover any remaining contractual obligations
relating to the completion of the project; and
(b) _declining long-term debt.
4. Where a project finance exposure is in the operational phase and is eansidered high quality in
accordance with the criteria in paragraph 5, an institution mayshall’assign a risk weight of 80%.
5. A project finance exposure shall be considered high quality if;

(a) itis an exposure to an entity that is able to meet its fiflaneial commitments in a timely
manner and its ability to do so is assessed-to-béyrobust against adverse changes in the
economic cycle and business conditions; and

(b) the following conditions are met:

(i) the entity is restricted from acting toerthe detriment of the creditors (including by not
being able to issue additional debt without the consent of existing creditors);

(i) _the entity has sufficient reserve funds or other financial arrangements to cover the
contingency funding and working capital requirements of the project;

(i) _the revenues age subject to a rate-of-return regulation or take-or-pay contract or are
availability;based;

(iv) the entity’s revenue depends on one main counterparty and this main counterparty is
one'ef the following:

(1)"a central bank, a central government, a regional government, a local authority, a
public sector entity or a corporate entity withwhich would be assigned a risk
weight of 80% or lower_under this Part and Chapter 2 of Title Il of Part Three of
CRR;

(2) a multilateral development bank which would be assigned a risk weight of 0%
under Article 117(2); or

(3) an international organisation which would be assigned a risk weight of 0% under

Article 118(1);

(v) the contractual provisions governing the exposure to the entity provide for a high
degree of protection for creditors in case of a default of the entity;



(vi) the main counterparty or other counterparties which similarly-comply-withare included
in the eligibility-eriteriafor-the-main-counterpartyscope of point (iv) will protect the

creditors from the losses resulting from a termination of the project;

(vi) all assets and contracts necessary to operate the project have been pledged to the
creditors to the extent permitted by applicable law; and

(viii) creditors may assume control of the entity in case of its default.

6. For the purposes of point (b)(ii)) of paragraph 5(b){i);, revenues are availability-based if:

(a) the entity is entitled to payments from its contractual counterparties once constructior@
completed, as long as contract conditions are fulfilled;

(b) the revenues are sized to cover operating and maintenance costs, debt servk@ts and
equity returns as the entity operates the project; and

(c) the revenues are not subject to swings in demand, and are adjusted o®or lack of
performance or lack of availability of the asset to the public. (\\Q

Article 123 RETAIL EXPOSURES

V_ N
[§
1. Subject to paragraph 2, an exposure shall be categorised a@@il exposure if it is an
exposure to: (\
(a) _one or more natural persons; or 6

(b) an SME, and the exposure meets all of th(e‘ oWing conditions:

(i) the exposure takes the form of: of the following types of exposure, excluding
derivatives, bonds, equities a‘mL her types of securities:

(1) revolving facilities (L%&nq but not limited to credit cards, charge cards and
overdrafts);

(2) term loans an@wes (including but not limited to instalment loans and vehicle
financinqghgmqements); or

(3) c'or&nts (excluding commitments to issue off-balance sheet items);

(i) t }amount (including defaulted exposures) owed to the institution, its parent
takings, its subsidiaries and subsidiaries of its parent undertakings by the
@ bliqor or group of connected clients, excluding all residential real estate exposures,

}oes not exceed GBP 880,000; and

O 4(iii) the exposure is one of a significant number of exposures with similar characteristics,
such that the risks associated with such exposures are substantially reduced.

2. Retail exposures shall exclude real estate exposures.
3. Subject to Article-123(2);paragraph 4, retail exposures shall be assigned the following risk

weights:
(a) regulatory retail exposures that are transactor exposures shall be assigned a risk weight of
45%;

(b) regulatory retail exposures that are not transactor exposures shall be assigned a risk
weight of 75%; and



(c) all other retail exposures that do not qualify as regulatory retail exposures shall be
assigned a risk weight of 100%.

24. Retail exposures arising due to loans granted by a credit institution to pensioners or employees
with a permanent contract against the unconditional transfer of part of the borrower’s pension
or salary to that credit institution shall be assigned a risk weight of 35%, provided that all the
following conditions are met:

(a) in order to repay the loan, the borrower unconditionally authorises the pension fund or
employer to make direct payments to the credit institution by deducting the monthly
payments on the loan from the borrower’s monthly pension or salary;

(b) the risks of death, inability to work, unemployment or reduction of the net monthly pension
or salary of the borrower are properly covered through an insurance policy underwritten by
the borrower to the benefit of the credit institution;

(c) the monthly payments to be made by the borrower on all loans that meetthe conditions set
out in points (a) and (b) of this paragraph do not in aggregate exceedw20% of the
borrower’s net monthly pension or salary; and

(d) the maximum original maturity of the loan is equal to or less than 10 years.

[Note: This rule eerrespendsand Article 123A correspond to Article 123 of CRR_as it applied
immediately before revocation by the Treasury]

Article 123A QUALIFYING CONDITHONS FOR-REGULATORY RETAIL EXPOSURES

1. A retail exposure will-gualifyqualifies as a regulatory retail exposure if it is either:

(a) a retail exposure to an SME; or

(b) aretail exposure to one or marénattiral persons that meets all of the following conditions
B
el en e e iedes ) the exposure is not a derivative, bond, equity or other type of
security and takes the forpa, of ahy-ef the-following-types-of-exposure:

{a }-revolving facilitieg . Aatural-persens-facility (including but not limited to credit cards, charge
cards and oyerdrafts);

{b}—), of'a term leans-and-easesto-natural-persons|oan or lease (including but not limited

tofinstalment loans, vehicle financing arrangements and student and educational
loans); of

The value of i) the retai vidually with-a
otherretailtotal amount (including defaulted exposures) te-a-single-owed to the
institution, its parent undertakings, its subsidiaries and subsidiaries of its parent
undertakings by the obligor or a-group of connected clients-must, excluding all

residential real estate exposures, does not exceed £GBP 880,000-;

Fheretail(iii) the exposure mustbeis one of a significant number of exposures with similar
characteristics; such that the risks associated with such exposures are substantially
reduced.



[Note: This rule eerrespendsand Article 123 correspond to Article 123 of CRR_as it applied

immediately before revocation by the Treasury]

Article 123B  RETAIL EXPOSURES AND RESIDENTIAL REAL ESTATE EXPOSURES WITH A
CURRENCY MISMATCH

1. Subject to paragraph 3, an institution shall apply a 1.5 times multiplier to the applicable risk.-
weight, calculated according to ArticleArticles 123,-124E-or and 124F {to 124L, as appli
subject to a maximum risk weight of 150%, to any unhedged retail exposures or unh
residential real estate exposures te-naturalpersens-wherethat are assigned to the
currency differs from the currency of the obligor’s sourceexposure classes reierr&t in points
(h) and (i) of i } } } -Article 112 ere:

(a)_the obligor is a natural person and the lending currency differs framgfe elirrency of the
obligor’s source of income; or

(b) the obligor is an entity created specifically to finance and/om&rate immovable property

where: @

(i) one or more natural persons is a guarantor to the ®xposure and receives an
economic benefit from the residential real é(ate; and

(i) the lending currency differs from the@cv of the guarantor’s income.

(a) For the purposes of paragrap xposure is hedged if:
9

(ai) the obligor has a n e or a financial hedge against the foreign exchange risk
resulting from the ci ency mismatch between the currency of the ebliger’s-income
relevant exposure; and:

b th réncy of the obligor's income; or

2) fe, urpose of point (b) of paragraph 1, the currency of the guarantor’s
ﬁ' come; and

(ii ral hedges or financial hedges together cover at least 90% of any instalment for
e exposure.

assets held by the obligor shall be determined by applying volatility adjustments to the
market value of the assets, assuming they were posted as collateral against an exposure
without a currency mismatch, and applying a 5-day liquidation period in accordance with
paragraph 2 of Credit Risk Mitigation (CRR) Part Article 223 and Credit Risk Mitigation
(CRR) Part Articles 224 to 227.

C)@ or the purpose of point (a)(ii) of paragraph 2, the value of a natural hedge comprising

2A.  For the purpose of point (a)(ii) of paragraph 2, where the exposure is a revolving facility, the
instalment amount shall be:

(a) the minimum amount required under the contractual arrangements between the institution
and the obligor;




Article 124 ~ REAL ESTATE EXPOSURES b
O\

(b) calculated assuming the revolving facility has been fully drawn in accordance with the
contractual arrangements between the institution and the obligor; and

(c) where the revolving facility can be drawn in multiple currencies, calculated assuming the
facility is fully drawn in a currency that is different to the obligor’s source of income or,
where the obligor is an entity described in point (b) of paragraph 1, a currency that is
different to the guarantor’s source of income.

Where:

(a) aninstitution is unable to identify those exposures with a currency mismatch which are
subject to paragraph 1; and %

(b) the exposure was incurred prior to 1 January 20252026, \@
.

the institution mustshall apply the risk weight multiplier of 1.5 to all unhedged, ret osures,
and unhedged residential real estate exposures that are assigned to the ex e classes
referred to in points (h) and (i) of Article 112(1), except where the curren e exposures is
differentfromthe same as the domestic currency of the country of re %cf the obligor_or
the country of employment of the obligor, subject to a maximum risk} ht of 150%.

For the purposes of this Article, source of income refers to any
flows to the obligor, including from remittances, rental inco
proceeds from selling assets or similar recourse actions

e that generates cash-
salaries, whilst excluding
institution.

1.

An institution may-enlyshall apply the risk wei@vs\et out in Articles 124E124F to 124G124l to
regulatory real estate exposures.

An institution mustshall apply the ris| ts set out in Article 124H124J to other real estate
exposures.

An institution mustshall appl egweights set out in Article 1241124K to ADC exposures.

An institution shall split a m@ real estate exposure into a residential real estate exposure and
a commercial real est 2xposure according to the ratio of the values of the residential real
estate and the Commﬁ real estate that the exposure is secured by. An institution shall
assign the relevafvnﬁs'lweiqhts set out in Article 124J to each part of the exposure, unless both
the residential(r& state exposure and the commercial real estate exposure parts of the
exposure q@qulatorv real estate exposures, in which case an institution shall assign the
relevan eights in Articles 124F to 124l to each part of the exposure.

[Note: Th@ corresponds to Articles 124-to(1), 125 and 126 of CRR-} as it applied immediately

beforeg ation by the Treasury]

A@ 124A REGULATORY REAL ESTATE EXPOSURES

1.

A real estate exposure is a regulatory real estate exposure if it is not an ADC exposure and all
the following requirements are met:

(a) the exposure meets any of the following conditions:

(i) itis secured by immovable property that :

{i—has not been acquired or is not held for development and construction purposes; of



(i) it is secured by immovable property that has been acquired or is held for these
development and construction purposes, and the development and construction is
complete;_or

(i) itis a self-build exposure.

(b) the following requirements on legal certainty are met:
(i) the charge is enforceable in all relevant jurisdictions; and

(i) the applicable legal framework means the institution is likely to be able to realise the
value of its collateral within a reasonable period following a default;

{e(c)any of the conditions relating to charges set out in points (a) to (c) of paragraph Aare’met;

(d) the value of the property is determined in accordance with Article 124D;

(e) the value of the property that the exposure is secured by does not matedigHy depend on
the performance of the borrower;

() the institution has in place procedures to monitor that the property Is adequately insured
against the risk of damage.

An exposure satisfies the criteria in point (c) of paragraphsh ¥ahy of the following conditions

are met:

(a) the exposure is secured by a first charge overthe property;-or-it-itis-secured-by-ajunior
el

(b) the institution-alse holds any-first-ch@rge-all other charges over the same property ranking
in priority ahead of the charge thatth&exposure is secured by; or

(c) all of the junierfollowing conditierts are met:

(i) the charge_that the-exposure is secured by provides the holder with a claim for
collateral that is legally enforceable and constitutes an effective credit risk mitigant
B i T T

(iii) each institionentity holding a-junior charge on a property can initiate the sale of the
property-ndependently from other entities holding a charge on the property; and

(- entities holding a seniorcharge_on a property are required to take reasonable
steps to obtain a fair market value or the best price that may be obtained in the
circumstances when exercising any power of sale;.

Article 124B UNDERWRITING STANDARDS FOR REAL ESTATE EXPOSURES

1.

An institution mustshall have an underwriting policy for originating real estate exposures which
mustshall, at a minimum, require the institution to assess the ability of the borrower to repay.

Article 124C  DETERMINING THE LOAN-TO-VALUE RATIO-FOR THE-PURPOSES-OF THE

STANBARDISED-APPROACH REGULATORY REAL ESTATE EXPOSURES

1.

The loan-to-value (LTV) for requlatory real estate exposures for the purposes of the
Standardised-ApproachArticles 124G and 124] is the amount of the loan divided by the value of
the property.




a)y—the2. The amount of the loan shall include the o tst@g loan amount and any undrawn
committed amount of the mortgage loan, without tal into account credit risk adjustments and
other own funds reductions related to the expos any form of funded or unfunded credit
protection, except for pledged deposits accou ith the lending institution that meet all
requirements for on-balance sheet netti et in the Credit Risk Mitigation (CRR) Part and
that have been unconditionally and irre pledged for the sole purposes of payment of the
mertgage-loan:-.

(b) — the3. The amount of the IQanﬁbSﬂ is used for the calculation of the LTV shall include all
other loans secured with cha%s ranking in priority ahead of or pari passu with the charge that
the exposure is secured bv‘lf, ere is insufficient information to determine the ranking of other
charges the institution 90\@ rank the other charges pari passu with the charge that the
exposure is secure \

4. The value of the\@)erty must-be-appraised-shall be determined in accordance with Article
124D. &
Article 124D UATION REQUIREMENTS FOR IMMOVABLE PROPERTY FOR THE
(Q URPOSES OF THE STANDARDISED APPROACH

A
1.7~ Q Article applies for the purpose of applying the Standardised Approach to regulatory real
state exposures only.

2. An institution shall monitor the market value of the property on a frequent basis. It shall carry
out more frequent monitoring where the market is subject to significant changes in conditions.

3. Subject to paragraph 9, the value of the property is equal to the most recent valuation that has
been obtained in accordance with paragraphs 4 to 8 (a qualifying valuation).

4. An institution shall obtain a valuation when it issues a new loan for the purchase of the property
or when the institution otherwise issues a new loan secured on the property (including for the
purpose of replacing an existing loan of an existing or new obligor). If, for exposures incurred
prior to 1 January 2026, it is not reasonably practicable for an institution to establish the value




obtained at the point of purchase of the property (or when a new loan was issued), the
institution may use the most recent valuation obtained before 1 January 2026.

5. An institution shall obtain an updated valuation of the property within a reasonable amount of
time in any of the following circumstances:

(a) if an event occurs that results in a likely permanent reduction in the property’s value, the
institution shall obtain an updated valuation which confirms the decrease in value;

(b) if the institution estimates that the market value of the property has decreased by more
than 10%, the institution shall obtain an updated valuation which confirms the decrease in
value;

(c) where the amount of the loan is more than GBP 2.6 million or 5% of the own fundﬁm

institution, and three years have passed since the last qualifying valuation toé y\e or
(d)

five years have passed since the last qualifying valuation. \
6. If modifications are made to the property that unequivocally increase HS.@L {the institution
may obtain an updated valuation to confirm the increase in value. \
7. If an institution has revalued the property in accordance with poinﬂ‘tﬂof paragraph 5, it may

use the date of that valuation, or the date of the previous quali valuation that was not
obtained in accordance with point (b) of paragraph 5, to cal e whether it has to obtain an
updated valuation in accordance with points (c) or (d) ofaragraph 5.

8. For the purpose of determining the value of the progerty or the underlying land value under
paragraphs 3 to 7, 9 and 10, an institution shall Se a valuation that:

(a) is provided by a suitably

independent from-the-in

possesses the necessary quétﬁe e
()—excludeb)  excludes e%cta ions on price increases;

(d) where &%ngage loan is financing the purchase of the property, is not be-higher than
the e purchase price;-and.

e—9. f(‘\ here an exposure is a self-build exposure, the value of the property must-not
shall be the perfermancehigher of:

a) the berrewer.underlying land value obtained by the institution when the institution issued a
new mortgage loan for the purchase of the property before construction began;

(b) the most recent qualifying valuation of the property multiplied by 0.8.

10. Where an institution is required to obtain an updated valuation for a self-build exposure in
accordance with points (a) or (b) of paragraph 5, the value of the property shall be:

(a) where an updated estimate of the underlying land value is not available, the updated
property valuation multiplied by 0.8; or

(b) where an updated estimate of the underlying land value is available, the higher of:




() the updated property valuation multiplied by 0.8; and

(i) the updated estimate of the underlying land value.

Article 124D-124E DETERMINING WHETHER A REAL ESTATE EXPOSURE IS
MATERIALLY DEPENDENT ON THE CASH-FLOWS GENERATED BY THE
PROPERTY

1. A residential real estate exposure is materially dependent on the cash-flows generated by the
property H#unless it is:

(a) to one or more natural perscénd the exposure is secured by a single property that is the
obligor’s primary reside|

(b) to one or more natkal persons that individually meet the three property limit in accordance

with paragraph e\\

(c) toan entite @Eh was created specifically to finance and/or operate immovable property,
where , OF more natural persons act as a guarantor to the exposure and receive the
sol o mic benefit from the residential real estate and the entity meets the three

limit in accordance with paragraph 3;

@), \to'a public housing company or not-for-profit association regulated in the UK that exists to
\.J serve social purposes and to offer tenants long-term housing (a social housing exposure)-

Yor

(e) to an association or a cooperative of natural persons that exists with the sole purpose of
granting its members the use of a primary residence in the property securing the loans.

2. A natural person meets the three property limit referred to in point (b) of paragraph 1 if they
have no more than three qualifying properties. A qualifying property is a property that is
residential real estate, is not the primary residence of the natural person and that is either:

(a) security for a residential real estate exposure to the natural person, regardless of which
lender has the residential real estate exposure; or




(b) security for a residential real estate exposure to an entity which is created specifically to
finance and/or operate immovable property, where the natural person acts as a guarantor
to the exposure and receives the economic benefit from the residential real estate,
regardless of which lender has the residential real estate exposure.

2

3. An entity meets the three property limit as—e*eeeeleel—by—an—mdeeal—referredw\m t (c) of

paragraph 1 if all of the following conditions are met:

(a) the entity does not have more than three gualifying properties. A‘!mg Mng property is a
property that is residential real estate, is not the primary resider&\ the guarantor, and is
security for a residential real estate exposure to the entity, re(a dless of which lender has
the real estate exposure;

(b) the quarantor or guarantors, if anv are the same fo;ﬂ&ldentlal real estate exposures to

(c) the guarantor or guarantors each t sel @s meet the three property limit in accordance
with paragraph 3{b))—2.

4. For the purposes of paragraphs &each separate housing unit shall count as an individual
property, including for real estate osures secured by a single charge.

5. An institution is only requﬁ@ ssess whether a residential real estate exposure meets any of
the conditions of paragraph T'when it issues a new loan for the purchase of the property or
when the institution E%lse issues a new loan secured on the property (including for the

urpose of replaci existing loan of an existing or new client of the institution). An institution
may update itSas sment of whether a residential real estate exposure meets any of the
conditions quaph 1 at other times, provided new information is gathered and used in a

consiste, across its portfolio and updates are not applied selectively in order to reduce
equirements.

ercial real estate exposure is materially dependent on the cash-flows generated by the
erty except where each property that the exposure is secured by is predominantly used by
)he borrower for its own business purpose. The business purpose shall not include generating
income from the property on the basis of a rental agreement.

7. An institution shall assess at least annually whether the commercial real estate exposure is
materially dependent on the cash-flows generated by the property.



Article 124E 124F RISK WEIGHTS FOR REGULATORY RESIDENTIAL REAL ESTATE
EXPOSURES THAT ARE NOT MATERIALLY DEPENDENT ON THE CASH-
FLOWS GENERATED BY THE PROPERTY

1. An institution shall risk weight a regulatory residential real estate exposure that is not materially
dependent on the cash-flows generated by the property as follows:

(a) the part of the exposure up to 55% of the preperty-value of the property shall be assigned
a risk weighted-atweight of 20%; and

(b) the risk weight of the counterparty;-as-set-eut-in-paragraph-3; shall be applied to the
residual part of the exposure-, if any)-, in accordance with Article 124L. @6

2. For the purposes of point (a) of paragraph 1{a)}-abeve, where there are charges o@roperty
that are not held by the institution_and rank in priority either ahead of, or pari pas&[ h, the
charge that the exposure is secured by, the part of the institution’s exposure, is‘eligible for
the 20% risk weight shall be determined as follows:

where(a) if the institution-helds-theexposure is secured by a junior c‘t\o }
charges-netheld-by-the-institution, the amount of 55% of the e'of the property value
shall be reduced by the amount of these-seniorchargesal rges not held by the
institution that rank in priority ahead of the charge that thve osure is secured by;

(b) where charges not held by the institution rank pari ﬂ%ﬂ with the institution’s-charge_that
the exposure is secured by, the amount of 55% he value of the property-vaiue, reduced
by the amount of mere-seniorany charges by the institution {that rank in priority
ahead of the charge that the exposure is g8eured by, if any);, should be reduced by the

product of: \

(i) 55% of the value of the pr(£ , reduced by the amount of any seniercharges
that rank in priority aheal the charge that the exposure is secured by, if any,

including charges held by and not held by the institution; and held-by

(i) _the amount ofseharges not held by the institution that rank pari passu with the
instituti rge that the exposure is secured by, divided by the sum of all pari
. including charges held and not held by the institution.




Article 124F-124G RISK WEIGHTS FOR REGULATORY RESIDENTIAL REAL ESTATE
EXPOSURES THAT ARE MATERIALLY DEPENDENT ON THE CASH-FLOWS GENERATED BY
THE PROPERTY

1. Subject to paragraph 2, an institution shall risk weight the whole of a regulatory residential real
estate exposure that is materially dependent on the cash flows generated by the proper
accordance with Table 6B:

Table 6B (0\

Loan- LTV < 50% < 60% < 6070% 80% < 90% < LTV= >
to- 50% LTV < LTV < <LTVs | LTVSs LTV < 100%
value 60% 70% 80% 90% 100%

Risk 30% 35% 4540% 50% 60% 75% 105%
weight

2. Where a regulatory residenti&ga estate exposure is materially dependent on the cash-flows

from the property and ther@ harges not held by the institution ranking in priority ahead of
the charge that the exp ur?'@ secured by, the institution shall multiply the risk weight that
would otherwise be asSigned in accordance with Table 6B by 1.25 if the LTV is more than 50%.

Article 124G-124H ’\%SK WEIGHTS FOR REGULATORY COMMERCIAL REAL ESTATE
%SURES THAT ARE NOT MATERIALLY DEPENDENT ON THE CASH-
WS GENERATED BY THE PROPERTY

NS
1. @@ution shall assign a risk weight a-regulatory-commercial-real-estate-exposure-athotless

Wtﬁ a regulatory commercial real estate

exposure to a natural person or SME that is not materially dependent on the cash-flows
generated by the property in-accordance-with-the-risk-weight-of the-counterparty;-as seteutin
paragraph-4save-thatfollows:

(a) the part of the exposure up to 55% of the value of the property value-mayshall be assigned
a risk-weighted-at weight of 60%-—%; and

(b) the risk weight of the counterparty shall be assigned to the residual part of the exposure, if
any, in accordance with Article 124L.

| Inserted Cells

\ Inserted Cells




2. 3.——For the purposes of paragraph 2-abevel, where there are charges on the property
that are not held by the institution_that rank in priority either ahead of, or pari passu with, the
charge that the exposure is secured by, the part of the institution’s exposure that is eligible for

the 60% risk weight shall be determined as follows:

where(a) if the institution-helds-the-exposure is secured by a junior charge-and-there-are-senior
charges-netheld-by-theinstitution, the amount of 55% of the value of the property value
shall be reduced by the amount of these-senierchargesany charges not held by the
institution that rank in priority ahead of the charge that the exposure is secured by;

(b) where charges not held by the institution rank pari passu with the institution’s-charge_that
the exposure is secured by, the amount of 55% of the value of the property-value, re d
by the amount of mere-seniorcharges not held by the institution {that rank in prigri ead
of the charge that the exposure is secured by, if any};, should be reduced by th duct

of: K
(i) 55% of the value of the property-value, reduced by the amoun@\eﬁ&wcharges

that rank in priority ahead of the charge that the exposure is.s by, if any,
including charges {if-any-beth-held by and not held by the sﬁ\g ion; and-held-by
otherinstitutions)and 4

@k pari passu with the

ivided by the sum of all pari
by the institution.

(i) _the amount of charges not held by the institution tl
institution’s-charge that the exposure is secure
passu charges, including charges held and,not

3. An institution shall, to the entirety of a requlatory u) rcial real estate exposure that is not to
a natural person or an SME and that is not m y dependent on the cash-flows generated
by the property, assign a risk weight that i§{h'e gher of:

(a) 60%; and (b

b) the lower of: b

(i) the risk weight of { unterparty in accordance with point (e) of Article 1241 (1); and

(ii) the risk weigh#sthat would be assigned to the exposure under Article 124l if the
exposure aterially dependent on the cash-flows generated by the property.




ARTICLE 1241 RISK WEIGHTS FOR REGULATORY COMMERCIAL REAL ESTATE EXPOSURES

THAT ARE MATERIALLY DEPENDENT ON THE CASH-FLOWS GENERATED BY
THE PROPERTY

1. Subject to paragraph 3, an institution shall assign a risk weight of 100% to the entirety of a
regulatory commercial real estate exposure that is materially dependent on the cash-flows qener@
by the property where the LTV is less than or equal to 80%. @

N

2. Subject to paragraph 3, an institution shall assign a risk weight of 110% to the eptirefy”of a
regulatory commercial real estate exposure that is materially dependent on the cash—ﬂo*@ generated
by the property where the LTV for that exposure is greater than 80%.

3. Where a commercial real estate exposure is materially dependent m@ﬂows generated
by the property and there are charges not held by the institution that rank i@rltv ahead of the
charge that the exposure is secured by, an institution shall assign a risk%ht of:

(a) 100% to the whole of the exposure if the LTV is less than gfeqdal to 60%;

(b) 125% to the whole of the exposure if the LTV is qrg@n 60% and less than or equal to
80%:; or

(©) 137.5% to the whole of the exposure if the L%LQreater than 80%.

&

Article 124H4—124)  RISK WEIGHT THER REAL ESTATE EXPOSURES

1. An institution shall assign a r|s(we|qht of 150% to any other real estate expoesuresexposure
that is materially dependen@me cash-flows generated by the property.

2. An institution(shall assign a risk weight
equal to the preperty-at-150%-

i rig) ight anof the counterparty to any other real estate exposure that is a
residential state exposure and that is not materially dependent on the cash-flows
generat @ﬁe property in accordance with Article 124L.

3. An | n shall assign to any other real estate exposure that is a commercial real estate
expd stre and that is not materially dependent on the cash-flows generated by the property a

g;k weight that is the higher of:
Qa) 60%; and

(b) the risk weight of the counterparty in accordance with Article 124L.




Article-1241——Article 124K RISK WEIGHTS FOR ACQUISITION, DEVELOPMENT AND

CONSTRUCTION (ADC) EXPOSURES

1.

Subject to paragraph 2, an institution shall assign a risk weight of 150% to an ADE€ eXposure-at
150%..

2. Netwithstanding-paragraph-1-anrAn institution may assign a risk weight of".08% to an ADC

exposure tefinancing any land acquisition for the development and c@nstruction of residential
real estate-at-100%, or financing the development and constructiop of residential real estate if:

(a) the exposure meetsis subject to prudent underwriting standares, including for the

regquirementsin-Article 124A () (e):valuation of any real(eSiate used as security for the
exposure; and

(b) at least one of the following conditions is met;

(i) legally binding pre-sale or pre-lease(contracts_for the sale or lease of the relevant land
or residential real estate, for whieh thepurchaser or tenant has made a substantial
cash deposit which is subject.to forfeiture if the contract is terminated, amount to a
significant portion of total contracts; or

(i) _the borrower has substantial equity at risk.

Article 124L  COUNTERPARTY.RISK WEIGHTS FOR REAL ESTATE EXPOSURES

1.

For the purposes ofgpoint (b) of Article 124F(1), Article 124H(1) and (3) and Article 124J(2) and
(3), the relevant cGunterparty risk weights are:

(a) for an exXposure to a natural person or persons, 75%;

(b) forlanjexposure to an SME that would meet the qualifying conditions for a retail exposure if
Article 123(2) was disapplied, 75%;

(c) ) for an exposure to an SME that does not satisfy the criteria in point (b) of this paragraph,
85%;

(d) for residential real estate exposures that are social housing exposures under point (d) of
Article 124E(1), or residential real estate exposures to an association or cooperative of
natural persons under point (e) of Article 124E(1), the higher of:

(i) 75%; and

(ii) the risk weight that would be assigned to an unsecured exposure to that counterparty
under this Part and Chapter 2 of Title Il of Part Three of CRR; or



(e) for exposures to other counterparties, the risk weight that would be assigned to an
unsecured exposure to that counterparty under this Part and Chapter 2 of Title Il of Part
Three of CRR.

Article 125 EXPOSURES FULLY AND COMPLETELY SECURED BY MORTGAGES ON

RESIDENTIAL PROPERTY

[Note: Provision left blank]

Article 126 EXPOSURES FULLY AND COMPLETELY SECURED BY MORTGAGES ON

COMMERCIAL IMMOVABLE PROPERTY

[Note: Provision left blank]

Article 127 EXPOSURES IN DEFAULT

1. —Save-forresidential-retail-exposuresreferred Subject to in-paragraph'd,'the unsecured

part-of-any-item-orfacility-{er-part of any item or facility which is not sibjectto-a-guarantee)
whichsecured by recognised collateral or covered by recognised unfunded credit protection and
is a defaulted exposure shall be assigned a risk weight of:

(a) 150%, where the sumamount of specific credit risk adjustments and-ef the-amounts

dedueted-(in accordance with Own-Funds-and-Eligildle biabilitiesCredit Risk: General
Provisions (CRR) Part Article 36{1)}{m110 and Cbmmission Delegated Regulation (EU) No

183/2014) is less than 20% of the outstandingsamount of the item or facility; or

(b) 100%, where the sumamount of the specific/credit risk adjustments and-ef the-amounts
deducted-(in accordance with Own-EdRds-and-Eligible-LiabilitiesCredit Risk: General
Provisions (CRR) Part Article 36(fx210 and Commission Delegated Regulation (EU) No

183/2014) is equal to or greaterithan 20% of the outstanding amount of the item or facility.

For the purpose of determinifigparagraph 1, the secured-or-guaranteed-part of the defaulted
exposure;-eligible_not secug€by recognised collateral and-guaranteesor covered by
recognised unfunded credit Brotection shall be these-eligible-forereditrisk-mitigation

purpesesdetermined baset on the collateral or unfunded credit protection that the institution
has recognised under the Credit Risk Mitigation (CRR) Part-_in accordance with the method the
institution has ‘appfigd to recognise that collateral or unfunded credit protection under paragraph
2 of Credit RiSk Mitigation (CRR) Part Article 191A.

A resideftialetailreal estate exposure which is a defaulted exposure and deesis not fall-within
scopéMaterially dependent on the cash-flows of Article124B{3jthe property shall be assigned a
riski-weight of 100%.

[Note: This rule corresponds to Article 127 of CRR as it applied immediately before revocation by the

Tréasdry

Article 128 HEMS-EXPOSURES ASSOCIATED WITH PARTICULARLY HIGH RISK

1.

An institution shall assign a 150% risk weight to exposures that are associated with particularly
high risk.

[Note: Provision left blank]

When assessing whether an exposure is associated with particularly high risk, an institution
shall take into account the following risk characteristics:



(a) thereis a high risk of loss as a result of a default of the obligor;
(b) itis impossible to assess adequately whether the exposure falls under point (a).

[Note: Fhis-Paragraphs 1 and 3 of this rule eerrespendscorrespond to Articles 128(1) and (3) of CRR
as it applied immediately before revocation by the Treasury]

Article 129 EXPOSURES IN THE FORM OF ELIGIBLE COVERED BONDS

1—TFoebel. Subjectto paragraph 6, eligible for-the-preferential-treatment-set-out-in-paragraphs4
to-5-covered bonds are CRR covered bonds-must which meet the requirements set-eutin
paragraphparagraphs 3 and 7 and beare collateralised by any of the following eligible asséts?

(a) exposures to or guaranteed by:

(i) the central government of the United-KingdemUK;

(i) the Bank of England;

(iii) a regional government of the United-KingdemUK; or

(iv) a public sector entity or local authority in the United-KjagtlomUK;
(b) exposures to or guaranteed by:

(i) __third country central governments;

(i) _third country central banks;

(iii) _multilateral development banks;

(iv) international organisations referred to in Article 118(1);

(v) third country public secter entities that are risk-weighted in accordance with Article
116(1) or (2) and that,gualify for the credit quality step 1 as set-outin-this-Partmapped
in Commission ImMplementing Requlation (EU) 2016/1799 of 7 October 2016;

(vi) third country,regional governments or third country local authorities that are risk-
weighted iR.accordance with Article 115(1) or which are risk-weighted as exposures to
institutions or central governments andor central banks in accordance with Article
115(%)4) of CRR and that qualify for the credit quality step 1 as set-eutmapped in this
Hd:Commission Implementing Regulation (EU) 2016/1799 of 7 October 2016; and

{vil) exposures within the meaning of this sub-paragraphpoint (b) that qualify as a
minimum for the credit quality step 2 as set-eutin-this-Partmapped in Commission
Implementing Regulation (EU) 2016/1799 of 7 October 2016, provided that they do
not exceed 20% of the nominal amount of outstanding covered bonds of the issuing
institutions;

(c) exposures to institutions that qualify-forthehave a credit assessment which corresponds
with a credit quality step of 1 or 2 as seteutmapped in this-PartCommission Implementing
Requlation (EU) 2016/1799 of 7 October 2016, provided that the total exposures of this
kind shall not exceed 15% of the nominal amount of outstanding covered bonds of the
issuing institution: } : .




1A

1B.

(d) loans secured by residential real estate up to the lesser of the principal amount of the
charges that are combined with any prior charges and 80% of the value of the pledged
properties;

(e) [Note: Provision left blank]

(f) eligible loans secured by commercial immovable property up to the lesser of the principal
amount of the charges that are combined with any prior charges and 60% of the value of
the pledged properties. Loans secured by commercial immovable property are eligible for

the purpose of this sub-paragraph-fpoint (f) where:

(i) _the loan to value ratio of 60% is exceeded up to a maximum level of 70% if the value
of the total assets pledged as collateral for the covered bonds exceed the nominal
amount outstanding on the covered bond by at least 10%;

(i) _the bondholders' claim meets the legal certainty requirements set ouit in Credit Risk
Mitigation (CRR) Part; and

(ii) _the bondholders' claim shall take priority over all other claims‘erthe collateral;

(9) loans secured by maritime liens on ships up to the difference‘between 60% of the value of
the pledged ship and the value of any prior maritime liens!

For the purposes of point (c) of paragraph 1, exposures €¢aused by transmission and
management of payments of the obligors of, or liquidation proceeds in respect of, loans
secured by pledged properties of the senior units or debt securities shall not be comprised in
calculating the limits referred to in those points,

An institution may, for the purposes of point (c) ‘of paragraph 1 and with the prior permission of
the PRA, apply credit quality step 2 for up‘to10% of the total exposure of the nominal amount
of outstanding covered bonds of the_issting institution to the extent and subject to any
modifications set out in the permission. When applying for such permission, the institution shall
demonstrate to the satisfaction of the PRA that significant potential concentration problems in
the United-KingdemUK can e, documented due to the application of the credit quality step 1
requirement referred to in that’point.

[Note: This is a permission-under sections 144G and 192XC of FSMA to which Part 8 of the Capital
Requirements Regulation applies-}]

2.

The situationsireferred to in points (a) to (f) of paragraph 1 shall also include collateral that is
exclusively/restricted by legislation to the protection of the bend-heldersbondholders against
losses.

Ifmmovable property collateralising €RReligible covered bonds mustshall meet:

(a) the requirements set out in Credit Risk Mitigation (CRR) Part Article 208 and-excluding the
requirement to review valuations in the event of default set out in point (b)(i) of paragraph
3 of that Article; and

(b) the valuation rules set out in paragraph 1 of Credit Risk Mitigation (CRR) Part Article
229(1)., excluding the adjustments to reflect prior charges set out in points (b) and (c) of
that Article.

CRREligible covered bonds for which a credit assessment by a nominated ECAI is available
shall be assigned a risk weight in accordance with Table 6a7 which corresponds to the credit



assessment of the ECAI as mapped in Commission Implementing Regulation (EU) 2016/1799
of 7 October 2016.

Table 6a7

Credit 1 2 3 4 5 6
quality
step

Risk 10% 20% 20% 50% 50% 100%
weight

An institution shall conduct due diligence to ensure that the external ratingscredit assessments
appropriately and prudently reflect the creditworthiness of the SRReligible covered bondsto
which the institution is exposed. If the due diligence analysis reflects higher risk charagteristics
than that implied by the credit quality step of the exposure, the institution shall assign a risk
weight associated with a credit quality step that is at least one step higher than‘the risk weight
determined by the external ratingcredit assessment.

CRREligible covered bonds for which a credit assessment by a nominated ECAI is not
available shall be assigned a risk weight on the basis of the risk -weight assigned to senior
unsecured exposures to the institution which issues them. Thefollowing correspondence
between risk weights shall apply:

(a) if the exposures to the institution are assigned a riskiweight of 20%, the CRReligible
covered bonds shall be assigned a risk weight f'10%;

(aa) if the exposures to the institution are assigned, a risk weight of 30%, the CRReligible
covered bonds shall be assigned a risk weight of 15%;

(ab) if the exposures to the institution are,assigned a risk weight of 40%, the CRReligible
covered bonds shall be assigned a-risk weight of 20%;

(b) if the exposures to the institution are assigned a risk weight of 50%, the SRReligible
covered bonds shall be"assigned a risk weight of 25%;

(ba) if the exposures t@ the institution are assigned a risk weight of 75%, the CRReligible
covered bonds(shall be assigned a risk weight of 35%;

(c) if the exposures to the institution are assigned a risk weight of 100%, the SRReligible
coveredhbonds shall be assigned a risk weight of 50%; or

(d) ifthe-.exposures to the institution are assigned a risk weight of 150%, the CRReligible
cavered bonds shall be assigned a risk weight of 100%.

CRR covered bonds issued before 31 December 2007 are-nrotwhich meet the requirements of
paragraph 7 shall be eligible covered bonds until their maturity and shall not be subject to the
requirements of paragraphs 1 and 3. Fhey-are-eligible-for the preferential-treatment-under
—Exposures-in-theform-of- CRR covered bonds are only eligible for-preferential-treatmentin

accordance-with-this-Article,provided-thatcovered bonds where the institution investing in
the CRR covered bonds:

(a) receives portfolio information at least on:

(i) the value of the cover pool and outstanding CRR covered bonds;



(ii) the geographical distribution and type of cover assets, loan size, interest rate and
currency risks;

(i) the maturity structure of cover assets and CRR covered bonds; and
(iv) the percentage of loans more than 90 days past due; and

(b) the issuer makes the information referred to in point (a) available to the institution at least
semi-annually.

[Note: This rule corresponds to Article 129 of CRR as it applied immediately before revocation by the

Treasury

Article 130 ITEMS REPRESENTING SECURITISATION POSITIONS

[Note: Provision not in PRA Rulebook]

Article 131 EXPOSURES TO INSTITUTIONS AND CORPORATES WITHA SHORT-TERM
CREDIT ASSESSMENT

[Note: See-Articles-120-and-122Provision left blank

Article 132 OWN FUNDS REQUIREMENTS FOR EXPOSURES'IN THE FORM OF UNITS OR
SHARES IN CIUS

1. An institution shall calculate the risk-weighted exposure amount for their exposures in the form
of units or shares in a CIU by multiplying the riskiweighted exposure amount of the CIU's
exposures, calculated in accordance with the approaches referred to in the first subparagraph
of paragraph 2, with the percentage of units or shares held by those institutions.

2. Where the conditions set out in paragraph 3 of this Article are met, an institution may apply the
look-through approach in accerdance with Article 132A(1) or the mandate-based approach in
accordance with Article 132A(2).

Subject to Article 132B(2), aninstitution that does not apply the look-through approach or the
mandate-based approach‘shall assign a risk weight of 1,250% (‘fall-back approach’) to their
exposures in the form of units or shares in a CIU.

An institution may ‘calculate the risk-weighted exposure amount for their exposures in the form
of units or shares in a CIU by using a combination of the approaches referred to in this
paragraphy, provided that the conditions for using those approaches are met.

3. An institution may determine the risk-weighted exposure amount of a CIU's exposures in
aceordance with the approaches set out in Article 132A where all the following conditions are
met:

(a) [Note: previsienProvision left blank}]
(b) the CIU's prospectus or equivalent document includes the following:
(i) the categories of assets in which the CIU is authorised to invest;

(i) where investment limits apply, the relative limits and the methodologies to calculate
them; and

(c) reporting by the CIU or the CIU management company to the institution complies with the
following requirements:



(i) the exposures of the CIU are reported at least quarterly;

(ii) the granularity of the financial information is sufficient to allow the institution to
calculate the CIU's risk-weighted exposure amount in accordance with the approach
chosen by the institution; and

(iii) where the institution applies the look-through approach, information about the
underlying exposures is verified by an independent third party.

By way of derogation from point (c)(i) of the first subparagraph, where the institution determines
the risk-weighted exposure amount of a ClU's exposures in accordance with the mandate-
based approach, the reporting by the CIU or the CIU management company to the institution
may be limited to the investment mandate of the CIU and any changes thereof and may.be
done only when the institution incurs the exposure to the CIU for the first time and whenthere
is a change in the investment mandate of the CIU.

An institution that does not have adequate data or information to calculate the,risk-weighted
exposure amount of a CIU's exposures in accordance with the approaches,set out in Article
132A may rely on the calculations of a third party, provided that all the follewing conditions are
met:

(a) the third party is one of the following:

(i) the depository institution or the depository finaneialtinstitution of the CIU, provided
that the CIU exclusively invests in securities andhdeposits all securities at that
depository institution or depository financial institution;

(ii) for ClUs not covered by point (a)(i}-ef thi>-peint;), the CIU management company;

(b) the third party carries out the calculation.in accordance with the approaches set out in
Article 132A(1), (2) or (3), as applicable; and

(c) an external auditor has confitmed the correctness of the third party's calculation.

An institution that relies on third-party calculations shall multiply the risk-weighted exposure
amount of a CIU's exposuresTesulting from those calculations by a factor of 1.2.

By way of derogation from the second subparagraph, where the institution has unrestricted
access to the detdiled"calculations carried out by the third party, the factor of 1.2 shall not
apply. The institution shall be able to, upon request by the PRA, provide those calculations-te

the PRA-upon request.

Where_ an institution applies the approaches referred to in Article 132A for the purpose of
caletlating’the risk-weighted exposure amount of a CIU's exposures (‘level 1 CIU’), and any of
the,underlying exposures of the level 1 CIU is an exposure in the form of units or shares in
another CIU (‘level 2 CIU’), the risk-weighted exposure amount of the level 2 CIU's exposures
may be calculated by using any of the three approaches described in paragraph 2 of this
Article. The institution may use the look-through approach to calculate the risk-weighted
exposure amounts of CIUs' exposures in level 3 and any subsequent level only where it used
that approach for the calculation in the preceding level. In any other scenario it shall use the
fall-back approach.

The risk-weighted exposure amount of a CIU's exposures calculated in accordance with the
look-through approach and the mandate-based approach set out in Article 132A(1) and (2)
shall be capped at the risk-weighted amount of that CIU's exposures calculated in accordance
with the fall-back approach.



7. By way of derogation from paragraph 1 of this Article, an institution that applies the look-
through approach in accordance with Article 132A(1) may calculate the risk-weighted exposure
amount for their exposures in the form of units or shares in a CIU by multiplying the exposure
values of those exposures, calculated in accordance with Article 111, with the risk weight
(RW) calculated in accordance with the formula set out in Article 132C, provided that the
following conditions are met:

@

(b)

@

(b)

(©

(d)

the institution measures the value of its holdings of units or shares in a CIU at historical
cost but measuremeasures the value of the underlying assets of the CIU at fair value if
they apply the look-through approach; and

a change in the market value of the units or shares for which the institution measures(the
value at historical cost changes neither the amount of own funds of the institution nor the
exposure value associated with those holdings.

An institution mustshall notify the PRA if either:

(i) the total risk-weighted exposure amounts for all of its exposures in the form of units or
shares in relevant ClUs exceed 0.5% of the institution’s fotal risk-weighted exposures
for credit risk and dilution risk calculated in accordange/with Title Il of Part Three of
CRR and the Credit Risk: General Provisions (CRR)’Part, the Credit Risk:
Standardised Approach (CRR) Part, the Credit,Risk™ Internal Ratings Based Approach
(CRR) Part, the Credit Risk Mitigation (CRR), Part and the Counterparty Credit Risk
(CRR) Part; or

(ii) the total exposure values for all of its gxposures in the form of units or shares in
relevant ClUs exceed £GBP 5@0+million;

in each case calculated on an individual or consolidated basis.

An institution mustshall makeé the notification in point (a) of this paragraph promptly if:

(i) atany time either©fthe thresholds in point (a)(i) or (ii) of this paragraph is reached;
and

(ii) until suchtime as it makes a notification under {€};point (c) of this paragraph, on an
annual(basis thereafter.

An instifution which has made or is required to have made a naotification under point (a)
mystof this paragraph shall also notify the PRA promptly when both the total risk-weighted
eéxposure amounts and total exposure values are below the relevant thresholds set out in

point (a)-£)(i) and (ii}-) of this paragraph.

An institution mustshall include in the notification made under {a):point (a) of this
paragraph:

(i) alist of the countries in which fund managers of all relevant ClUs to which it is
exposed are located; and

(i) the total exposure values and total risk-weighted exposure amounts in respect of its
exposures in the form of units or shares in relevant ClUs for each of those countries.

[Note: This rule corresponds to Article 132 of CRR}: as it applied immediately before revocation by the

Treasury




Article 132A° APPROACHES FOR CALCULATING RISK-WEIGHTED EXPOSURE AMOUNTS
OF CIUS

1. Where the conditions set out in Article 132(3) are met, an institution that has sufficient
information about the individual underlying exposures of a CIU shall look through to those
exposures to calculate the risk-weighted exposure amount of the CIU, risk weighting all
underlying exposures of the CIU as if they were directly held by the institution.

2. Where the conditions set out in Article 132(3) are met, an institution that does not have
sufficient information about the individual underlying exposures of a CIU to use the look-
through approach may calculate the risk-weighted exposure amount of those exposures in
accordance with the limits set in the CIU's mandate and relevant law.

An institution shall carry out the calculations referred to in the first subparagraph underthe
assumption that the CIU first incurs exposures to the maximum extent allowed under.its
mandate or relevant law in the exposures attracting the highest own funds requirement and
then continues incurring exposures in descending order until the maximum total exposure limit
is reached, and that the CIU applies leverage to the maximum extent allowed under its
mandate or relevant law, where applicable.

An institution shall carry out the calculations referred to in the first'subparagraph in accordance
with the methods set out in the Credit Risk: Standardised Approach (CRR) Part and Chapter
Twe-of Fitle2 of Title Il of Part Three of CRR, Chapter 5 of Title/ll of Part Three of CRR, and in
the-Sections 3, 4 or 5 of Chapter 3 of Counterparty CreditRisk (CRR) Part-Sections-3,4-0r5,
as applicable.

3. By way of derogation from point (d) of paragraph3 6f Required Level of Own Funds (CRR) Part
Article 92(3};, an institution that calculates thefrisk-weighted exposure amount of a CIU's
exposures in accordance with paragraph 2%or 2 of this Article may calculate the own funds
requirement for the credit valuation adjustment risk of derivative exposures of that CIU as an
amount equal to 50% of the own funds tequirement for those derivative exposures calculated in
accordance with theSections 3, 4(0r% of Chapter 3 of Counterparty Credit Risk (CRR) Part
Sections-3,4-or5, as applicable.

By way of derogation from the first subparagraph, an institution may exclude from the
calculation of the own fands requirement for credit valuation adjustment risk derivative
exposures which watld hot be subject to that requirement if they were incurred directly by the
institution.

4, [Note: Provision left blank]

5. Where affinstitution calculates the risk-weighted exposure amount of a CIU's exposures in
accordance with paragraph 2 of this Article, and where one or more of the inputs required for
the'caleulation in Sections 3, 4 or 5 of Chapter 3 of Counterparty Credit Risk (CRR) Part
Segtions-3,4-or-5 is not available, the institution shall carry out the calculation as follows:

(a) Where the replacement cost is unknown, the institution shall set the replacement cost as
referred to in paragraph 2 of Counterparty Credit Risk (CRR) Part ArticlesArticle 274(2)
and paragraph 2 of Counterparty Credit Risk (CRR) Part Article 282{2) equal to the sum of
the notional amounts of the derivatives in the netting set, and where relevant the multiplier
referred to in paragraph 1 of Counterparty Credit Risk (CRR) Part Article 278(%) shall be
set equal to 1.

(b) Where the potential future exposure is unknown, the institution shall set the potential future
exposure as referred to in paragraph 2 of Counterparty Credit Risk (CRR) Part
ArticlesArticle 274(2) and paragraph 2 of Counterparty Credit Risk (CRR) Part Article




282(2) equal to 15% of the sum of the notional amounts of the derivatives in the netting

set.

Article 132B

EXCLUSIONS FROM THE APPROACHES FOR CALCULATING RISK-WEIGHTED
EXPOSURE AMOUNTS OF CIUS

An institution may exclude from the calculations referred to in Article 132 Common Equity Tier
1, Additional Tier 1, Tier 2 instruments and eligible liabilities instruments held by a CIU which
the institution shall deduct in accordance with paragraph 1 of Own Funds and Eligible Liabilities
(CRR) Part Article 36(1) and Articles 56, 66 and 72e of CRR respectively.

An institution may exclude from the calculations referred to in Article 132 the following
exposures that are in the form of units or shares in ClUs:

(a) equity exposures to entities whose credit obligations are assigned a 0% risk weight under
this Part, including those publicly sponsored entities where a 0% risk weight can be
applied; and

(b) equity exposures incurred under legislative programmes to promote ‘specified sectors of
the economy that provide significant subsidies for the investment te the institution and
involve some form of government oversight and restrictions«on,the equity investments,

and, in each case, apply the treatment set out in Article 133.t0/those exposures instead.

Article 132C  TREATMENT OF OFF-BALANCE-SHEET"EXPOSURES TO CIUS

1.

An institution shall calculate the risk-weighted expesure amount for their off-balance sheet
items with the potential to be converted into exposures in the form of units or shares in a CIU
by multiplying the exposure values of thase‘exposures calculated in accordance with Article
111, with the following risk weight:

(a) for all exposures for which ap-institution uses one of the approaches set out in Article

132A:
+ RWAE;, A
RW, = —— .
! El* EQ;
Ry = RE A
hl EQ;
where:

RW#*=* = the risk weight;

== the index denoting the CIU;

RWAERWEA = the risk-weighted exposure amount calculated in accordance with
Article 132A for a ClU;;

E=E{ = the exposure value of the exposures of ClUj;
A== the accounting value of assets of CIU;; and
EQi= the accounting value of the equity of CIU..

(b) for all other exposures, RWit=* = 1,250%.



Article 133 SUBORDINATED DEBT, EQUITY AND OTHER OWN FUNDS INSTRUMENTS

1. An exposure that is a subordinated debt-equity-and-ether-ewn-funds-instruments

1——An instrument-constituting, an investmentin-subordinated-debt-equityown funds instrument or
otherown-funds-instrumentsan equity instrument (including any relevant investments referred

to in paragraph 1A) shall be categorised as an equity exposure if:

(a) the return of invested funds can be achieved only by the sale of the investment or sale of
the rights to the investment or by the liquidation of the issuer;

(b) it does not put an obligation on the issuer; and
(c) it conveys a residual claim on the assets or income of the issuer.

1A.  For the purposes of paragraph 1, relevant investments include:

(a) aholding of derivative instruments tied to equity interests, and holdipgs'in’ corporations,
partnerships, limited liability companies or other types of enterpfises‘that issue ownership
interests and are engaged principally in the business of investing in equity instruments;

(b) adebt obligation or other security, partnership, derivative or ather vehicle structured with
the intent of conveying the economic substance of equity’ @wnership, including liabilities
from which the return is linked to that of equities; or

(c) equities that are recorded as a loan but arise from/a debt/equity swap made as part of the
orderly realisation or restructuring of the debt.

2. In addition to instruments falling within s¢ope of paragraph 1, exposures that are the following
instruments mustshall be categorised as,equity exposures:

(a) _an instrument with the same Sstructure as those permitted as Tier 1 capital for institutions.

(b) an instrument that puts an,obligation on the issuer and meets any of the following
conditions:

(i) the issuer may, defer indefinitely the settlement of the obligation;

(i) _the obligation requires (or permits at the issuer’s discretion) settlement by issuance of
a fixed number of the issuer’s equity shares;

(i) the"obligation requires (or permits at the issuer’s discretion) settlement by issuance of
a variable number of the issuer’s equity shares and (all else being equal) any change
in the value of the obligation is attributable to, comparable to, and in the same
direction as, the change in the value of a fixed number of the issuer’s equity shares;
or

(iv) the holder has the option to require that the obligation be settled in equity shares,

unless-the-in on-h ob ned-the priorperm onfrom-the PRA- R ord

Ia__in the case of a traded instrument, the institution has-demenstrated-to-the

satisfaction-of-the-PRAIs able to demonstrate that the instrument trades more like
the debt of the issuer than like its equity-;




n(2) in the case of a non-traded instrumentsinstrument, the institution has
demenstratedis able to the-satisfaction-ef-the-PRAdemonstrate that the instrument
should be treated as a debt position.

easonably—pra abie oR e- rat-the-n men -=.= coooo be '{?‘n.
equity exposure.
3. An equity exposure shall be assigned a risk weight of 250%, unless: the ex| e is a higher
risk equity exposure, in which case the treatment in paragraph 4 applies, or i§ Within scope of
paragraph 6, in which case the treatment referred to in paragraph 6 s\

4—Venture-capitalequity exposure shall t‘%;igned a risk weight of 400%-
[Nete:TFhisrule%, unless the exposure i j within the transitional provisions-in-Rule-3.3-of

scope of paragraph 6, in which case the treatment

referred to in paragraph 6

5 An institution shall assig a risk weight:
of 150% to an exposure tifatisa subordinated debt instrument, an own funds instrument or an equity
instrument and i assified as an equity exposure, unless the exposure is within scope of

paragraph 6,{0\ th case the treatment referred to in paragraph 6 applies.

. within scope of this paragraph are-these-that

(a) exposures required to be deducted_from own funds in accordance with Part Two of CRR or
Own Funds and Eligible Liabilities (CRR) Part Article 36;

(b) exposures assigned a risk weight of 1,250% in accordance with Article 89(3) of CRR;_and

(c) exposures assigned a risk weight of 250% in accordance with Article 48(4) of CRR:-and




[Note: This rule corresponds to Article 133 of CRR-} as it applied immediately before revocation by the

Treasury

Article 134 OTHER ITEMS

1.

Tangible assets within the meaning of item 10 under the heading ‘Assets’ in Article 4 of
Directive 86/635/EEC UK law shall be assigned a risk weight of 100%.

Prepayments and accrued income for which an institution is unable to determine the
counterparty in accordance with Directive 86/635/EEC UK law, shall be assigned a risk weight
of 100%.

Cash items in the process of collection shall be assigned a 20% risk weight. Cash in hand and
equivalent cash items shall be assigned a 0% risk weight.

Gold bullion held in own vaults or on an allocated basis to the extent backed’by bullion liabilities
shall be assigned a 0% risk weight.

In the case of asset sale and repurchase agreements and outright forward purchases, the risk
weight shall be that assigned to the assets in question and not tothé counterparties to the
transactions.

Where an institution provides credit protection for a number 6f.exposures subject to the
condition that the nth default among the exposures shall trigger payment and that this credit
event shall terminate the contract, the risk weights of the exposures included in the basket
willshall be aggregated, excluding n-1 exposures{ up,to a maximum of 12561,250% and
multiplied by the nominal amount of the protection provided by the credit derivative to obtain the
risk-weighted exposure amount. The n-1séxpostres to be excluded from the aggregation shall
be determined on the basis that they shallinclude those exposures each of which produces a
lower risk-weighted exposure amount than the risk-weighted exposure amount of any of the
exposures included in the aggregation:

The exposure value for leases'shall be the discounted minimum lease payments. Minimum
lease payments are the payments over the lease term that the lessee is or can be required to
make and any bargain eption the exercise of which is reasonably certain. A party other than the
lessee may be requjred‘to make a payment related to the residual value of a leased property
and that payment-obligation fulfils the set of conditions in Credit Risk Mitigation (CRR) Part
Article 201 regarding the eligibility of protection providers as well as the requirements for
recognising-other types of guarantees provided in Credit Risk Mitigation (CRR) Part Articles
213 to 245, that payment obligation may be taken into account as unfunded credit protection
under€redit Risk Mitigation (CRR) Part. These exposures shall be assigned to the relevant
exposure class in accordance with Article 112. When the exposure is a residual value of leased
assets, the risk-weighted exposure amounts shall be calculated as follows: 1/t * 100% *
fesidual value, where t is the greater of 1 and the nearest number of whole years of the lease
remaining.

[Note: This rule corresponds to Article 134 of CRR as it applied immediately before revocation by the

Treasury




SECTION 3 RECOGNITION AND MAPPING OF CREDIT RISK ASSESSMENT

SUB-SECTION 1 RECOGNITION OF ECAIS

Article 135 USE OF CREDIT ASSESSMENTS BY ECAIS

1. An external credit assessment may be used to determine the risk weight of an exposure under
this Part only if it has been issued by an ECAI or has been endorsed by an ECAI in accordance
with Regulation (EC) No 1060/2009.

[Note: This rule corresponds to Article 135(1) of CRR_as it applied immediately before revogationgby

the Treasury

SUB-SECTION 2 MAPPING OF ECAIP'S CREDIT ASSESSMENTS

2. [Note: Provision left blank]

Article 136 MAPPING OF ECAI'S CREDIT ASSESSMENTS

[Note: Provision not in rulebeekPRA Rulebook

SUB-SECTION 3 USE OF CREDIT ASSESSMENTS BY EXPORT CREDIT AGENCIES

Article 137 USE OF CREDIT ASSESSMENTS BY/{EXPORT CREDIT AGENCIES

1. For the purpose of Article 114, institutionsYymay tse credit assessments of an Export Credit
Agency that the institution has nominatedif €ither of the following conditions is met:

(a) itis a consensus risk score fram,Export Credit Agencies participating in the Organisation
for Economic Co-operation andbevelopment (OECD) ‘Arrangement on Guidelines for
Officially Supported Export Credits’; or

(b) the Export Credit Agency publishes its credit assessments, and the Export Credit Agency
subscribes to the @ECD agreed methodology, and the credit assessment is associated
with one of the'eight minimum export insurance premiums (MEIPs) that the OECD agreed
methodology’establishes. An institution may revoke its nomination of an Export Credit
Agency. An institution shall substantiate the revocation if there are concrete indications
that.theintention underlying the revocation is to reduce the capital adequacy requirements.

2. Exposures:for which a credit assessment by an Export Credit Agency is recognised for risk
weighting purposes shall be assigned a risk weight in accordance with Table 9.
frable 9
MEIP 0 1 2 3 4 5 6 7
Risk 0% 0% 20% 50% 100% 100% 100% 150%
weight

[Note: This rule corresponds to Article 137 of CRR _as it applied immediately before revocation by the
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SECTION 3 USE OF THE ECAI CREDIT ASSESSMENTS FOR THE DETERMINATION OF RISK

WEIGHTS

Article 138 GENERAL REQUIREMENTS

1.

An institution may nominate one or more ECAIs to be used for the determination of risk weights
to be assigned to assets and off-balance sheet items. An institution may revoke its nomination
of an ECAI. An institution shall substantiate the revocation if there are concrete indications that
the intention underlying the revocation is to reduce the-capital-adeguacy-requirements.capital
requirements. An institution shall nominate ECAIs for risk weighting in a way that is consistent
with its use of ECAIs in its risk management processes. In using a credit assessment,
institutions shall comply with all of the following requirements:

(a) an institution that has nominated one or more ECAIs shall use the credit asseSsments
produced by the nominated ECAI (or ECAISs) for beth-risk-weighting ands«isk-anagement
for-all types of exposures for which the nominated ECAI (or ECAIs) produce credit
assessments};;

(b) an institution which decides to use the credit assessments produced by an ECAI shall use
them in a continuous and consistent way over time;

(c) aninstitution shall only use-ECAls credit assessments that take into account all amounts
both in principal and in interest owed to it;

(d) where only one credit assessment is available fromr a nominated ECAI for a rated item,
that credit assessment shall be used to detérmine the risk weight for that item;

(e) where two credit assessments are availablé from nominated ECAIs and the two
correspond to different risk weights.for,a rated item, the higher risk weight shall be
assigned,;

() where more than two credit assessments are available from nominated ECAIs for a rated
item, the two assessmentsigenerating the two lowest risk weights shall be referred to. If
the two lowest risk weights are different, the higher risk weight of the two shall be
assigned. If the twio lewest risk weights are the same, that risk weight shall be assigned;
and

(9) an institution shall not use an-ECAla credit assessment that incorporates assumptions of
implicit government support for the purposes of applying a risk weight to an exposure to an
institution, unless the respective ECAl-credit assessment refersapplies to an institution
owned by or set up and sponsored by central governments, regional governments or local
authorities.

An institution may only use unsolicited credit assessments if:

(a) the unsolicited credit assessments of an ECAI do not differ in quality from solicited
assessments of that ECAI; and

(b) the ECAI has not used an unsolicited credit assessment to put pressure on a rated entity
to place an order for a credit assessment or other services,

otherwise, an institution mustshall only use solicited credit assessments.

[Note: This rule corresponds to Article 138 of CRR as it applied immediately before revocation by the
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Article 139 ISSUER AND ISSUE CREDIT ASSESSMENTS

1. Where an institution invests in a particular issue that has an issue-specific ratingcredit
assessment available from a nominated ECAI, that rating—mustcredit assessment shall be

Hubjec—tused to

Fatedre*pesurensk Welqht to be a55|qned to exposures to that issue.

3-2. Where no directly applicable issue-specific credit assessment from a nominated ECAI '@or
a particular issue, but a general credit assessment exists for the
issuer-rating,-, or the issuer has an institution-may-applyissue-specific credit asse;
different issue, then that rating-te-credit assessment shall be used in either ofithe
cases:

(a) where the credit assessment produces a higher risk weight than,if tie fssue were treated
as unrated and the exposure in question ranks pari passu or ju all respects to either
the senior unsecured exposures toof that berrower-issuer (if & q€neral credit assessment

exists for the issuer) or to the rated issue, as relevant;

to-the-low-quality-rating-te-any-unrated and the expOsure to-that-berrewerthatin question ranks
parl passu or as—sube;dma{edsenlor in aII re@g to elther the senior unsecured e

iabilities-an-institution-may pphy-that-rating exposureste—that—be#ewer—that—faﬂ
W&h}nmaeelassﬁof thatgss Q aqeneral credit assessment exists for the issuer) or to

the rated issue, as releyant

68— lpand in all c@cases, the exposure shall be treated as unrated.

26)

Where a general credit assessment is available for an issuer which:

(@ produces’ r risk weight than if the item were unrated; and
b) onl s to a limited class of liabilities,
the it'assessment may be used only in respect of exposures that fall within that class.

qraphs 2 and 2A do not apply for the purposes of Article 122B(1).
2 A credit assessment used by an institution mustshall take into account and reflect the entire
amount of credit risk exposure the institution has, in the case of an-issuerrating,to-that

berrowera general credit assessment for an institution, to the obligor or, in the case of aan
issue specific ratingcredit assessment, in respect of thatits exposure_to the issue.

83.  This Article does not prevent the application of Article 129 and, subject to paragraph 6, of
Article 138.

I

A general credit assessment effor an issuer within a corporate group cannot be used as a credit
assessment of another issuer within the same corporate group.



95.  Aninstitution may not apply a credit risk mitigation technique where the institution has relied on
an issue-specific ratingcredit assessment that reflects the use of that credit risk mitigation

technique.
6. An institution, when determining the risk weight of an exposure to an issue where:

(a) the obligor is an institution; and

(b) there is no issue-specific credit assessment available from a nominated ECAI that does
not incorporate assumptions of implicit government support in accordance with the
requirements of point (q) of Article 138(1), 6

shall use the higher of the following risk weights: \6

(i) the risk weight that would be assigned to the exposure in accordange v& paragraphs
2to 2B and 4 and Article 138;

(i) __if an issue-specific credit assessment is available from a nm@i ECAI, the risk
weight that would be assigned to the exposure if the institufl \Jsed an issue-specific
credit assessment, disregarding point (g) of Article 138(&\.’

[Note: This rule corresponds to Article 139 of CRR as it applied i tely before revocation by the

Treasury Q

Article 140 LONG-TERM AND SHORT-TERM CRE SSESSMENTS

1. An institution shall only use short-term credit sments for short-term asset and off-balance
sheet items constituting exposures to in tionS and corporates in accordance with Article 120
and 122 respectively. (b

assessment refers to, and i not be used to derive risk weights for any other item, except
in the following cases:

a) if a short-term facility is assigned a 150% risk weight, then all unrated unsecured
exposures t bligor whether short-term or long-term shall also be assigned a 150%
risk weig%

(b) if a_sht erm rated facility is assigned a 50% risk weight, no unrated short-term exposure
obligor shall be assigned a risk weight lower than 100%.

2. An institution shall only use a§o rm credit assessment for the item the short-term credit

[Note: FhiSvule corresponds to Article 140 of CRR as it applied immediately before revocation by the

Treasa

Article 141 DOMESTIC AND FOREIGN CURRENCY ITEMS

1. A credit assessment for an exposure denominated_in a currency other than in the obligor’s
domestic currency may only be used to derive a risk weight for exposures denominated in a
currency other than in the domestic currency of the erediterobligor.

2. A credit assessment for an exposure denominated in the obligor's domestic currency may only
be used to derive a risk weight for exposures denominated in the domestic currency of the
creditor.



3. Notwithstanding paragraphs 1 and 2, when an exposure arises through an institution’s
participation in a loan that has been extended, or has been guaranteed against convertibility
and transfer risk, by a multilateral development bank whose preferred creditor status is
recognised in the market and which is listed in Article 117,(2), a credit assessment that refers to
an item denominated in the creditor's domestic currency item may be used for risk weighting
purposes.

[Note: This rule corresponds to Article 141 of CRR} as it applied immediately before revocation by the

Treasury




Annex BE

Credit Risk: Internal Ratings Based Approach_(CRR) Part

In this Annex; the text is all new and is not underlined. This Annex did not accompany near-final
PS17/23.
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1 APPLICATION AND DEFINITIONS

1.1 This Part applies to:

(1) afirm thatis a CRR firm; and
(2) a CRR consolidation entity,

which for the purposes of calculating its risk-weighted exposure amounts has a permission from
the PRA (an ‘IRB permission’) to:

exceptas-otherwiseprovided-in-this-Part-dis-apphy(a) disapply the provisions of the-Credit
Risk: Standardised Approach (CRR) Part, except as otherwise provided in this Part;

and instead

(b) apply the provisions of this Part (hereinafter referred to as the ‘IRB Approach’) to the
extent and subject to any modifications set out in the permission.

[Note: Fhis-Rules 1.1 and 1.2 together with 1.2-and-Article 143(1) isand (2A) are aspermission under
sections 144G and 192XC of FSMA to which Part 8 of the Capital RequirementssRegulations

applies:{]

1.2 This Part also applies to a CRR firm and to a CRR consolidation £€ntity to the extent and for the

purpose of applying for an IRB permission.

[Note: Rules 1.1 and 1.2 together with Article 143(1) isand (2A) aréa/permission under sections 144G
and 192XC of FSMA to which Part 8 of the Capital Requirements Regulations applies-f]

1.3 Inthis Part, the following definitions shall apply:
BEEL

means an institution's best estimate’@f expected loss for a defaulted exposure as
referred to in point (h)(ii) of Articley181(1).

BIPRU

means the prudential sourcebook for banks, building societies and investment firms, as it
existed on or before 3T"December 2013.

business unit

means any separate organisational or legal entities, business lines, geographical
locations,

[Note: This definition corresponds to Article 142(1)(3) of CRR as it applied immediately before
revocation by the Treasury]

EAD

means the expected amount outstanding at default of a facility.

exposure class
havehas the meaningsmeaning given in Article 147(2).

exposure subclass



havehas the meaningsmeaning given in Article 147(2).
facility grade

means a risk category within a rating system’s facility scale, to which exposures are
assigned on the basis of a specified and distinct set of rating criteria, from which own
estimates of LGD are derived.

[Note: This definition corresponds to Article 142(1)(7) of CRR as it applied immediately before
revocation by the Treasury]

group credit risk risk-weighted exposure amount

means the sum of points (a) and (f) of paragraph 3 of Required Level of Own Fund@
(CRR) Part Article 92 on a consolidated basis where the institution is a memb

consolidation group and measured on an individual basis otherwise. 0
high-volatility commercial real estate exposure or HYCRE exposure &

means funding to real estate whereof at least one ermere-of the eﬁk@\olo_winq_typei

(and where a project is met: . Q

fain the i i ; i\\

a-change-of-planning or construction phase, the use issyﬁwon completion of the

property determines whether the real estate; is comn@_ or residential):

leans(l) commercial real estate exposures sec@ by properties of types that share
higher volatilities in portfolio default rates;

(2) exposures financing any of the land; acquisition, development and construction
(‘ADC’) efphases for commercial re_v ate that share higher volatilities in portfolio

defaults; or

(3) exposures financing the la uisition, development and construction ((ADC’) of
commercial real estate 6 e source of repayment at origination of the exposure
is either:

(@ the w@s:\rtain future sale of the real estate; or

(b) casl s whose source of repayment is substantially uncertain, unless the

b r has sufficientsubstantial equity to-abserb-mestlosses-through-the
&pﬁase#waseve;e@%p&aus%seena@eat risk.

*
income-pro u{@ real estate exposure or IPRE exposure

unding to real estate (such as, office buildings to let, retail space, multifamily
ential buildings, industrial or warehouse space, er-hotels) where the prospects for
payment and recovery on the exposure depend primarily on the cash-flows generated

: O by the asset.

large financial sector entity

means any financial sector entity whose total assets, includingtaken at the tetal
assetshighest level of its-aceounting-consolidation greupat which audited financial
statements are available, are equal to or greater than GBP 79 billion, using the most

recent audited financial statements-er-where-applicable,censolidated-financial




[Note: This definition corresponds to Article 142(1)(4) of CRR as it applied immediately before
revocation by the Treasury]

non-Retail AIRB Modelling roll-out category

has the meaning given in Article 147B(2).

obligor grade \@

means a risk category within the obligor rating scale of a rating system, to which-obligors
are assigned on the basis of a specified and distinct set of rating criteria, from which
estimates of probability of default (PD) are derived. l\

[Note: This definition corresponds to Article 142(1)(6) of CRR as it ag{@wmediately before
V4

revocation by the Treasury]

Output floor K
means the floor laid down in paragraph 3a of Require& of Own Funds (CRR) Part

Article 92. Q

Overseas Model Approach

means the use of'non-UK rating systems developed to meet
non-UK IRB requirements, in the calcul@w of UK consolidated capital requirements in
accordance with a permission gra@n er Article 143(6).

post model adjustments

means the adjustments reI&o materialthe non-compliance referred to in Article
146(3).

ratin. m

eans all of the methods, processes, controls, data collection and IT systems that
O support the assessment of credit risk, the assignment of exposures to rating grades or
C) pools, and the quantification of default and loss estimates that have been developed for
a certain type of exposures.

[Note: This definition corresponds to Article 142(1)(1) of CRR as it applied immediately before
revocation by the Treasury]

retail exposure

exposures assigned to the retail exposure class in Article 147(5).

revolving loan commitment

means a commitment arising from a revolving loan facility that lets a borrower obtain a
loan where the borrower has the flexibility to decide how often to draw from the facility




and at what time intervals. Facilities that allow prepayments and subseguent redraws of
those prepayments are considered to be revolving.

roll-out class

has the meaning given in Article 147B(1).

type of exposures

means a group of homogeneously managed exposures which are formed by a certain
type of facility and which may be limited to a single entity or a single sub-set of entities
within a group provided that the same type of exposures is managed differently in other
entities of the group.

[Note: This definition corresponds to Article 142(1)(2) of CRR as it applied immediately ©€fore
revocation by the Treasury]

unrecognised exposure adjustment

means the adjustments relating to unrecognised exposures referred to/in. Article
166A166D(6).

unregulated financial sector entity

means a financial sector entity that is not prudentially regUlated as a credit institution,
investment firm or an insurance undertaking.

[Note: This definition corresponds to Article 142(1)(5) of €RR as it applied immediately before
revocation by the Treasury]

1.4 In this Part the definition of financial sector entityMin point (27) of Article 4(1) of CRR shall have
effect as if it excludes any financial institution ¢hasatisfies each of the following conditions:

(1) the financial institution provides investntent services and other services exclusively for its
parent undertaking, for its subsididri€s or for other subsidiaries of its parent undertaking (‘its
roup’);

(2) the business of its group Seonsidered as a whole, does not satisfy any criteria that would
qualify it as a financial g€8tOr entity as defined without reference to this rule; and

(3) the financial instity{®a’s main function, and associated revenues and profits, derive from
providing internatsesvices to manage the treasury, funding and risk management positions
of its group.

2 LEVEL@RAPPLICATION

Application.of requirements on an individual basis
2.1, Annstitution to which this Part applies shall comply with this Part on an individual basis.
[NotexRule 2.1 sets out an equivalent provision to Article 6(1) of CRR that applies to this Part]

2.2 Where an institution has been given permission under Article 9(1) of CRR it shall incorporate
relevant subsidiaries in the calculation undertaken to comply with 2.1.

[Note: Rule 2.2 applies Article 9(1) of CRR to this Part where a permission under that Article has been
given]

Application of requirements on a consolidated basis

2.3 A CRR consolidation entity shall comply with this Part on the basis of its consolidated
situation.



[Note: Rule 2.3 sets out an equivalent provision to the first sentence of Article 11(1) of CRR that
applies to this Part]

2.3A4 For the purposes of applying this Part on a consolidated basis, the terms ‘institution’ and ‘UK
parent institution’ shall include a CRR consolidation entity (if it would not otherwise have been
included).

2.45 The expression ‘consolidated basis’situation’ applies for the same purposes as it does for the
purposes of Part Two and Three of CRR.

[Note: The term ‘consolidated basis’situation’ is defined in Article 4(1)(4847) of CRR]
Application of requirements on a sub-consolidated basis

2.56 An institution to which this Part applies that is required to comply with Part Two and«Part Three
of CRR on a sub-consolidated basis, shall comply with this Part on the same basis,

[Note: Rule 2.6 sets out an equivalent provision to Article 11(6) of CRR that applies to this Part]

Organisational Structure and Control Mechanisms

2.67 A CRR consolidation entity and an institution shall set up a proper arganisational structure and
appropriate internal control mechanisms in order to ensure that,the data required for
consolidation for the purposes of this Part are duly processed andforwarded.

[Note: Rule 2.67 sets out an equivalent provision to the second sefitence of Article 11(1) of CRR that
applies to this Part]

2.78 A CRR consolidation entity and an institution shall epsure that a subsidiary not subject to this
Part implements arrangements, processes and meehanisms to ensure proper consolidation for
the purposes of this Part.

[Note: Rule 2.78 sets out an equivalent provisign'to the third sentence of Article 11(1) of CRR that
applies to this Part]

3 CREDIT RISK: INTERNAL RATINGS BASED APPROACH (CRR) PART

SECTION 1 PERMISSION BY THE PRA TO USE THE IRB APPROACH
Article 142 DEFINITIONS

1. [Note: Provisionleft'blank]
2. [Note: Prqyision'left blank]

Article 148 PERMISSION TO USE THE IRB APPROACH

1.

(@) An institution may, with the prior permission of the PRA, use the IRB Approach if, when it
applies for IRB permission, it can demonstrate to the satisfaction of the PRA that its
arrangements for using the IRB Approach materially comply with this Part.

(b) For the purpose of point (a), an institution shall be considered to materially comply with
this Part if:

(i) the effect of any non-compliance is immaterial for each of its rating systems; and
(i) the overall effect of any non-compliance is immaterial.

[Note: Rules 1.1 and 1.2 together with Article 143(1) isand (2A) are a permission under sections 144G
and 192XC of FSMA to which Part 8 of the Capital Requirements Regulations applies-]]



2.

2A.

[Note: Provision left blank]

An institution shall, when making an application under paragraph 1 to the PRA, make clear in
relation to each exposure class, exposure subclass or type of exposures-{, as the case may
be), its proposal to adopt one or more of the following IRB Approaches instead of the
Standardised Approach:

(a) the Slotting Approach;
(b) the Foundation IRB Approach; or
(c) the Advanced IRB Approach.

[Note: Rules 1.1 and 1.2 together with this-Article 143(1) and (2A) isare a permission under sections
144G and 192XC of FSMA to which Part 8 of the Capital Requirements Regulations applies-{]

2B.

An institution with an IRB permission may, with the further prior permission of the PRA} in
relation to an exposure class, exposure subclass or type of exposures, adopt;

(a) instead of the Standardised Approach, any of the IRB Approaches in points (a) to (c) in
paragraph 2A, and

(b) where it already uses an IRB Approach, any of the following more'sophisticated IRB
Approaches:

(i) the Foundation IRB Approach instead of the Slotting*Approach,
(i) the Advanced IRB Approach instead of the Slotting Approach, or
(iii) the Advanced IRB Approach instead of the Foundation IRB Approach,

in each case only if the institution can demonstrate,to the satisfaction of the PRA that its
arrangements-for-complying-with-the tRB-Apprdachthe change proposed in relationte-each
relevant-exposure-class-exposure-subelaEster-the type-of-exposuresapplication materially
complycomplies with this Part.

[Note: Article 143(2B) together with (2C) is a permission under sections 144G and 192XC of FSMA to
which Part 8 of the Capital Requirements Regulations applies:}]

2C.

For the purpose of paragraph 2B, the change proposed in an institutienapplication shall be
considered to materially"eomply with this Part if:_it fully complies with this Part or if both of the
following conditions&remet:

(a) the effect'af'any non-compliance is-immaterial-for each of the institution’s relevant rating
systems¥stems would be immaterial if the institution made the proposed change; and

(b) thesoverall effect of anythe non-compliance iswould be immaterial if the institution made
the proposed change.

(@) Aninstitution may, with the prior permission of the PRA:

(i)  make material changes to the range of application of a rating system that the
institution has received permission to use,_or

(i)  make material changes to a rating system that the institution has received permission
to use,

if it is able to demonstrate to the satisfaction of the PRA that it meets at least one of the
conditions in point (b);).

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the
Capital Requirements Regulations applies-}]



3A.

(b)

The conditions referred to in point (a) are that:

(i) the changes proposed in the application under point (a) materially eempliescomply
with this Part; or

(ii) the institution is remediating-instances-of non-compliance in its rating systems and the
proposed changes under point (a) reduce the extent or degree of such non-
compliance, and no exposures would become subject to a more sophisticated
approach;

Point (b)(ii) shall not be considered to be met where an exposure becomes subject to a
more sophisticated approach from a less sophisticated approach (that is, from the
Standardised Approach to the IRB Approach, from the Foundation IRB Approach to_the
Advanced |RB Approach, or from the Slotting Approach to either the Foundation|RB
Approach or the Advanced IRB Approach).

For the purpose of point (b)(i), an-institution-the changes proposed in the,application shall
be considered to materially comply with this Part if: they fully comply withhihis Part or if
both of the following conditions are met:

(i) the effect of any non-compliance is-immaterial-for each relevant rating system_would
be immaterial if the institution made the proposed chang€s’ and

(i) the overall effect of any-non-compliance iswould bedmimaterial_if the institution made
the proposed changes.

The range of application of a rating system shall comprise‘all exposures of the relevant type of
exposures for which that rating system was developed,

An institution shall:

@

(b)

at least annually, submit details to the"PRA of all rating systems that are included within
the scope of its IRB permission;_asel

notify the PRA in accordance-with Article 143D(1) of all changes to rating systems for
which PRA permission is'notequired in accordance with this Atrticle.

[Note: Provision left blank]

An institution may, with'the prior permission of the PRA, use the Overseas Model Approach, if it
can demonstrate tothe, satisfaction of the PRA that the Overseas Model Approach complies
with the following"Cenditions:

(a) &y the ‘aggregate amount of risk-weighted exposure amounts calculated using the
Overseas'Models Approach is no more than 7.5% of the greup’s-tetalgroup credit risk risk-
weighted exposure amounts-(as-caleulated-by-the-institution-on-a-conselidated-basis) and
the'aggregate exposure value using the Overseas Model Approach is no more than 7.5%
of the group’s total exposure value-{, as calculated by the institution on a consolidated
basis); and_prior to the application of the output floor;

(b) the scope of the rating system only includes exposures of a type specified in point (c) that

are located within a subsidiary in an equivalent jurisdiction-{, as determined under Article
114(7) of CRR);, the model used in the Overseas Model Approach has been reviewed and
approved for the purpose of the institution calculating its local capital requirements by the



relevant overseas regulator, and the institution uses that model to calculate local capital
requirements in that jurisdiction;

(c) _the scope of the rating system only includes one or both of the following:

(i) retail exposures; er

(i) _exposures to SMEs that are in the corporate exposure class;, as set out in point (a)(ii)

of Article 147(5);

(d) the outputs of the rating system (such as estimates of PD, LGD, and conversion factors or
expected-ameunt-outstanding-at-defaultEAD) are derived using both historical experience
and empirical evidence (and not based purely on judgemental considerations), and the
estimates are plausible, intuitive and based on the material drivers of the respectiverrisk
parameters;

(e) the population of exposures represented in the data used for estimation, the {ending
standards used when the data were generated, and other relevant characteristics, are
comparable with those of the institution’s exposures and standards;

(f) _the number of exposures in the sample and the data period used. for quantification are
sufficient to provide confidence in the accuracy and robustness of estimates;

() the rating system provides a meaningful differentiation of risk’and is able to produce
accurate and consistent quantitative estimates of risk;

(h) material weaknesses in the rating system are adequately compensated by an adjustment to
parameter estimates;

(i) _the rating system is subject to appropriate internal governance processes, with senior
management in the overseas subsidiary possessing a general understanding of the rating
system of the institution and detailed.comprehension of its associated management reports;

(1) _the rating system is subject to an,appropriate validation of internal estimates process, with
the process being objective, consistent, and accurate; and

(k) the rating system is used o0 inform credit risk decisions.

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the Capital
Requirements Regulations applies-}]

7.

Where, on 31 December 20242025, an institution used a non-UK rating system that met the
requirements in paragraph 6 for using the Overseas Model Approach, and had PRA permission to
use the Overseas Model Approach as part of its IRB permission under Article 143 of CRR-{, as
that provision existed on 31 December 2024),2025, the institution may, after 31 December
20242025, continue to use that non-UK rating system under paragraph 6.

[Note: This rule corresponds to Article 143(1) to (4) of CRR-} as it applied immediately before
revecatjon by the Treasury]

Article 143A  RATING SYSTEMS: CATEGORIES OF CHANGES

1.

An institution shall classify the materiality of changes to the range of application of a rating
system or of changes to a rating system into one of the following categories:

(@) material changes which, as specified in Article 143(3), require permission from the PRA;_or

(b) other changes, which, as specified in point (b) of Article 143(4) require notification to the
PRA.

The changes referred to in point (b) of paragraph 1 shall further be classified into:



(@) changes that require notification before their implementation as specified in Article 143D;
or

(b) changes that require notification after their implementation.

Article 143B  RATING SYSTEMS: PRINCIPLES OF CLASSIFICATION OF CHANGES

1. An institution shall, where it is required to calculate the quantitative impact of any change on
risk-weighted exposure amounts and expected loss amounts under Article 143C and Article
143D, apply the following methodology:

(a) for the purpose of the assessment of the quantitative impact the institution shall use the
most recent data available;

(b) where a precise assessment of the quantitative impact is not feasible, the institution/shall
instead perform an assessment of the impact based on a representative sample‘erother
reliable inference methodologies; and

(c) for changes having no direct quantitative impact, no quantitative impact‘as laid down in
point (c) of Article 143C(1), needs to be calculated.

2. An institution shall not split one material change into several changes‘ef fower materiality.

3. In case of doubt, an institution shall assign changes to the categery,of the highest potential
materiality.

4, An institution shall, where the PRA has granted permissigntin relation to a material change,

calculate risk-weighted exposure amounts and expetted |0ss amounts based on the approved
material change from the date specified in the new,permission, and shall not use the version of
the rating system specified in the previous permission.

4A.  If an institution:

(a) decides not to implement an apprevedsmaterial change, it shall be-reguired-te-apply to the
PRA for permission to not implement the material-change-atalaterdate:; or

(b) wishes to vary the implementation date specified in a permission, it shall-berequired-to
apply to the PRA for permission to do so.

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the Capital
Requirements Regulations_ applies-}]

5. An institution shallin"Case of delay of the implementation of a change for which permission
from the PRAhas been granted, notify the PRA and present to the PRA a plan for a timely
implementation‘of the approved change, which it shall applyrealise within a reasonable time.

6. An institution shall, where a change is classified as one requiring prior notification to the PRA,
and'Where; subseguentlysubsequent to the notification, the institution decides not to implement
the,change, notify the PRA of this decision without undue delay.

Article 143C  RATING SYSTEMS: MATERIAL CHANGES TO THE IRB APPROACH

1. For the purposes of Article 143(3), changes to the IRB Approach shall be considered material if
they fulfil any of the following conditions:

(a) they fall under any of the changes to the range of application of a rating system described
in Appendix 2, Part 1, Section 1;

(b) they fall under any changes to the rating systems described in Appendix 2, Part 2, Section
1

(c) the change results in the institution’s risk-weighted exposure ameuntresultin-amounts:

(i) decreasing by 1.5% or more for either of the following:




: g i ing:
(1) ona consolidated basis, the overall UK parent institution’s-conselidated risk-
weighted exposure amounts for credit and dilution risk;

(2) the overall risk-weighted exposure amounts for credit and dilution risk in the case
of an institution which is neither a parent institution, nor a subsidiary;

(i) a-deecrease-ofdecreasing by 15% or more of the risk-weighted exposure amounts for
credit and dilution risk associated with the range of application of the internal-rating
system.

2. For the purposes of point (c)(i) of paragraph 1, and in accordance with Article 143B(1), the
impact of the change shall be assessed as a ratio calculated as follows:

(a) inthe numerator, the difference in the risk-weighted exposure amounts for creditand
dilution risk associated with the range of application of the internal-rating system-before
and after the change at the UK parent institution's consolidated level or atithe institution
level which is neither a parent institution, nor a subsidiary;

(b) in the denominator, the overall risk-weighted exposure amounts‘for, credit and dilution risk
before the change at the UK parent institution's consolidated level‘er, respectively, at the
institution level which is neither a parent institution, nor a subsidiary.

The calculation shall refer to the same point in time, and the(set of exposures shall be assumed
to remain constant.

3. For the purposes of point (c)(ii) of paragraph 1, and in“accordance with Article 143B(1), the
impact of the change shall be assessed as a ratig’calctlated as follows:

(a) inthe numerator, the difference in the risk;Wweighted exposure amounts for credit and
dilution risk associated with the range“ef application of the internal-rating system before
and after the change;

(b) inthe denominator, the risk-weighted exposure amounts for credit and dilution risk before
the change associated with the.range of application of the rating system.

The calculation shall refer t¢ the*'same point in time, and the set of exposures shall be assumed
to remain constant.

Article 143D RATING SYSTEMS: CHANGES TO THE IRB APPROACH NOT CONSIDERED
MATERIAL

1. An institution, shall, for changes to the IRB Approach as specified in its IRB permission which
are not mateérial (in accordance with Article 143C) but which are to be notified to the PRA in
accordance with point (b) of Article 143(4), notify the PRA as follows:

(a) \changes which fulfil any of the following conditions shall be notified to the PRA at least two
months before their implementation:

(i) changes described in Appendix 2, Part 1, Section 2;
(i) changes described in Appendix 2, Part 2, Section 2;

(i) changes which result in a decrease of atleast-5% _or more of the risk-weighted
exposure amounts for credit and dilution risk associated with the range of application
of the internal-rating system;

(b) all other changes shall be notified to the PRA after their implementation at least on an
annual basis.

2. For the purposes of point (a)(iii) of paragraph 1, and in accordance with Article 143B(1), the
impact of the change shall be assessed as a ratio calculated as follows:



(a) inthe numerator, the difference in the risk-weighted exposure amounts for credit and
dilution risk associated with the range of application of the internal-rating system before
and after the change;

(b) in the denominator, the risk-weighted exposure amounts for credit and dilution risk before
the change associated with the range of application of the rating system.

The calculation shall refer to the same point in time, and the set of exposures shall be assumed
to remain constant.

Article 143E  RATING SYSTEMS: DOCUMENTATION OF CHANGES

1.

An institution shall, for changes to the IRB Approach classified as requiring the permission/of
the PRA, submit, together with the application, the following documentation:

(a) description of the change, its rationale and objective;

(b) proposed implementation date;

(c) scope of application affected by the model change;

(d) technical and process document(s);

(e) reports of the institution’s independent review or validation;

(f) confirmation that the change has been approved through, the/institution's approval
processes by its management body or a designated committee under Article 189(1), and
the date of approval;

(g) where applicable, the quantitative impact of thei.change on the risk-weighted exposure
amounts or expected loss amounts.

An institution shall, for changes classified as reguiring notification either before or after
implementation, submit, together with thetnatification, the documentation referred to in points
(a) to (g) of paragraph 1.

Article 144 HIGH-LEVEL REQUIREMENTS FOR USING THE IRB APPROACH

1.

An institution shall meet the fallewing requirements when using the IRB Approach:

(a) each of the institutien’s rating systems shall provide for a meaningful assessment of
obligor and transaction characteristics, a meaningful differentiation of risk and accurate
and consistent'quantitative estimates of risk;

(b) internal ratings and default and loss estimates used in the calculation of own funds
requiréments and associated systems and processes shall play an essential role in the risk
mahagement and decision-making process, and in the credit approval, internal capital
allecation and corporate governance functions of the institution;

()N ‘the institution has a credit risk control unit responsible for each rating system that is
appropriately independent and free from undue influence;

(d) the institution collects and stores all relevant data to provide effective support to its credit
risk measurement and management process;

(e) the institution documents each rating system and the rationale for their design, and
validates each rating system;

(f) the institution has validated each rating system during an appropriate time period prior to
the permission to use each rating system, has assessed during this time period whether
each rating system is suited to the range of application of each rating system, and has
made necessary changes to each rating system following its assessment;



1A

2.

(g) the institution has calculated under the IRB Approach the own funds requirements
resulting from its risk parameters estimates and is able to submit the reporting as required
by Chapter 4 of Reporting (CRR) Part Article 430;_and

(h) the institution has assigned and continues to assign each exposure in the range of
application of a rating system to a rating grade or pool of each rating system.

Where the institution has implemented a rating system, or model used within a rating system,
that it has purchased from a third-party vendor, the institution shall ensure that the ratingsrating
system or model, as the case may be, and their use by the institution, complies with this Part.

[Note: Provision left blank]

[Note: This rule corresponds to Article 144-ef CRR-}(1) of CRR as it applied immediately beforg
revocation by the Treasury]

Article 145 PRIOR EXPERIENCE OF USING IRB APPROACHES

1.

An institution applying for permission to use the IRB Approach shall demonstrate to the
satisfaction of the PRA that it has been using for the IRB exposure classesiin-question rating
systems that were broadly in line with the requirements set out in Se¢tion'6 for internal risk
measurement and management purposes for at least three years prior to its qualification to use
the IRB Approach.

An institution applying for permission to use the Advanced IRBApproach for non-retail
exposures shall demonstrate to the satisfaction of the PRA'that it has been estimating and
employing own estimates of LGDs, and conversion factors’or expected-ameunts-outstanding-at
defaultEADs, in a manner that is broadly consistent with the requirements for use of own
estimates of those parameters set out in Section 6,for at least three years prior to qualification
to use the Advanced IRB Approach for nep-retdiéxposures_to institutions and corporates.

Where an institution applies for a permissien‘to extend the use of the IRB Approach as
provided for in its IRB permission, the institution shall demonstrate to the satisfaction of the
PRA that its experience as previously‘evidenced is sufficient to satisfy the requirements of
paragraphs 1 and 2 in respect.of the'additional exposures covered. If the use of a rating system
is extended to exposures thatare significantly different from the scope of the existing coverage,
such that the existing experience eannetbeis not reasonably assumed-te-beconsidered
sufficient to meet the reguirements of these provisions in respect of the additional exposures,
then the institution shall demenstrateconfirm to the satisfaction-of the-PRA in writing and submit
documentary evitlefice that demonstrates that it meets the requirements of paragraphs 1 and 2
in relation to the additional exposures.

[Note: This rule=eokresponds to Article 145 of CRR-] as it applied immediately before revocation by the

Treasury
Article 146, MEASURES TO BE TAKEN WHERE THE REQUIREMENTS CEASE TO BE MET

1.

Where an institution which has been granted a permission fremby the PRA to use the IRB
Approach does not comply with the requirements laid down in this Part, it shall notify the PRA
promptly and do one of the following:

{a)—(a) demonstrate that the effect of non-compliance is immaterial; or

(b) present a plan for addressing non-compliance in a timely retura-te-way such that the effect
of non-compliance would become immaterial, and realise this plan within a reasonable
time;-er_period.




2. Where-an-institution-netifiesFor the PRA-underpurposes of point (ba) of paragraph 1, the
institution shall demenstrate-te-the-satisfaction-ef-confirm to the PRA in writing and submit
documentary evidence that demonstrates that:

(a) it has taken into account all instances of non-compliance with the requirements;
(b) the effect of non-compliance is immaterial for each rating system; and
(c) the overall effect of non-compliance is immaterial.

3. An institution shall, where the non-compliance referred to in paragraph 1 results in a material
reduction in risk-weighted exposure amounts or expected loss amounts for a particular rating
system, quantify the following adjustments (each a ‘post model adjustments’) to offset the
impact of non-compliance in relation to risk-weighted exposure amounts and expected loss
amounts:

(a) an adjustment in respect of risk-weighted exposure amounts relating to expesures to
institutions and corporates;

(b) an adjustment in respect of risk-weighted exposure amounts relating-to ‘retail exposures;
and

(c) an adjustment in respect of expected loss amounts.

[Note: This rule corresponds to Article 146 of CRR-} as it applied imaiediately before revocation by the

Treasury

Article 147 METHODOLOGY TO ASSIGN EXPOSURES TO® EXPOSURE CLASSES AND
EXPOSURE SUBCLASSES

1. An institution shall ensure that the methodologyit uses for assigning exposures to different
exposure classes is appropriate and consistent'over time.

2. An institution shall assign each exposure,to.one of the following exposure classes and
exposure subclasses, as the case fmay-be}::

(a) exposures to central governments-and, central banks_or quasi-sovereigns;

(b) exposures to institutions

(c) exposures tg ‘corporates, which shall be divided into the following exposure subclasses:
(i) _spécialised lending exposures;
(i), Mfinancial corporates and large corporates; and
(i) other general corporates;
(d) retail exposures, which shall be divided into the following exposure subclasses:
(i) qualifying revolving retail exposures;
(ii) retail exposures secured by residential inmovable property; and
(ii) other retail;
(e) equity exposures,-which-shall-be divided-into-the following-exposure-subelasses:;
(iea) exposures in the form of units or shares in a ClU;-and
. ity:

(f) items representing securitisation positions;



(g) other non-credit obligation assets.

3. Fhe-Exposures to any of the following expesuresentities shall be assigned to the exposure
class laid-dewnreferred to in point (a) of paragraph 2: expesures-te

(a) central governments-and-;

(b) central banks:;

(c) regional governments;

(d) local authorities;

(e) public sector entities; 6

() multilateral development banks; and @
o

(q) international organisations which attract a risk weight of 0% under paragraph. redit
Risk: Standardised Approach (CRR) Part Article 118.

4, The following exposures shall be assigned to the exposure class Mdewn%;\ed to in point
(b) of paragraph 2 (exposures to institutions):

>
(a) exposures to institutions, with the exception of any exposures tr& e assigned to the
exposure class laid-downreferred to in point (e) of paragra ﬁgquity exposures) in
accordance with paragraph 6;

(b) exposures to financial institutions treated as exposu nstitutions in accordance with
Article 119(5) of CRR, with the exception of anyxexposures that are assigned to the
exposure class laid-dewnreferred to in point e%aragraph 2 (equity exposuresy;).

axposures-toregion aovernmen o) faoritias or nub ector-antities:
poesY e o gov [ pUb e 5

o-m a developmenitbanks-:

4CAA ANy credit obligation not assigned to an exposure elasses-laid-downclass referred to in points
(@), (b), (d), (e). (ea) and (f) of paragraph 2 shall be assigned to the corporate exposure class
referred to in point (c) of that paragraph (exposures to corporates).

4B4B.Exposures to corporates shall be assigned to the specialised lending exposure subclass
referred to in point (c)(i) of paragraph 2, if they possess all of the following characteristics, in
legal form or economic substance:

(a) the exposure is to an entity which was created specifically to finance and/or operate
physical assets;



(b) the borrowing entity has littlefew or no other material assets or activities, and therefore
little or no independent capacity to repay the obligation, apart from the income that it
receives from the asset(s) being financed,;

©

(d)

the terms of the obligation give the lender a substantial degree of control over the asset(s)
and the income that it generates; and

as a result of points (a) to (c), the primary source of repayment of the obligation is the
income generated by the asset(s), rather than the independent capacity of a broader
commercial enterprise.

Specialised lending exposures shall be assigned to one of the following: categories (in
accordance with their definitions): object finance exposures, project finance exposures,

commodities finance exposures, IPRE exposures or HVCRE exposures. Specialiseddehdifig
exposures that can meet both the definition of IPRE exposures and HVCRE exposurés‘shall be

assigned to HVCRE exposures.

4E4C.Exposures to corporates shall be assigned to the financial corporates and large‘corporates
exposure subclass referred to in point (c)(ii) of paragraph 2 if:

(a) they do not fall within the specialised lending exposure subclass referred to in point (c)(i) of
paragraph 2; and

(b) the exposures are to:

0]
(i)

financial sector entities; or

‘large’ corporates with censelidated-assetsgual-orgreaterto-GBP-440-million,or
having-conselidated-annual salesrevenu@ofmore than GBP 440 million, er-belenging

to-a-group-wheretaken at the total-annuakturnover for the consolidated-group-highest
level of consolidation which is grgre-theh-GBP-440-millien-performed and at which

audited financial statements aresavailable, if applicable. For this purpose,
conselidated-annual salesrgvehnite shall be calculated as the average annual amount
over the last three years:

4F4AD. Any other exposures to corporates not assigned to the exposure subclass referred to in points
{e){1(i), e-I(c)(ii) of paragraph 2 shall be assigned to the exposure subclass referred to in point
(c)(iii) of paragraph 2 (other general corporates).

5. An institution shall ensure that exposures assigned to the retail exposure class laid
dewnreferred to ifpoint (d) of paragraph 2, shal-meet the following criteria:

(a) they are one of the following:

(b)

©
(d)

0]
(i)

exposures to one or more natural persons; or

exposures to an SME, provided that the total expesures;-amount owed (including the
notional-values-of undrawn-commitments;past due exposures) to the institution-and,
its parent undertakings-and, its subsidiaries;-including-any-past-due-exposure; and
subsidiaries of its parent undertakings by the obligor elient-or group of connected
clients, but-excluding exposures secured enby residential immovable property
collateral, shall not,-te-the knowledge-of the-institution,-which-shall-have taken
reasenable-steps-to-confirm-the situation; exceed GBP 6-88-millien:-880,000;

they are treated by the institution in its risk management consistently over time and in a
similar manner;

they are not managed just as individually as exposures in the corporate exposure class;

they each represent one of a significant number of similarly managed exposures.



5A.

5B.

5C.

5D6.

In addition to the exposures listed in the first subparagraph, the present value of retail minimum
lease payments shall be included in the retail exposure class.

Retail exposures shall be assigned to the qualifying revolving retail exposures exposure
subclass referred to in point (d)(i) of paragraph 2, if they meet the following conditions:

(a) the exposures are to individuals;

(b) the exposures are revolving, unsecured, and to the extent they are not drawn, immediately
and unconditionally; cancellable by the institution. For the purpose of this point:

(i) revolving exposures are defined as those where customers’ outstanding balances are
permitted to fluctuate based on their decisions to borrow and repay, up to a limit
established by the institution; and

(i) undrawn commitments may be considered as unconditionally cancellable ifithe terms
permit the institution to cancel them to the full extent allowable under censumer
protection and related legislation;

(c) the maximumlargest aggregate nominal exposure to a single individual fout of all
aggregate nominal exposures to individuals in the sub-portfolio (is\GBP 90,000 or less;

(d) the use of the coefficient of correlation referred to in Article 154(4) is limited to portfolios
that have exhibited low volatility of loss rates, relative to théirnaverage level of loss rates,
especially within the low PD bands;

(e) the treatment as a qualifying revolving retail exposure shall be consistent with the
underlying risk characteristics of the sub-portfolio®

By way of derogation from point (b), the requirement'to be unsecured does not apply in respect
of collateralised credit facilities linked to a wage’aecount. In this case, amounts recovered from
the collateral connected to those credit facilities shall not be taken into account in the LGD
estimate.

An institution shall identify qualifying revolving retail exposures as either transactor exposures
or non-transactor exposures.dn particular, qualifying revolving retail exposures with less than
12 months of repayment histeryzshall be identified as exposures that are non-transactor
exposures.

The following exposures shall be assigned to the exposure subclass laid-dewnreferred to in
point (d)(ii) of paragraph 2: retail exposures secured by residential immovable property.

Any other retail exposures not assigned to the exposure subclass referred to in points (d)(i) or
(d)(ii) of paragraph 2 shall be assigned to the exposure subclass referred to in point (d)(iii) of
paragraphy2+(other retail).

The"fellowing exposures shall be assigned to the exposure class referred to in point (e) of
paragraph 2:

{a)——equity exposures-set-out-in-Credit-Risk-Standardised-Approach-(CRR)-Part-Article-133(1)-and

6A.

The following exposures shall be assigned to the exposure sub-class referred to in point
(e)iea) of paragraph 2: exposures in the form of units or shares in a CIU.

[Note: Provision left blank. See paragraph 4A]

The following exposures shall be assigned to the exposure sub-class referred to in point (e)(ig)
of paragraph 2:-equity-exposures-set-outin-Credit Risk:-Standardised-Approach-(CRR)-P

Article 133(1)-and-(2).




8—The (other non-credit obligation assets). This shall include the residual value of leased

properties-shall-be-assigned-to-the-exposure-¢la atd-down-r-point-{g)-of paragraph-2, except
to the extent that residual value is already included in the lease exposure laid-downreferred to
in Article 166A(4).

The exposure from providing protection under an nth-to-default basket credit derivative shall be
assigned to the same single exposure class laid-downreferred to in paragraph 2 to which the
underlying exposures in the basket would be assigned, provided that if the individual exposures
in the basket would be assigned to more than one exposure classes, the exposure shall be
assigned to the corporates exposure class laid-dewnreferred to in point (c) of paragraph 2,

[Note: This rule corresponds to Article 147 of CRR-} as it applied immediately before revocatiog’ly the

Treasury
Article 147A TREATMENT BY EXPOSURE CLASS AND EXPOSURE SUBCLASS

1.

An institution shall, for the purpose of calculating the own funds requirementfor credit risk, for
exposures assigned to the exposure class or exposure subclass-{, ag‘the,case may be), set out
in this Article, use the following specified approaches:

(a) for point (a) of Article 147(2) (central governments-and, ceptral,banks or quasi-
sovereigns), the Standardised Approach;

(b) for point (b) of Article 147(2) (institutions):

(i) the Standardised Approach for exposures Where permission has been granted under
Article 148 or Article 150;

(ii) the Foundation IRB Approach for all"gther exposures within that exposure class;

(c) for point (c)(i) of Article 147(2) (specialised lending) tefor IPRE exposures and HVCRE
exposures:

(i) the Standardised Approach.for exposures where permission has been granted under
Article 148 or Article150; or

(ii) the Slotting Approach for all other IPRE exposures te-tPRE-and HVCRE exposures;

(d) for point (c)(i) of-Article 147(2) (specialised lending) tefor object finance_exposures, project
finance expasukes and commodities finance_exposures:

(i) the Standardised Approach for exposures where permission has been granted under
Afticle’ 148 or Article 150;

Giii) the Foundation IRB Approach for exposures where permission has
been granted under Article 143(2A) or (2B) and Article 149(2) to use the Foundation
IRB Approach;

(ivii)the Advanced IRB Approach for exposures where permission has been granted under
Article 143(2A) or (2B) to use the Advanced IRB Approach;

(iv) the Slotting Approach for all other object finance exposures, project finance
exposures and commaodities finance exposures;

(e) for point (c)(ii) of Article 147(2) relating to financial corporates and large corporates:

(i) the Standardised Approach for exposures where permission has been granted under
Article 148 or Article 150;



(ii) the Foundation IRB Approach for all other exposures within that exposure subclass;
(f) for peintspoint (c)(iii) of Article 147(2) (other general corporates):

(i) the Standardised Approach for exposures where permission has been granted under
Article 148 or Article 150;

£ the Advanced IRB Approach for exposures where permission has
been granted under Article 143(2A) or (2B) to use the Advanced IRB Approach;

(iii) _the Foundation IRB Approach for all other exposures within that exposure subclass;

(g) for point (d) of Article 147(2) (retail):

(i) the Standardised Approach for exposures where permission has been granted under
Article 148 or Article 150;

(i) the Advanced IRB Approach for all other exposures within that expesure class;

(h) for point (e)) of Article 147(2) (equity), the Standardised Approach{

(i) for point (ea) of Article 147(2) (units or shares in a CIU), the approach set out in Article
152; and Article 158(4);

() for point () of Article 147(2) (items representing securitisation positions), the approach set
out in Chapter 5 of Title II;_of Part Three of CRR;

(k) for point (g) of Article 147(2) (other non-credit obligation assets), the approach set out in
Article 156, Article 158(3) and Article 168,

Article 147B  ROLL-OUT CLASSES AND CATEGORIES

1. Each of the following is a roll-out class applicable for the IRB Approach:
(a) exposures to institutions as set out in point (b) of Article 147(2);
(b) specialised lending exposures as set out in point (c)(i) of Article 147(2);

(c) exposures to purchiased receivables within the corporate exposure class in point (c) of
Article 147(2);

(d) exposures tofinancial corporates; and large corporates and to other general corporates as
set out in‘paints (c)(ii) and (c)(iii) of Article 147(2);

(e) expestikes-to-qualifying revolving retail exposures as set out in point (d)(i) of Article 147(2);
(f) ~tetail'exposures secured by residential property as set out in point (d)(ii) of Article 147(2);

(9)") exposures to purchased receivables within the retail exposure class in point (d) of Article
147(2); and

(h) exposures to other retail as set out in point (d)(iii) of Article 147(2).
2. The non-Retail AIRB Modelling roll-out category applicable for the IRB Approach is:

(a) with the exception of IPRE exposures and HVCRE exposures, exposures to specialised
lending as set out in point (c)(i) of Article 147(2);

(b) exposures to other general corporates, as set out in point (c)(iii) of Article 147(2).



Article 147C  METHODOLOGY FOR ROLL-OUT OF THE IRB APPROACH

1. An institution which has a permission to apply the IRB Approach ferseme-orallexposures-in a
rell-eutelassaccordance with Article 143 shall, subject to any permission granted under Article
148, implement the IRB Approach for sueh-all exposures referred to in Article 147B(1), except
for exposures in-each-roll-eut-class;-unlesswhich fall within the scope of points (e), (k) and (1) of
Article 150(1) and for which it has received the prior permission of the PRA to permanently use
the Standardised Approach in accordance with Article 150(1).

An institution which has

3—An-institution-which-has-permission-to-apply-the-Advanced IRB Approach for some,types of
exposures in the non-Retail AIRB Modelling roll-out category shall, subject to,any\permission
granted under Article 148, implement one or more of the following approaches for all exposures
in that category:

(a) the Advanced IRB Approach,
(b) the Slotting Approach in relation to the exposures set out in point (a) of Article 147B(2), or
(c) the Standardised Approach,

unlessunless it meets the condition in point (b) of Articled 58(4) and it has received the prior
permission of the PRA to permanently use the Foundation'IRB Approach in accordance with
Article 150(4).

Article 148 CONDITIONS FOR ROLL-OUT OF(THE'IRB APPROACH

1. An institution may, with to the prior permissien of the PRA carry out the implementation of
Article 147C(1) anrd+{2)-sequentially:

(a) across different roll-out classes,
(b) across different types of éxposures within the same roll-out class, or
(c) for a given roll-out classyacross different business units in the same group,

as set out in the permission, if it is able to demonstrate to the satisfaction of the PRA that the
conditions in paragraph 3 are met.

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the Capital
Requirements Regulations applies-}]

1A.  Aningtitution may, with the prior permission of the PRA, carry out the implementation of Article
147C(32) sequentially:

(a)) across different type of exposures within the non-Retail AIRB Modelling roll-out category,
or

(b) for a given type of exposure within the non-Retail AIRB Modelling roll-out category, across
different business units in the same group,

as set out in the permission, if it is able to demonstrate to the satisfaction of the PRA that the
conditions in paragraph 3 are met.

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the Capital
Requirements Regulations applies-}]

2. An institution shall implement the IRB Approach in accordance with a permission granted under
paragraphs 1 and 1A within such time period as-and according to such timing and sequence as




is specified in theiits IRB permission;-ard-subjectto-demenstrating-to-the satisfaction-of the

3. The conditions referred to in paragraphs 1,-2A and 21A are:

(a) the institution shall submit an implementation plan which specifies the extent to which an
institutionit intends to implement more advancedsophisticated approaches;

(b) the time period for realising the implementation plan shall be appropriate on the basis of
the nature and scale of the activities of the institution, or of any parent undertaking aneits
subsidiaries, and the number and nature of the rating systems to be implemented; and

(c) the timing and sequencing of the implementation plan shall be driven by the praeticality
and feasibility of moving to the more advancedsophisticated approaches, and not
motivated by a desire to adopt an approach that minimises the capital requirements for the
institution.

4, [Note: Provision left blank]
5. [Note: Provision left blank]
6. [Note: Provision left blank]
[Note: FhisParagraphs 1 to 3 of this rule eerrespendscorrespondto Article 148(1) to (3) of CRR:]

Article 149 CONDITIONS TO REVERT TO THE USE/OFE LESS SOPHISTICATED
APPROACHES

1. An institution that uses the IRB Approach for a particular roll-out class or type of exposures
shall continue to use that approach and Shall not instead use the Standardised Approach for
the calculation of risk-weighted exposure,amounts, previdedexcept that the institution may, with
the prior permission of the PRA, stop, using that approach and use instead the Standardised
Approach for the calculation of risk-weighted exposure amounts, if it can demonstrate to the
satisfaction of the PRA that the use of the Standardised Approach:

(a) is not proposed in order.to reduce the own funds requirement of the institution;

(b) is necessary on.the basis of the nature and complexity of the institution’s total exposures
of this type;-ané

(c) would not'have a material adverse impact on the solvency of the institution or its ability to
manage'tisk effectively-; and

(d) either

(i» would result in the Standardised Approach being applied to all exposures of the
institution; or

(i) _in accordance with Article 147C(1), would meet the requirements of Article 148(1) (on
sequential roll-out) or Article 150(1) (on permanent partial use of the Standardised

Approach).

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the Capital
Requirements Regulations applies-}]

2. An institution that uses the Advanced IRB Approach for a particular type of exposures within
the non-Retail AIRB Modelling roll-out category shall continue to use that approach and shall
not instead use the Foundation IRB Approach, previded-thatexcept that the institution may, with
the prior permission of the PRA, instead use the Foundation IRB Approach referred-te-in-Article



151{7)-if it can demonstrate to the satisfaction of the PRA that the use of the Foundation IRB
Approach for a type of exposures within the non-Retail AIRB Modelling roll-out category:

(a) is not proposed in order to reduce the own funds requirement of the institution;

(b) is necessary on the basis of nature and complexity of the institution’s total exposures of
this type;-and

(c) would not have a material adverse impact on the solvency of the institution or its ability to
manage risk effectively-; and

(d) either:

() would result in the Advanced IRB Approach no longer being applied to any expoSufes
within the non-Retail AIRB Modelling roll-out category; or

(i) _in accordance with Article 147C(3), would meet the requirements of Artigte TH8(1A)
(on sequential roll-out) or Article 150(4) (on permanent partial use of theNgoundation
IRB Approach).

[Note: This is a permission under sections 144G and 192XC of FSMA to which/{Part 8 of the Capital
Requirements Regulations applies-}]

2A.

An institution that uses the Advanced IRB Approach or the Foundation IRB Approach_in respect
of specialised lending exposures as set out in point (c)(i) of Artiale147(2) for a particular roll-out
class or type of exposures shall continue to use that approach.and shall not instead use the
Slotting Approach for the calculation of risk-weighted expesure amounts, previdedexcept that
the institution may, with the prior permission of the RRA, instead use the Slotting Approach for
the calculation of risk-weighted exposure amounts;if it’can demonstrate to the satisfaction of
the PRA that the use-ef-change proposed in thé)&letting-Appreachapplication materially
complies with this Part-in-relation-to-the relevant-exposure class, exposure-subelass-or-the type
of exposures.

For the purpose of subparagraph 4, ¢riastitutien-the change proposed in the application shall
be considered to materially comply with this Part if it fully complies with this Part or if both of the
following conditions are met:

(a) the effect of any non-campliance is-immaterial-for each rating system in the institution’s
application_would.benimmaterial if the institution made the proposed change; and

(b) the overall effect of anythe non-compliance in-the-institution’s-applieation-iswould be

immateriali™he institution made the proposed change.

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the Capital
Requirements Regulations applies-}]

[Note: [This rule corresponds to Article 149 of CRR:]

Article 150 CONDITIONS FOR PERMANENT PARTIAL USE

1.

An institution permittedwhich has been granted permission by the PRA to use the IRB Approach
in the calculation of risk-weighted exposure amounts and expected loss amounts may, with the
prior permission of the PRA, apply the Standardised Approach ferthe-fellewing-typesto a subset
of its exposures if it can demonstrate to the satisfaction of the PRA that the-reguirements-in
Articles-150A-and-Article 150B-are-metsuch exposures fall within the following categories:

(a) [Note: Provision left blank]

(b) [Note: Provision left blank]



(c) [Note: Provision left blank]

(d) [Note: Provision left blank]

(e) exposures of an institution to a counterparty which is its parent undertaking, its subsidiary or a
subsidiary of its parent undertaking provided that the counterparty is an institution or a
financial holding company, mixed financial holding company, financial institution, asset
management company or ancillary services undertaking subject to appropriate prudential
requirements or an undertaking linked by a common management relationship;

(f) [Note: Provision left blank] 6
(9) [Note: Provision left blank] @
(h) [Note: Provision left blank] 0

(i) [Note: Provision left blank] ‘\\Q
V4

() [Note: Provision left blank]

(k) all exposures within-a-in one or more roll-out elassclasses,

(0] the application of the Standardised Approach fti such roll-out class does not
result in significantly lower capital require nthwan if the IRB Approach were
applied; %

(i) the institution cannot reasonably mo, e exposures in each such roll-out class; or

(i) the exposures in each such ro%c ss are immaterial;

() all exposures in one or more typ posures, where the application of the
Standardised Approach to ithi isfi

Article 150A;

would not result

{h—aeach such type of expo ;
to-thatapplying to a majority of exposures in a roll-out class,

in the Standardised Appro
and where either: {{

(0] the ips i cannot reasonably model the exposures in each such type of

exp \Q isfi i i -, or

(ii) the

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the Capital
Requirements Regulations applies-}]



1A. For the purpose of:

a) point (k)(i) of paragraph 1, ‘significantly lower capital requirements’ means lﬁn itution

| - &
S

reasonably estimates that group credit risk risk-weighted exposure amou that roll-out
class under the Standardised Approach are less than 95% of the grou t risk risk-
weighted exposure amounts for that roll-out class on the basis of the itution applying the
IRB Approach-{in-each-caseas-calculated-by-the-institution-on-a idated-basisto

(b) point (b)ik)(ii) of paragraph 1, i id : the institution te-be
deemed-unable-tecannot reasonably model h_eexposm@w&h&@l—eué&asso_my if either:

(i) the institution does not have sufficient data to @el exposures in the roll-out class and
cannot reasonably be expected to obtain SQ‘& nt data in a timely manner, and the
deficiency in data does not arise due to @ ic non-compliance with the data collection
and storage requirement provisiong\ the"CRR-or-in-the, BIPRU or this Part as

applicable;

(i) the institution cannot reasol b&@elop a compliant modelling approach due to the
nature and complexity of th G posures in the roll-out class; or

(i) the use of the IRB Ap. h for the roll-out class deeswould not result in significant
improvements in risk rentiation or risk quantification than if the Standardised
Approach were @ed forto the exposures in the roll-out class-;

(c) point (b)k)(iii) graph 1, a- isi ialexposures are immaterial if the
institution’s Q oup credit risk risk-weighted exposure amounts-{, as calculated under the
Standardi pproach), for that roll-out class deesdo not exceed 5% of total group credit risk

-weighted exposure amounts instituti inei i




point{b(d) point (I)(i) of paragraph 1, it shall-be-considered-reasonable-for-the institution to-be
deemed-unable-tecannot reasonably model the type-of-exposures only if either:

(i) the institution does not have sufficient data to model_the exposures in the type of
exposures and cannot reasonably be expected to obtain sufficient data in a timely
manner, and the deficiency in data does not arise due to historic non-compliance with the
data collection and storage requirement provisions in the CRR-e+in-the, BIPRU or this
Part as applicable;

(i) the institution cannot reasonably develop a compliant modelling approach due to the
nature and complexity of the exposures in the type of exposures; or

(iii) the use of the IRB Approach for the type-of-exposures doeeswould not result in sign'f@t
improvements in risk differentiation or risk quantification than if the Standardisxx@
Approach were applied ferto the exposures in the type of exposures:; 0

{b)—(e) _ point (bl)(ii) of paragraph 1, a-type-ofthe exposures is-immaterialare imMmaterial in
aggregate if the institution’s total group credit risk risk-weighted exposul& ounts of all
types-of-exposures within-theacross all roll-out elassclasses for wbic tandardised
Approach is permanently applied on the basis of the firm havian%‘e; ed permission to do
so under point (bl)(ii}-efparagraph-1-dees), do not exceed 5% aofrthe total group credit risk
risk-weighted exposure amounts for thatall roll-out
the institution in-en-a-conselidated-basisto-determine

1-@)point (1) of paragraph 1, the Standardised Approach shall be considered to be applied to a
majority of exposures within the roll-out class if the total group credit risk risk-weighted
exposure amounts for all exposures to which the Standardised Approach is permanently
applied exceeds 50% of the total group credit risk risk-weighted exposure amounts for that
roll-out class. When calculating the total group credit risk risk-weighted exposure amounts, an
institution shall exclude from the numerator and the denominator the exposures set out in
points (e) of paragraph 1.

[Note: Provision left blank]

[Note: Provision left blank]

‘.b.‘*’!\’



(a) An institution which has been granted permission by the PRA to use the Advanced
IRB Approach in the calculation of risk-weighted exposure amounts and expected
loss amounts for one or more type of exposures within the non-Retail AIRB Modelling
roll-out category may, with the prior permission of the PRA, apply the Foundation IRB
Approach for a given type of exposures in that category if it can demonstrate to the
satisfaction of the PRA that the requirement in point (b) is met;

(b) An institution shall not permanently use the Foundation IRB Approach for a given type of
exposures within the non-Retail AIRB Modelling roll-out category in accordance-with-Article
150{4)-in-order to achieve lower capital requirements-fer-the-institution, compared to using the
Advanced IRB Approach.

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the Capital

Requirements Requlations applies]

[Note: This rule corresponds to Article 150(1) of CRR as it applied immediately before réyoeation by

the Treasury

SECTION 2 CALCULATION OF RISK-WEIGHTED EXPOSURE AMOUNTS
SUB-SECTION 1 TREATMENT BY TYPE OF EXPOSURE CLASS OR EXPOSURE

SUBCLASS

Article 151 METHODOLOGY FOR EACH IRB APPROACH

1.

An institution shall calculate the risk-weighted expostre,amount for credit risk for exposures
that use the Slotting Approach, the Foundation IRBYApproach or the Advanced IRB Approach in
accordance with Sub-section 2, unless:

(a) it deducts the exposure amount from,own, funds; or

(b) it deducts the exposure from CommofrrEquity Tier 1 items, Additional Tier 1 items or Tier 2
items.

An institution shall calculate thé risk-weighted exposure amounts for dilution risk for purchased

receivables in accordance with Article 157. Where an institution has full recourse to the seller of
purchased receivables for default risk and for dilution risk, the provisions of this Article and
Article 152 and Article, 2568(1) to (4) in relation to purchased receivables shall not apply and the
institution shall treat\the exposure as a collateralised exposure.

An institution §hall calculate risk-weighted exposure amounts for credit risk and dilution risk

based on the'relevant parameters associated with the exposure in question. These shall
includePDj; LGD, maturity (hereinafter referred to as ‘M’) and exposure value of the exposure.
PD and\LGD may be considered separately or jointly, in accordance with Section 4.

4. [Note: Provision left blank}:]

5.

An institution that is permitted to use the Slotting Approach shall, for exposures within the
scope of the permission, calculate risk weights in accordance with Article 153(5) and
conversion-factersexposure values in accordance with Article 166C.

An institution that is permitted to use the Foundation IRB Approach or the Advanced IRB

Approach shall, for exposures within the scope of the permission, provide its own estimates of
PDs in accordance with Section 6.

(a) An institution permitted to use the Foundation IRB Approach shall, for exposures within the
scope of the permission, use LGD values in accordance with Article 161(1) and the
conversion-facters-exposure values in accordance with Article 166C; and



(b) An institution permitted to use the Advanced IRB Approach shall, for exposures within the
scope of the permission, provide its own estimates of LGDs in accordance with Section 6
and calculate cenversion-factors-exposure values in accordance with Article 166D.

8. [Note: Provision left blank]

9. [Note: Provision left blank]

9A.

An institution that is permitted to use the-either the Foundation IRB Approach or the Advanced
IRB Approach-within-the-scope-efitsIRB-permission, shall, for exposures that are not within
point (d) of Article 147(2) and are within the scope of the permission, calculate maturity in
accordance with Article 162.

10.  [Note: Provision left blank]

[Note: This rule corresponds to Article 151 of CRR-] as it applied immediately before revocation by the

Treasury
Article 152 TREATMENT OF EXPOSURES IN THE FORM OF UNITS OR SHARES IN CIUS

1.

43A.

An institution shall calculate the risk-weighted exposure amounts for jts @xpesures in the form
of units or shares in a CIU by multiplying the risk-weighted exposure @amount of the CIU,
calculated in accordance with the approaches set out in paragrapfis 2 and 54, with the
percentage of units or shares held by the institution.

An institution shall, where the conditions set out in paragraph.3 of Credit Risk: Standardised
Approach (CRR) Part Article 132 are met and the institution has sufficient information about the
individual underlying exposures of a CIU, look through*to those underlying exposures to
calculate the risk-weighted exposure amount of thie'CIU, risk weighting all underlying exposures
of the CIU as if they were directly held by the ifstitution.

An institution may, by way of derogation‘from point (d) of paragraph 3 of Required Level of Own
Funds (CRR) Part Article 92(3)-of CRRfithe institution calculates the risk-weighted exposure
amount of the CIU in accordance with pafagraph 1 or 2 of this Article, calculate the own funds
requirement for CVA risk of derivative exposures of that CIU as an amount equal to 50% of the
own funds requirement for thoSe derivative exposures calculated in accordance with Sections
3, 4 or 5 of the-Counterparty Credit Risk (CRR) Part, as applicable.

An institution may, by wayof derogation from the-first subparagraphparagraph 3, exclude from
the calculation of thé own funds requirement for CVA risk derivative exposures which would not

be subject to thatreguirement if they were incurred directly by the institution.

An institution,that applies the look-through approach in accordance with paragraphs 2 and 3 of
this Article,and is either using the Standardised Approach or does not meet the conditions for
using/theymethods set out in this Part or one or more of the methods set out in Chapter 5 of
Title Ik, of Part Three of CRR for all or parts of the underlying exposures of the CIU, shall
Caleulate risk-weighted exposure amounts and expected loss amounts in accordance with the
following principles:

(a) [Note: Provision left blank};]

(b) for exposures assigned to the items representing securitisation positions referred to in
point (f) of Article 147(2), the institution shall apply the treatment set out in Article 254 of
CRR as if those exposures were directly held by the institution;

(c) for all other underlying exposures, the institution shall apply the Standardised Approach
laid down in the Credit Risk: Standardised Approach (CRR) Part.



An institution may, where the conditions set out in paragraph 3 of Credit Risk: Standardised
Approach (CRR) Part Article 132 are met and the institution does not have sufficient
information about the individual underlying exposures of a CIU, calculate the risk-weighted
exposure amount for those exposures in accordance with the mandate-based approach set out
in paragraph 2 of Credit Risk: Standardised Approach (CRR) Part Article 132a132A. However,
for the exposures listed in points (b) and (c) of paragraph 4 of this Article, the institution shall
apply the approaches set out therein.

An institution shall, subject to paragraph 2 of Credit Risk: Standardised Approach (CRR) Part
Article £32b132B, if the institution does not apply the look-through approach in accordance with
paragraphs 2 and 3 of this Article or the mandate-based approach in accordance with
paragraph 5 of this Article, apply the fall-back approach referred to in paragraph 2 of Credit
Risk: Standardised Approach (CRR) Part Article 132.

An institution may calculate the risk-weighted exposure amount for its exposures, inithe' form of
units or shares in a CIU by using a combination of the approaches referred tonin this Article,
provided that the conditions for using those approaches are met.

An institution that does not have adequate data or information to calculdte the risk-weighted
exposure amount of a CIU in accordance with the approaches set out'in paragraphs 2, 3, 43A
and 54 may rely on the calculations of a third party, provided that<all‘the following conditions
are met:

(a) the third party is one of either:

(i) the depository institution or the depository financial institution of the CIU, provided
that the CIU exclusively invests in securities.and deposits all securities at that
depository institution or depository finaneial institution;

(ii) for ClUs not covered by point (a){), the CIU management company;

(b) for exposures other than those list€d, in points (b) and (c) of paragraph 4 of this Atrticle, the
third party carries out the caleutation’in accordance with the look-through approach set out
in paragraph 1 of Credit Risk: Standardised Approach (CRR) Part Article 132a132A;

(c) for exposures listed in peints (a), (b) and (c) of paragraph 4, the third party carries out the
calculation in accordanee’with the approaches set out therein; and

(d) an external auditornhas confirmed the correctness of the third party's calculation.

An institution that reli€s on third party calculations shall multiply the risk-weighted exposure
amounts of a«CIU'S exposures resulting from those calculations by a factor of 1.2, unless the
institution Wasyunrestricted access to the detailed calculations carried out by the third party. The
institution shall be able to, upon request by the PRA, provide those calculations-te-the-PRA
upon-reguest.

Fonthe purposes of this Article, paragraphparagraphs 5 and 6 of Credit Risk: Standardised
Approach (CRR) Part Article 132 and Credit Risk: Standardised Approach (CRR) Part Article
132b132B shall apply. For the purposes of this Article, Credit Risk: Standardised Approach
(CRR) Part Article 232¢132C shall also apply, using the risk weights calculated in accordance
with this Part.

[Note: This rule corresponds to Article 152 of CRR-}
as it applied immediately before revocation by the Treasury]

[Note: This rule is subject to the transitional provisions in 3.9-te-3.11-6f Credit Risk: General
Provisions (CRR) Part} 3.9 to 3.11



SUB-SECTION 2 CALCULATION OF RISK-WEIGHTED EXPOSURE AMOUNTS FOR

CREDIT RISK

Article 153 RISK-WEIGHTED EXPOSURE AMOUNTS FOR EXPOSURES TO CORPORATES

AND INSTITUTIONS

2.

An institution shall, subject to the application of the specific treatments laid down in paragraphs
2, 3:-4, 5 and 5A, calculate the risk-weighted exposure amounts for exposures to corporates
and institutions according to the following formulae:

Risk-weighted exposure amount = RW - exposure value
where the risk weight (RW) is defined as:
(a) [Note: Provision left blank]
(b) ifPD =1, i.e., for defaulted exposures:

— where an institution appliesuses the LGB-values-set-eutin-Article-16%{1);Foundation
IRB Approach, RW shall be 0;

— where an institution uses the Advanced IRB Approach, RW.shall.be:
RW = max (0,12.5 - (LGD — BEEL))
where BEEL is the best estimate of expected loss (BEEL);
(c) ife<PD<1

R
RW=| LGD*N| ——"G(PD) + [——="G(0.999) | — LGD
g oD jl_R (0.999)

12.5

PD\%&M——%}% 1+ (M—25)-b

/ 1-15b

N(x) = the cumulative distribution function for a standard normal random variable (i.e. the
probability’sthat a normal random variable with mean zero and variance of one is
less than_or equal to x);

where:

G(Zz) = denotes the inverse cumulative distribution function for a standard normal
random variable (i.e. the value x such that N(x) = z);

R= denotes the coefficient of correlation, is defined as_(subject to paragraphs 2 and
4):

1-— e—SO-PD 1— e—SO-PD

M= the maturity shall be expressed in years and calculated in accordance with
Article 162;

b= the maturity adjustment factor, which is defined as:

b = (0.11852 — 0.05478 - In(PD))?

For all exposures to large financial sector entities and unregulated financial sector entities, the
institution shall multiply the coefficient of correlation (R) of point (c) of paragraph 1) and
paragraph 4 by 1.25.



3. [Note: Provision left blank]

4. An institution may, for exposures to eempaniescorporates where the total annual
turnoverrevenue for the consolidated group of which the entity is a part is less than GBP 44
million, use the following coefficient of correlation formula in point (c) of paragraph 1 {i)-for the
calculation of risk weights for exposures to corporates. In this formula S is expressed as total
annual salesrevenue in millions ef sterling-with GBP 4.4 million < S < GBP 44 million. Reported
salesrevenue of less than GBP 54.4 million shall be treated as if they-wereit was equivalent to
GBP 4.4 million. For purchased receivables the total annual turneverrevenue of the obligor

shall be the weighted average by individual exposures of the pool.
_ 1-e~50'PD 1-~50PD min{max{4.4,5},44}—4.4
R=012 5" +024- (1~ R R

e~ 1-e50 39.6

An institution shall substitute total assets of the consolidated group for total annual @
turnoverrevenue when total annual turpeverrevenue is not a meaningful indicator c@ size

and total assets are a more meaningful indicator than total annual turneverrevenue.

5. The Slotting Approach applies as follows for specialised lending exposures%

(a) aninstitution shall-: ‘\Q

(i) for non-defaulted exposures-relating to IPRE andexgosggez HVCRE _exposures,

assign rating grades in accordance with the factors s;m in List 1 of Appendix 1-and

an-institution-shall, (i) for non-defaulted exp s relating-tewhich are project
finance;_exposures, assign rating grades ir&cco dance with the factors set out in List

2 of Appendix 1;
(iii) for non-defaulted exposures which ject finance,—and-commeoditiesfinance

exposures, assign rating grades'in accordance with the factors set out in Lists2-4List

3 of Appendix 1; and-+i i

(iv) for non-defaulted expos eﬁ‘
grades in accordance
Appendix 1;

(b) for the purpose of pem% (a) and-(b);of this paragraph, where a specialised lending
exposure benefitsifri

ich are commodities finance exposures, assign rating
} ~the factors set out in List 4 of

i a gu‘ar% at is recognised through the Risk-Weight Substitution Method,
(i) _coll l%

-balance sheet netting recognised in accordance with the Credit Risk Mitigation
~ [CRR) Part

hat is recognised through the Financial Collateral Comprehensive Method,

the guarantee or the collateral or the on-balance sheet netting, as the case may be, shall
C) not be taken into account when considering the factors set out in Lists 1- to 4 of Appendix
1

(c) subject to points (d) to (f) of this paragraph an institution shall:

(i) __assign the relevant risk weight in column B of Table A to exposures assigned to the

Strong’ rating grade;
(ii) _assign the relevant risk weight in column D of Table A to exposures assigned to the

Good' rating grade;

(i) _assign the relevant risk weight in the ‘Satisfactory’ column of Table A to exposures
assigned to the ‘Satisfactory’ rating grade; and




(iv) assign the relevant risk weight in the ‘Weak’ column of Table A to exposures assigned
to the ‘Weak’ rating grade.

@)—(d) an institution may, w
we;ghts—m—eelunms—A—and—@—m—‘FabLe—A—lf-

less than 2 5 years remam until maturlty of thean exposureand—the—mshtuﬂw—reasenably

antPRE-expesure-hasfeatures-which-are-(i) for exposures assigned to the ‘Strong’ rating

grade: assign the relevant risk weight in column A of Table A to the exposure instead
of the risk weight in column B of Table A; and

(ii) for exposures assigned to the ‘Good’ rating grade: assign the relevant risk in
column C of Table A to the exposure instead of the risk weight in colum, Table
A

(e) an institution may, for IPRE exposures assigned to the ‘Strong’ rating @e assign the
relevant risk weight in column A to the exposure instead of the rj n column B in
Table A if:

V4
ure’s other characteristics

(i) _the institution’s underwriting of the exposure and the
are substantially stronger than
‘streng’required by the ‘Strong’ rating grade;

(b)forthe purposes-of point-{(d){(ii
. ) i

) the loan to be

instituti : i (iii) the income stream on which the repayment of the
obligation ends is consistent with that which the institution would reasonably

expex q@an investment grade exposure, including that the tenant income from the
¥ Nis at least 100% of the obligor’s debt service obligations; and

gin xposure does not apphy-in+elationfinance the land acquisition, development and
@ nstruction (‘ADC’) of commercial real estate;
n

N\an institution mav for project finance exposures assigned to the ‘strong~and-goed'Strong’
< ,V rating gradesgrade, assign the relevant risk weights-in-celumns-B-and-B-weight in column

A to the exposure |nstead of the risk weight in column B in Table A_if the institution’s
underwriting of the exposure and the exposure’s other characteristics are substantially
stronger than required by the ‘Strong’ rating grade;

(g) _an institution shall, for defaulted exposures, assign the relevant risk weightsweight in the
‘Default’ column in Table A.

Table A

Rating grades: Strong Good Satisfactory Weak Default

A B e} D




Object finance | 50% | 70% 70% 90% 115% 250% 0%
exposures

Project finance | 50% | 70% | 70% 90% 115% 250% 0%
exposures

Commodities 50% | 70% 70% 90% 115% 250% 0%
finance
exposures

IPRE 50% | 70% 70% 90% 115% 250% 0%
exposures

HVCRE 140% 250% 0%,
exposures

70% | 95% | 9095% | 120%

5A. The institution shall increase total risk-weighted exposure amounts calculated under paragraphs
1, 2, 4 and 5 for exposures to institutions and corporates to reflect:

(a) any post model adjustments in respect of risk-weighted exposure amounts calculated under

point (a) of Article 146(3);

(b) any unrecognised exposure adjustment calculated under Article 166A166D(6).

6. An institution shall, for its purchased corporate receivables,‘comply with the requirements set out
in Article 184. For purchased corporate receivables that cemply in addition with the conditions set
out in Article 154(5), and where it would be unduly burdeénsome for an institution to use the risk
quantification standards for exposures to corpordtes, as set out in Section 6 for these receivables,
the risk quantification standards for retail exposures as set out in Section 6 may be used.

7.
(@
(b)
8.
(a)
(b)

For purchased corporate receivables, refundable purchase price discounts, collaterals or
partial guarantees that provide first loss protection for default losses, dilution losses, or both,
may be treated as a first loss protection by an institution that is the purchaser of the
receivables or by the benéfieiary of the collateral or of the partial guarantee in accordance
with subsections 2 and 3,0f Section 3 of Chapter 5 of Title Il of Part Three of CRR.

An institution that is.the seller providing the refundable purchase price discount or the
provider of a,¢ollateral or a partial guarantee shall treat those as an exposure to a first loss
position in-aceordance with Subsections 2 and 3 of Section 3 of Chapter 5 of Title Il of Part
Three of,.CRR.

An'institution shall, where it provides credit protection for a number of exposures subject to
the condition that the nth default among the exposures shall trigger payment and that this
credit event shall terminate the contract, aggregate the risk weights of the exposures included
in the basket, excluding n-1 exposures, where the sum of the expected loss amount multiplied
by 12.5 and the risk-weighted exposure amount shall not exceed the nominal amount of the
protection provided by the credit derivative multiplied by 12.5.

The n-1 exposures to be excluded from the aggregation shall be determined on the basis that
they shall include those exposures each of which produces a lower risk-weighted exposure
amount than the risk-weighted exposure amount of any of the exposures included in the
aggregation.



(c) A 1250% risk weight shall apply to positions in a basket for which an institution cannot
determine the risk weight under the IRB Approach.

9. [Note: Provision left blank]

[Note: FhisParagraphs 1, 2 and 4, 5, 6, 7 and 8 of this rule eerrespendscorrespond to Article 153(1),
(2) and (4) to (8) of CRR-] as it applied immediately before revocation by the Treasury]

Article 154 RISK-WEIGHTED EXPOSURE AMOUNTS FOR RETAIL EXPOSURES

1. Aninstitution shall, subject to the requirements laid down in paragraphs 3, 4 and 4A, calculate the
risk-weighted exposure amounts for retail exposures in accordance with the following formulae:

Risk-weighted exposure amount = RW - exposure value
where the risk weight (RW) is defined as follows:
(a) ifPD =1, i.e., for defaulted exposures, RW shall be
RW = max{0,12.5 - (LGD — BEEL)};
(b) if8<PD <1, i.e., for any possible value for PD other than under (ja)

RW=| LGD'N

R
———-G(PD) + |-——=-G(0.999)% —LGD-PD |-125
g 6¢D) Jl_R 0.999)

where:
BEEL= the best estimate of expected loss (BEEL);

N(x) = the cumulative distribution function for a standard normal random variable (i.e. the
probability that a normal random variable with mean zero and variance of one is
less than or equal to x);

G(Zz) = the inverse cumulative distribution function for a standard normal random variable
(i.e. the value x such that N(x) = z);

R= the coefficient of correlation defined as

1-— 6735-PD 1-— 8735-PD

2. _[Note: Provision left blank]

3. For retail gxposures secured by immovable property collateral a coefficient of correlation (R) of

0.15 shallheplace the figure produced by the coefficient of correlation formula in paragraph 1.

4. Forualifying revolving retail exposures-{, as set out in Article 147(5A));), a coefficient of
correlation (R) of 0.04 shall replace the figure produced by the coefficient of correlation formula in
paragraph 1.

4A. An institution shall increase the total risk-weighted exposure amounts calculated under
paragraphs 1, 3 and 4 for retail exposures to reflect:

(a) any post model adjustments in respect of risk-weighted exposure amounts calculated under
point (b) of Article 146(3);

(b) any amount needed to ensure that risk-weighted exposure amounts for retail exposures
secured enby UK residential inmovable property isare greater than or equal to 10% of the
exposure value for such exposures (following application of any post model adjustments
calculated under point (b) of Article 146(3));



(c) any unrecognised exposure adjustment calculated under Article 266A{6166D(8).

5. For purchased retail receivables, R shall be calculated in accordance with the coefficient of
correlation formula in paragraph 1.

To be eligible for the retail treatment, purchased retail receivables shall comply with the
requirements set out in Article 184 and meet the following conditions:

(a) the institution has purchased the receivables from unrelated third party sellers, and its
exposure to the obligor of the receivable does not include any exposures that are directly or
indirectly originated by the institution itself;

(b) the purchased receivables shall be generated on an arm’s-length basis between the seller
and the obligor. As such, inter-company accounts receivables and receivables subjecito
contra-accounts between entities that buy and sell to each other are ineligible;

(c) the purchasing institution has a claim on all proceeds from the purchased receivables or a
pro-rata interest in the proceeds; and

(d) the portfolio of purchased receivables is sufficiently diversified.

6. An institution may, for purchased retail receivables, if the institution is the purchaser of the
receivables or the beneficiary of collateral or of a partial guarantee, tfeat refundable purchase
price discounts, collaterals or partial guarantees that provide firstdoss protection for default
losses, dilution losses, or both, as a first loss protection in accgrdance with Subsections 2 and 3
of Section 3 of Chapter 5 of Title Il;_of Part Three of CRR. An‘inStitution that is the seller providing
the refundable purchase price discount or the provider of a collateral or a partial guarantee shall
treat those as an exposure to a first loss position in aceordance with Subsections 2 and 3 of
Section 3 of Chapter 5 of Title I, of Part Three of CRR:

7.__For hybrid pools of purchased retail receivables where a purchasing institution cannot separate
exposures secured by immovable property‘collateral and qualifying revolving retail exposures
from other retail exposures, the institutionShall apply the retail risk weight function producing the

highest capital requirements for thosesexposures.

[Note: This rule corresponds to Articlé 154 of CRR-} as it applied immediately before revocation by the

Treasury
Article 155 RISK-WEIGHTED EXPOSURE AMOUNTS FOR EQUITY EXPOSURES

1. [Note: Provision left.blank]
2. _[Note: Provisiondeftblank]
3. _[Note: Provision/left blank]
4. [Note: Provision left blank]

Article’156 RISK-WEIGHTED EXPOSURE AMOUNTS FOR OTHER NON-CREDIT
OBLIGATION ASSETS

1. _Aninstitution shall calculate the risk-weighted exposure amounts for other non-credit obligation
assets in accordance with the following formula:

Risk-weighted exposure amount = 100% - exposure value;
except for:

(a) cash in hand and equivalent cash items as well as gold bullion held in own vault or on an
allocated basis to the extent backed by bullion liabilities, to which an institution shall assign a 0%
risk_ weight instead of a 100% risk-weight;




(b) when the exposure is a residual value of leased assets in which case the institution shall calculate
the risk-weighted exposure amount as follows:

1
e 100% - exposure value

where t is the greater of 1 and the nearest number of whole years of the lease remaining.

[Note: This rule corresponds to Article 156 of CRR-} as it applied immediately before revocation by the

Treasury

SUB-SECTION 3 CALCULATION OF RISK-WEIGHTED EXPOSURE AMOUNTS FOR
DILUTION RISK OF PURCHASED RECEIVABLES

Article 157 RISK-WEIGHTED EXPOSURE AMOUNTS FOR DILUTION RISK OF PURCHASED
RECEIVABLES

1. Aninstitution shall calculate the risk-weighted exposure amounts for dilution risk,of purchased
corporate and retail receivables in accordance with the formula set out in Article153(1).

2. _An institution shall determine the input parameters PD and LGD in accofdance with Section 4.

3. _Aninstitution shall determine the exposure value in accordance with"Section 5.

4. For the purposes of this Atrticle, the value of M is:

(a) one year if an institution can demonstrate that the dilution risk is appropriately monitored and
can be resolved within one year; and otherwise

(b) the period over which dilution risk can be resolvedysubject to a maximum period of 5 years.

5. An institution is not required to calculate and recognise risk-weighted exposure amounts for
dilution risk of a type of exposures caused by purchased corporate or retail receivables where the
dilution risk for the institution is immaterial for this type of exposures.

[Note: This rule corresponds to Article 157\0FCRR-} as it applied immediately before revocation by the

Treasury

SECTION 3 EXPECTEDL.OSS AMOUNTS
Article 158 TREATMENT BY EXPOSURE TYPE

1. Aninstitution using the Foundation IRB Approach or Advanced IRB Approach shall calculate
expected loss amounts based on the same input figures of PD, LGD and the exposure value for
each exposure as are used for the calculation of risk-weighted exposure amounts in accordance
with Articles151.

2. _Aninstitution shall calculate the expected loss amounts for securitised exposures in accordance
with Chapter 5 of Title Il;_of Part Three of CRR.

3. _Aninstitution shall apply an expected loss amount of zero for exposures belonging to the 'other
non-credit obligations assets' exposure class referred to in point (g) of Article 147(2).

4. _An institution shall calculate the expected loss amounts for exposures in the form of shares or
units of a CIU referred to in Article 152 in accordance with the methods set out in this Article.

5. Aninstitution_using the Foundation IRB Approach or Advanced IRB Approach shall, subject to the
specific treatment laid down in paragraphs 6 and 6A, calculate the expected loss (EL) and
expected loss amounts for exposures to corporates, institutions and retail exposures in
accordance with the following formulae:

Expected loss (EL) = PD - LGD;




Expected loss amount = EL - exposure value;

andexcept for defaulted exposures (PD = 100%) where the institution uses the Advanced IRB
Approach, EL shall be BEEL.

6. Subject to paragraph 6A, where an institution has assigned a risk weight to a specialised lending
exposure under the Slotting Approach, the institution shall use the same exposure value for EL as
is used for the calculation of risk-weighted exposure amounts in accordance with Article 151, and
assign to the exposure the EL value in Table B in the cell that is in the corresponding row ang
column to the risk weight value the institution has assigned to the exposure in Table A in
accordance with Article 153(5).

Table B:

Rating grades: Strong Good Satisfactory Weak Default
A B C D

Object finance 0% 0.4% | 0.4% | 0.8% | 2.8% 8% 50%

exposures

Project finance | 0% 0.4% | 0.4% | 0.8% | 2.8% 8% 50%

exposures

Commodities 0% 0.4% | 0.4% | 0.8% | 2.8% 8% 50%

finance

exposures

IPRE_exposures | 0% 0.4% | 0.4% [,0.8% | 2.8% 8% 50%

HVCRE 0.4% | 0.4% | 0.4% (1 0.4% | 2.8% 8% 50%

exposures

6A. An institution shall increase the total expected loss amounts calculated under paragraphs 5 and 6
to reflect any post model adjustments in respect of expected loss amounts calculated under point

(c) of Article 146(3).
7.__[Note: Provision left blank]

8. [Note: Provision left blank]

9. [Note: Provisionyleft blank]

10. An institutien/shall calculate expected loss amounts for dilution risk of purchased receivables in
accordance with the following formulaformulae:
Expected loss (EL) = PD - LGD

Expected loss amount = EL - exposure value,

[Note: This rule corresponds to Article 158 of CRR-] as it applied immediately before revocation by the

Treasury
Article 159 TREATMENT OF EXPECTED LOSS AMOUNTS

1. The following definitions apply for the purpose of this articleArticle:

‘A= the sum of expected loss (EL) amounts calculated in accordance with Article 158(5), (6).
(6A) and (10) for non-defaulted exposures;

‘B = the sum of all of the following:



) general credit risk adjustments in accordance with Credit Risk: General Provisions
(CRR) Part Article 110 and Commission Delegated Requlation (EU) No 183/2014;

(i) specific credit risk adjustments for non-defaulted exposures in accordance with
Credit Risk: General Provisions (CRR) Part Article 110 and Commission
Delegated Regulation (EU) No 183/2014;

(i) additional value adjustments in accordance with Article 34 of CRR and Trading
Book (CRR) Part Article 105;

(iv) other own funds reductions related to those exposures-exceptfor-the-deductions
) ) : ) : .

‘C = the sum of expected loss (EL) amounts calculated in accordance with paragraphg=s, &
6A and 10 of Article 158(5),{6)-and-{10) for defaulted exposures;

‘D= specific credit risk adjustments for defaulted exposures in accordance with{Credit Risk:
General Provisions (CRR) Part Article 110 and Commission Delegated Regulation (EU)
No 183/2014.

An2.  For the purposes of paragraph 1:

w

(a) _an institution shall treat discounts on balance sheet items purchased when in default in
accordance with Article 166A(2) in the same manner as specifié\ctedit risk adjustments-;

An(b) an institution shall not include expected loss amounts for securitised exposures and
general and specific credit risk adjustments related to those exposures-in-this-caleulation.;
and

(c) aninstitution taking credit risk mitigation into adeount using the Risk-Weight Substitution
Method shall not include any credit risk adjusgfijents in respect of the covered part of an
exposure, calculated in accordance with*&redit Risk: Credit Risk Mitigation (CRR) Part Article
235.

3. Where ‘A’ > ‘B’ and ‘D’ > ‘C’, an institution shall, in order to compare expected loss amounts with

credit risk adjustments, additionat valug/adjustments and other own fund reductions, such that
specific credit risk adjustments a‘exposures in default are not used to cover expected loss
amounts on other exposures:

(a) calculate the following,negative amount: ‘B’ — ‘A’; and
(b) calculate the,following positive amount: ‘D’ — ‘C’-;

In all other cases an'institution shall, in order to compare expected loss amounts with credit risk
adjustments, additional value adjustments and other own fund reductions:

(c) if (AN¥C’) > (‘B’ + ‘'D’), calculate the following negative amount: (‘B’ + ‘D’) — (‘A’ + ‘C’);
(d) AAR(*B’ + ‘D’) > (‘A’ + ‘C’), calculate the following positive amount: (‘B’ + ‘D’) — (‘A’ + ‘C’).

[Note: fThis rule corresponds to Article 159 of CRR-} as it applied immediately before revocation by the

TredSury

SECTION 4 PD, LGD AND MATURITY

SUB-SECTION 1 EXPOSURES TO CORPORATES AND INSTITUTIONS

Article 160 PROBABILITY OF DEFAULT (PD): CORPORATES AND INSTITUTIONS

1. Aninstitution shall, for exposures to corporates and institutions, when calculating risk-weighted

expesuresexposure amounts, expected loss amounts, risk weights and expected loss for those
exposures, including but not limited to_under Article 153, Article 157, Article 158(1), Article 158(5)



N

3.

and Article 158(10), not use PD values as inputs to the risk-weight and expected loss
fermulasformulae that are less than 0.05%.

An institution shall, for purchased corporate receivables in respect of which an institution is not

able to estimate PDs or an institution’s PD estimates do not meet the requirements set out in
Section 6, determine the PDs for these exposures in accordance with the following methods:

(a) for senior claims on purchased corporate receivables PD shall be the institution’s estimate of
EL divided by LGD for these receivables;

(b) for subordinated claims on purchased corporate receivables PD shall be the institution’s
estimate of EL;

(c) where an institution is using the Advanced IRB Approach in accordance with Article 147Aand
can decompose its EL estimates for purchased corporate receivables into PDs and kGBS in a
manner that is reliable, the institution may use the PD estimate that results fromythis
decomposition.

An institution shall use a PD of 100% for obligors in default-e+100%-.

‘.b

5.
6.

7

(a) Subject to point (b), an institution may take into account unfunded €redit protection in
accordance with Credit Risk Mitigation (CRR) Part Article 197A}

(b) An institution reflecting guarantees or other support arrangements through an unfunded credit
protection technique in accordance with Credit Risk Mitigation (CRR) Part Article 191A, or
through an adjusted grade assignment in accordance,with point (e) of Article 172(1), shall:

(i) __not assign final PDs or LGDs post application of those techniques such that the risk
weight would be lower than that of a comparable; direct exposure to the guarantor or
provider of the support arrangemehts; and

(ii) calculate risk-weighted expesurégexposure amounts, expected loss amounts, risk
weights and expected loss for exposures to corporates and institutions, after it has
applied the input floorsghatwould apply to a comparable direct exposure to the
guarantor or provider,of support arrangements under Articles 160(1), 161(5), 163(1) and
164(4).

[Note: Provision left blank]

An institution shall,fordifution risk of purchased corporate receivables, set PD equal to the EL
estimate of the ifstitation for dilution risk. An institution may, where it uses the Advanced IRB
Approach in @cegrdance with Article 147A and can decompose its EL estimates for dilution risk of
purchasedCorporate receivables into PDs and LGDs in a manner that is reliable, use the PD
estimaté that results from this decomposition. An institution may recognise unfunded credit
protection in the PD in accordance with Credit Risk Mitigation (CRR) Part Article 191A.

[Note Provision left blank]

[Note: FhisParagraphs 1 to 4 and 6 of this rule eerrespendscorrespond to Article 160(1) to (4) and (6)
of CRR-] as it applied immediately before revocation by the Treasury]

Article 161 LOSS GIVEN DEFAULT (LGD): CORPORATES AND INSTITUTIONS

1. Aninstitution using the Foundation IRB Approach shall use the following LGD values:

(a) senior exposures without collateral recognised under the Foundation Collateral Method to
financial sector entities: 45%;

(aa) senior exposures without collateral recognised under the Foundation Collateral Method to
corporates which are not financial sector entities: 40%;



2.

3.

4. |
5.

(b) subordinated exposures without eligible-collateral_recognised under the Foundation Collateral
Method: 75%;

(c) an institution may recognise funded and unfunded credit protection in the LGD in accordance
with Credit Risk Mitigation (CRR) Part Article 191A;

(d) eligible covered bonds eligible-for-the-treatmentset-outin-paragraphs-4,4A-and-5-of Credit
Risk:-Standardised-Approach(CRR)-Part-Article-129-may be assigned an LGD value of
11.25%;

(e) for senior purchased corporate receivables exposures where an institution is not able to
estimate PDs or the institution’s PD estimates do not meet the requirements set out in Section
6: 40%;

(f) _for subordinated purchased corporate receivables exposures where an institution is hot-able
to estimate PDs or the institution’s PD estimates do not meet the requirements sét out in
Section 6: 100%;

() for dilution risk of purchased corporate receivables: 100%.

An institution may, for dilution and default risk, if it uses the Advanced IRB,Approach for
exposures to corporates in accordance with Article 147A and it can decompose its EL estimates
for purchased corporate receivables into PDs and LGDs in a manpenrthat is reliable, use the LGD
estimate for purchased corporate receivables.

An institution may, subject to Article 160(4), reflect unfunded eredit protection in LGDs in
accordance with Credit Risk Mitigation (CRR) Part Article 191A.

[Note: Provision left blank]

An institution shall_not, for exposures to corporates and institutions, when calculating risk-
weighted expesuresexposure amounts, expeeted loss amounts, risk weights and expected loss of
those exposures, including but not limited'te inder Article 153(1), Article 157, and Article 158(1),
(5) and (10), where own LGD estimates are’used,~et use LGD values as inputs to the risk weight
and expected loss formulae that areless than the following LGD input floor values:

(a) aflat 25% floor value for unsécured exposures to corporates and for exposures where the
institution chooses not to take into account funded credit protection covering that exposure;

(b) for secured and partially secured exposures where the institution chooses to take into account
funded credit protection covering the exposure:

(i) _in the casengf'a single type of collateral, a variable LGD input floor value equal to the
value’of,LGD* in Credit Risk Mitigation (CRR) Part Article 230;; or

(i) _in'the case of multiple types of collateral, a variable LGD input floor value equal to the
value of LGD* in Credit Risk Mitigation (CRR) Part Article 231,

calculated using the Foundation Collateral Method in accordance with the Credit Risk
Mitigation (CRR) Part, provided that in calculating LGD* for the purpose of this point (b), the

institution shall substitute-the-fellowing-LGDBs-values-in-Credit Risk-Mitigation{CRR)-Part
Article-230:

(i) 25% for LGDu in paragraph 1 of Credit Risk Mitigation (CRR) Part Article 231; and

(iv) the following LGDs values in paragraph 2 of Credit Risk Mitigation (CRR) Part Article 230:

(1) 0% for financial collateral;
(2) 10% for receivables;

(3) 10% for immovable property;



(4) 15% for other physical collateral.

5A6.  Aninstitution shall, for the purpose of point (b) of paragraph 5 where collateral reflected in the

calculation of LGD* is held against multiple facilities, comply with the requirements set out in
paragraph 7 of Credit Risk Mitigation (CRR) Part Article 193(7)-.

[Note: This rule corresponds to Article 161 of CRR-} as it applied immediately before revocation by the
Treasury

Article 162 MATURITY: CORPORATES AND INSTITUTIONS

1. [Note: Provision left blank]

2. _Aninstitution that uses the Foundation IRB Approach or the Advanced IRB Approach for

exposures to corporates and institutions pursuant to Article 147A shall ;-subject-to-paragrapghs-3
to-5-of this-Article~calculate M for each of these exposures asin accordance with the calettation
methods set out in peints{a)-(k)}-ofthis-paragraph-_2A, subject to paragraph 3 of this Afticle,
provided that M shall be no greater than five years except in the cases specified in the Credit
Valuation Adjustment Risk (CRR) Part 4.3 where M as specified there shall bé dised. Where an
exposure falls within more than one point in paragraph 2A, the institutiort shall*calculate M as
follows:

(a) where an exposure falls within both points (g) and either (b), (@), ¥d) or (da) of paragraph 2A, it
shall calculate M in accordance with point (g) of paragraph2A¢

(b) where an exposure falls within both points (b) and (c) of paragraph 2A, it shall calculate M in
accordance with point (c) of paragraph 2A; and

(c) where an exposure falls within both points (a) aAd\KY of paragraph 2A, it shall calculate M in
accordance with point (k) of paragraph 2A.

2A.

(a) For an instrument subject to a cash-flowrschedule, M shall be calculated in accordance with
the following formula:

. (Xt CFy }
M'= max {1, min{=————,5
{ {ztcm )

where CFidenotes the cash-flows (principal, interest payments and fees) contractually
payable by the obligor in period t;

(b) for derivativesisubject to a master netting agreement, the maturity of each derivative
transactiomshall first be calculated in accordance with this Article and M shall be the weighted
averagesrémaining maturity of the expesureset of transactions, where M shall be at least one
yearnand the notional amount of each expesurederivative transaction shall be used for
weighting the maturity;

{c)\for exposures arising from fully or nearly-fully collateralised derivative instruments listed in
Annex Il of CRR and fully or nearly-fully collateralised margin lending transactions which are
subject to a master netting agreement, where the documentation:

(i) _requires daily re-margining or revaluation, and

(i) _includes provisions that allow for the prompt liquidation or set-off of the collateral in the
event of default or failure to re-margin,

Mthe maturity of each fully or nearly-fully collateralised derivative transaction or collateralised
margin lending transaction shall first be calculated in accordance with this Article and M shall
be the weighted average remaining maturity of the set of transactions, where M shall be at




least 10 days. The notional amount of each transaction shall be used for weighting the
maturity;

(d) for repurchase transactions or securities or commodities lending or borrowing transactions
which are subject to a master netting agreement, where the documentation:

(i) _requires daily re-margining or revaluation, and

(i) _includes provisions that allow for the prompt liquidation or set-off of the collateral in the
event of default or failure to re-margin,

M-shalithe maturity of each repurchase transaction or securities or commaodities lending or
borrowing transaction shall first be calculated in accordance with this Article and M shall joe
the weighted average remaining maturity of the set of transactions where M shall be atleast 5
days. The notional amount of each transaction shall be used for weighting the maturity;

(da) for seeured-ending-a master netting agreement including transactions which-aré stiject-to-a

master netting agreement, where the documentation:

——M-shall-be-the-weighted-average-remaining-maturity-of the fyp€sset out in points (c) and (d),
the maturity of each transaction shall first be calculated in @€dordance with this Article and M
shall be the weighted average remaining maturity of thesset of transactions where M shall be
at least 2010 days. The notional amount of each transaction shall be used for weighting the
maturity;

(e) for an institution that has received an IRB permission to use own PD estimates for purchased
corporate receivables| for drawn amounts, M shall equal the purchased receivables exposure
weighted averagef/maturity, where M shall be at least one year. This same value of M shall
also be used fof.undrawn amounts under a committed purchase facility provided that the
facility contains\effective covenants, early amortisation triggers, or other features that protect
the purchasing institution against a significant deterioration in the quality of the future
receivablesit is required to purchase over the facility’s term. Absent such effective
protections, M for undrawn amounts shall be calculated as the sum of the longest-dated
potential receivable under the purchase agreement and the remaining maturity of the
purchase facility, where M shall be at least one year;

() for any instrument other than those referred to in this paragraph 22A or when an institution is
not in a position to calculate M as set out in point (a), M shall be the maximum remaining time
(in years) that the obligor is permitted to take to fully discharge its contractual obligations,
where M shall be at least one year;

(g) for an institution using the Internal Model Method set out in Section 6 of Chapter 6 of CRR to
calculate the exposure values, M shall be calculated for exposures to which they apply this
method, and for which the maturity of the longest-dated contract contained in the netting set is
greater than one year, in accordance with the following formula:



M = min Y EffectiveEEy, - Aty - dfy, - sy + Xk EEq - At - dfy, - (1 —sy,) s
Yk EffectiveEE,, - Aty - dfy, - s¢, !
where:
Sy = a dummy variable whose value at future period t, is equal to O if t, > 1 year
andto 1ift, < 1;
EE,, = the expected exposure at the future period ty;

EffectiveEE = effective exposure amount at the future period t;
dfy, = the risk-free discount factor for future time period ty;
Aty = tr — te-1l

(h) an institution that uses an internal model to calculate a one-sided CVA may, subject to the
prior permission of the PRA, use the effective credit duration estimated by, the,internal model
as M. Subject to paragraph 22A, for netting sets in which all contracts have_an original
maturity of less than one year the formula in point (a) shall apply;

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the
Capital Requirements Regulations applies-}]

(i) _for an institution using BA-CVA or SA-CVA as set out in the/Credit Valuation Adjustment Risk
(CRR) Part for calculating own fund requirements for GVA¥isk, M may be capped at 1 for all
netting sets contributing to CVA capital requirements;

(1) _[Note: Provision left blank]

(k) for revolving exposures, M shall be determined/using the maximum contractual termination
date of the facility. An institution shall net use the repayment date of the current drawing.

An3.  In application of the ealculation methods set out in paragraph 2A, an institution shall, where
the documentation requires daily re-margining and daily revaluation and includes provisions that
allow for the promptdiguidation or set-off of collateral in the event of default or failure to re-margin,
set M at at leastione -day, instead of the minimum set in paragraph 2A, for:

(a) fully or-nearly-fully collateralised derivative instruments listed in Annex Il of CRR;
(b) fully ornearly-fully collateralised margin lending transactions;
(c) repurchase transactions, securities or commodities lending or borrowing transactions.

Injaddition,_in application of the calculation methods set out in paragraph 2A for qualifying short-
term exposures which are not part of the institution’s ongoing financing of the obligor, M shall be
at least one-day- day, instead of the minimum set in paragraph 2A. Qualifying short term
exposures shall include the following:

(d) exposures to institutions or investment firms arising from settlement of foreign exchange
obligations;

(e)_self-liquidating trade finance transactions-, as set out in point (80) of Article 4(1) of CRR},
with a residual maturity of up-teless than one year;

(f) _exposures arising from settlement of securities purchases and sales within the usual delivery
period or two business days;



(g) exposures arising from cash settlements by wire transfer and settlements of electronic
payment transactions and prepaid cost, including overdrafts arising from failed transactions
that do not exceed a short, fixed agreed number of business days.

4. [Note: Provision left blank]

5. [Note: Provision left blank]

[Notes: Paragraphs 2 and 2A of this rule correspond to Article 162(2) of CRR and paragraph 3 of this
rule corresponds to Article 162(3) of CRR, in each case as the provision in CRR applied immedidiely
before revocation by the Treasury]

SUB-SECTION 2 RETAIL EXPOSURES
Article 163 PROBABILITY OF DEFAULT (PD): RETAIL

1. Aninstitution shall_not, for retail exposures, when calculating risk-weightethexpesuresexposure
amounts, expected loss amounts, risk weights and expected loss forthGse exposures, including
but not limited to under Article 154, Article 157, Article 158(1), ArtiCle 158(5) and Article 158(10),
npot-use PD values in the input of the risk weights and expectedloss’fermulasformulae that are
less than the following:

(a) 0.1% for qualifying revolving retail exposures-{, as set out in Article 147(5A));), that are non-
transactor exposures;

(b) 0.1% for retail exposures secured by mertgdges-on-residential immovable property located in
the UK; and

(c) 0.05% for all other retail exposures,

2. _Aninstitution shall,for retail exposures, tse a PD of 100% for obligors er-where-an-obligation
approach-is-used;-of-exposuresiin defdult where the institution applies the definition of default at

the level of 100%-an individualtsedit facility, for exposures in default.

3. (a) Aninstitution shall, subject to point (b), for dilution risk of purchased receivables, set PD equal
to EL estimates fop-dilution risk.

(b) _An institutiorr may)if it can decompose its EL estimates for dilution risk of purchased
receivables into*PDs and LGDs in a manner that is reliable, use the PD estimate._If the
institutiorf ¥Ses its own PD estimate, it shall also use its own LGD estimate for the purpose of
comphing with Article 164(1).

4.

(a)“An institution may, subject to point (b), reflect unfunded credit protection in accordance with
Credit Risk Mitigation (CRR) Part Article 191A.

(b) An institution shall, when reflecting guarantees or other support arrangements through an
unfunded credit risk-protection technique in accordance with Credit Risk Mitigation (CRR) Part
Article 191A, or through an adjusted grade assignment in accordance with point (e) of Article

172(1), shall):

(i) _not assign final PDs or LGDs post application of those techniques such that the risk
weight would be lower than that of a comparable; direct exposure to the guarantor or
provider of the support arrangements; and



(ii) calculate risk-weighted expesuresexposure amounts, expected loss amounts, risk
weights and expected loss for retail exposures, after it has applied the input floors that
would apply to a comparable direct exposure to the guarantor or provider of support
arrangements under ArtArticles 160(1), 161(5), 163(1) and 164(4).

[Note: This rule corresponds to Article 163 of CRR-} as it applied immediately before revocation by the
Treasury
Article 164 LOSS GIVEN DEFAULT (LGD): RETAIL

i

(a)  Aninstitution shall provide own estimates of LGDs subject to the requirements specifiedin
Section 6 and the terms of its IRB permission.

(b)  Aninstitution shall, subject to point (c), for dilution risk of purchased receivables, use*an
LGD value of 100%.

(c)  Aninstitution may, if it can decompose its EL estimates for dilution risk of purchased
receivables into PDs and LGDs in a reliable manner, use its own LGD"estimate.

2. __Aninstitution may, subject to Article 163(4)-), reflect unfunded credit proteetion in LGDs in
accordance with Credit Risk Mitigation (CRR) Part Article 191A.

3. __[Note: Provision left blank]

4. An institution shall, for retail exposures, when calculating rigk®w€ighted expesuresexposure
amounts, expected loss amounts, risk weights and expected‘loss of those exposures, including
but not limited to under Article 154(1), Article 157, and‘Article 158(1) and (10), where own LGD
estimates are used, not use LGD values as inputs,to,the risk weight and expected loss formulae
that are less than the following LGD input floor values:

(a) aflat 5% floor value for retail exposuresSiseeured by residential mertgage
exposuresimmovable property, irrespective of the level of collateral provided;

(b) for unsecured retail exposures:
(i) _aflat 50% floor value for, qualifying revolving retail exposures; and
(i) _a flat 30% floor value for other unsecured retail exposures;

(c) for secured and pafrtially secured exposures:

(i) _in the case‘of a single type of collateral, a variable LGD input floor value equal to the
value of LGD* in Credit Risk Mitigation (CRR) Part Article 230, or

(i) _inthe ease of multiple types of collateral, a variable LGD input floor value equal to the
Valug of LGD* in Credit Risk Mitigation (CRR) Part Article 231,

caleulated using the Foundation Collateral Method (notwithstanding that this method would
not normally apply to retail exposures) in accordance with Credit Risk Mitigation (CRR) Part,
provided that in calculating LGD* for the purpose of this point (b), the institution shall
substitute the following LGDs values in Credit Risk Mitigation (CRR) Part Article 230:

(i) 25% for LGDu; and
(iv) the following LGDs values in Credit Risk Mitigation (CRR) Part Article 230:

(1) 0% for financial collateral;

(2) 10% for receivables;

(3) 10% for immovable property;
(4) 15% for other physical collateral.



4A. An institution shall, for the purpose of point (c) of paragraph 4, where collateral is held against
multiple facilities, comply with the requirements set out in paragraph 7 of Credit Risk Mitigation
(CRR) Part Article 193(#)-.

5. [Note: Provision left blank]
6. __[Note: Provision left blank]
7. _[Note: Provision left blank]
8. [Note: Provision left blank}:]

[Note: This rule corresponds to Article 164(1) to (4) of CRR-} as it applied immediately before
revocation by the Treasury]

SUB-SECTION 3 EQUITY EXPOSURES SUBJECT TO PD/LGD METHOD
Article 165 EQUITY EXPOSURES SUBJECT TO THE PD/LGD METHOD

1. [Note: Provision left blank]
2. _[Note: Provision left blank]
3. _[Note: Provision left blank}]

SECTION 5 EXPOSURE VALUE
Article 166 EXPOSURES TO CORPORATES, INSFITUTIONS AND RETAIL EXPOSURES

1. [Note: Provision left blank]
2. _[Note: Provision left blank]
3. _[Note: Provision left blank]
4. [Note: Provision left blank]
5. [Note: Provision left blank]
6. [Note: Provision left blank]
7. [Note: Provision left blank]
8. [Note: Provision Jéft blank]
9. [Note: Provisionjleft blank]

10. [Note: Provision left blank}-
1

Articlenl66A EXPOSURE VALUE FOR CORPORATES, INSTITUTIONS AND RETAIL:
GENERAL PROVISIONS

1. Aninstitution shall, subject to Article 166B, calculate the exposure value for off-balance sheet
items using-the-conversion-factors-setout-in accordance with Article 166C ferwhere it is using the
Foundation IRB Approach ardor the Slotting Approach, and in accordance with Article 166D
forwhere it is using the Advanced IRB Approach.

2. _Unless otherwise provided for in this Part, the exposure value of on-balance sheet items shall be
the accounting value measured without taking into account any credit risk adjustments made. This
requirement also applies to assets purchased at a price different than the amount owed.

For purchased assets, the difference between the amount owed and the accounting value



remaining after specific credit risk adjustments (in accordance with Credit Risk: General
Provisions (CRR) Part Article 110 and Commission Delegated Regulation (EU) No 183/2014)
have been applied that has been recorded on the balance-sheet of the institution when
purchasing the asset is the denoted discount if the amount owed is larger, and premium if it is
smaller.

3. _Aninstitution shall, in order to calculate the exposure value for on-balance sheet netting of loans
and deposits, apply the methods set out in the Credit Risk Mitigation (CRR) Part.

4. An institution shall set the exposure value for leases as the discounted minimum lease payments.
Minimum lease payments shall comprise the payments over the lease term that the lessee is, or
can, be required to make and any bargain option (being an option the exercise of which is
reasonably certain). If a party other than the lessee may be required to make a payment related to
the residual value of a leased asset and this payment obligation fulfils the set of conditions ‘if
Credit Risk Mitigation (CRR) Part Article 201 regarding the eligibility of protection previders, as
well as the requirements for recognising other types of guarantees provided in €redit\Risk
Mitigation (CRR) Part Article 213, the institution may take the payment obligation,into account as
unfunded credit protection in accordance with the Credit Risk Mitigation (CRR) Part.

5. _Aninstitution shall determine the exposure value for the calculation of risk-weighted exposure
amounts of purchased receivables as the value determined in accordance with paragraph 1
minus the own funds requirements for dilution risk prior to credit riskjmitigation.

An institution shall, for undrawn purchase commitments for yevelving purchased receivables,
calculate the exposure value using a conversion factor.of 5840%, except in the case where these
are unconditionally cancellable, in which case the conversion factor shall be 10%.

For the purpose of subparagraph 2, ‘unconditionally‘cancellable’ has the meaning as set out
under the Standardised Approach in Table Al of paragraph 1 of Credit Risk: Standardised
Approach (CRR) Part Article 111.

1—6. Aninstitution with permission to appltiie Advanced IRB Approach shall assess amounts

outstanding-at-defaultEADSs arising from¥facilities or relationships that wereare not captured in an
exposure value measures-priorto-the-amount-being-drawn,-in cases-where-they-are-not-captured

[Note: Fhis+ule-correspendsArticles 166A to 166D of this Part correspond to Article 166 of CRR-} as it
applied immediately before revocation by the Treasury]

Article 166B EXPOSURE VALUE FOR CORPORATES, INSTITUTIONS AND RETAIL:
COUNTERPARTY CREDIT RISK

1. Aninstitution shall, where it uses master netting agreements in relation to repurchase
transactions or securities or commodities lending or borrowing transactions, calculate the
exposure value in accordance with the Credit Risk Mitigation (CRR) Part or Chapter 6 of Title II;_of
Part Three of CRR.



2. _Inthe case of any contract listed in Annex Il of CRR, the exposure value shall be determined by
the methods set out in Chapter 6 of Title Il;_of Part Three of CRR and Sections 3 to 5 of Chapter 3
of-the Counterparty Credit Risk (CRR) Part and shall not take into account any credit risk
adjustment made.

3.

(a) An institution shall, where an exposure takes the form of securities or commaodities sold,
posted or lent under securities financing transactions or long settlement transactions, use the
exposure value of the securities or commodities determined in accordance with Article 24 of
CRR. An institution shall, where it uses the Financial Collateral Comprehensive Method,
increase the exposure value by the volatility adjustment appropriate to such securities or,
commodities, as set out therein:;

(b) An institution shall determine the exposure value of securities financing transactions,and long
settlement transactions consistently with Credit Risk Mitigation (CRR) Part Article 191A in
accordance with either Chapter 6 of CRR and Chapter 3 of the-Counterparty*Credit Risk
(SCSRCRR) Part, or Chapter 3 of the-Credit Risk Mitigation (CERCRR) Part.

[Note: Fhis-rule-correspondsArticles 166A to 166D of this Part correspond foArticle 166 of CRR-] as it
applied immediately before revocation by the Treasury]

Article 166C EXPOSURE VALUE FOR CORPORATES AND INSTITUTIONS: THE
FOUNDATION IRB APPROACH AND THE SLOT NG APPROACH

1. Aninstitution shall determine the cenversionfactersexposure value for off-balance sheet items in
respect of which it uses the Foundation IRB Approach(or'the Slotting Approach in accordance
with Article 147A usingby multiplying the conversiod fagtor that would be applicable to the off-
balance sheet item under the Standardised Approagh-{, as set out in Credit Risk: Standardised
Approach (CRR) Part Article 111}, by the itém’s Mominal value.

2. An institution shall, in order to reflect the £ffect of funded credit protection in respect of exposures
for which it uses the Slotting Approathf\apply the methods set out in the Credit Risk Mitigation

(CRR) Part.

[Note: Fhis-rule-correspondsArticlessI B6A to 166D of this Part correspond to Article 166 of CRR-] as it
applied immediately before revocateh by the Treasury]

Article 166D EXPOSURE VALUE FOR CORPORATES, INSTITUTIONS AND RETAIL: THE
ADVANCED'IRB APPROACH

@)1 An mstrtutron permrt&ed—te—use—ﬂ;e—Aeh;aneed—H%B—Appreaenshall subject to paragraph 2;

v y 3, determine the
exposure value for off- balance sheet items in respect of Whlch it uses the Advanced IRB
Apprdach in accordance with Article 147A by multiplying the item’s nominal value by:

(a) for revolving loan commitments that-are-within-the-scope-of-its{RB-permission-and-which

would not be subject to a 100% conversion factor under Credit Risk: Standardised Approach
(CRR) Part Article 111: an own estimate of conversion factor that the institution shall provide
in accordance with Section 6;

(b)

for all « other than#rese#e%ehwmesﬂma%e&ef ff-balance sheet items: the conversion

#aeter—s—arefactor that would be appllcable to be—prewded—the off-balance sheet item under
v with-the Standardised
Approach as set out in Credlt Risk: Standardlsed Approach (CRR) Part Article 111.




An institution shall, where an on-balance sheet item and a revolving_loan commitment relate to
the same facility and the institution uses the approach set out in point (a) paragraph 1_or the
revolving loan commitment, incorporate any expected increase in the value of the on-balance

w0

An institution shall-fitis-applying-the-approach-set-eutmay, in paragraph-2-respec

sheet item at the point of default in its own estimatesestimate of conversion factersfactor fo
revolving eemmitments|oan commitment. \é

(a) fully undrawn revolving loan facilities (i.e. where a revolving loan commltme\arl es from a
facility for which no on-balance sheet item is related), and

&
(b) partially drawn revolving loan facilities (i.e. where a revolving loan @ﬂent and an on-
V4

balance sheet item relate to the same facility),

assign a single exposure value to each such facility instead of th sure values that would
otherwise be separately-assigned to the revolving loan commi in accordance with paragraph
1 and, where appliable, any related on-balance sheet item@ ordance with Article 166A(2).
The exposure value aSS|gned to athe facmty shall be equal to thean own estimate of the-expected
| @- D that the institution shall provide in

3—4. Aninstitution permi v h-shall-provide-ewn-estimates_in

respect of the-expe

where an on-balance sheet item
uhdrawnitem arises from a facility th&
relates-tehad the same-facility-

fully draw revolvmg oan facilities (i.e.

ould have given rise to a revolving loan commitment

; not be@ drawn) assign an exposure value ef-en-balance-sheetitems

qual to an own estimate of the-expected
vided-EAD that the institution shall provide in paragraph

be assigned to t n-balance sheet item in accordance with Article 166A-(2).

o1

For exposur iorporates and institutions and for retail_ exposures, when calculating risk-

weighted Q re amounts and expected loss amounts, including but not limited to under Article
154(1), Article 157, Article 158(1), Article 158(5) and Article 158(10):

estimates of conversion factors provided under point (a) of paragraph 1 shall not be
wer than 50% of the conversion factor that would apply to the revolving loan commitment if
the Standardised Approach was applied;

(b) own estimates of the-expected-amountoutstanding-at-defatltEAD provided under paragraph
23 shall not be lower than the sum of:

(i) the exposure value of the on-balance sheet item, where relevant, calculated in
accordance with Article 166A(2), disregarding Article 166D; and

(i) 50% of the conversion-facterexposure value that would apply-tebe calculated for the
revolving-commitmentif-off-balance sheet item under the StandardisedFoundation
Approach was-applied;in accordance with Article 166C(1).;




(c) own estimates of the-expected-amount-outstanding-at-defaultEAD provided under paragraph
54 shall not be lower than the exposure value of the on-balance sheet item calculated in
accordance with Article 166A(2), disregarding Article 166D.

(a) An institution shall assess EADs arising from facilities or relationships that were not c%

in_ exposure values prior to the amount being drawn, in cases where:

(i) they are not captured in exposure values because the facilities or relations%% ﬁere not
intended to result in credit exposures; and
(ii) the institution would have applied the Advanced IRB Approach in acmance with Article

147A in respect of the facilities or relationships had they beenmwn exposure
values.

(b) An institution shall, where the amounts referred to in point (a) ’g[gaterial, quantify an
unrecognised exposure adjustment that reflects the risk-wei exposure amounts that
would be required to reflect the credit risk arising from sug! posures. An institution shall
allocate the total value of the unrecognised exposure adjustment to exposure classes and
exposure subclasses on a best-efforts basis.

[Note: Fhisrule-correspondsArticles 166A to 166D of g Eart correspond to Article 166 of CRR-}
as it applied immediately before revocation by tr;e\' €3 ury]

Article 167 EQUITY EXPOSURES

[ 4
1. [Note: Provision left blank] E KO

2. _[Note: Provision left blank]

Article 168 OTHER NON C@ -OBLIGATION ASSETS

An institution shall, for the ex@ure value of other non-credit obligation assets, use the accounting
value remaining after 5'2@0 edit risk adjustments have-been-applied-(in accordance with Credit
Risk: General ProvisiQ R) Part Article 110 and Commission Delegated Regulation (EU) No
183/2014) have bee{\hﬁﬁed.

[Note: This rul sponds to Article 168 of CRR-] as it applied immediately before revocation by the
Treasury

SQ@G REQUIREMENTS FOR THE IRB APPROACH
S
Article 169 GENERAL PRINCIPLES

ECTION 1 RATING SYSTEM

1. Aninstitution shall, where it uses multiple rating systems, document the rationale for assigning an
obligor or a transaction to a rating system and apply it in a manner that appropriately reflects the
level of risk.

2. _Aninstitution shall periodically review assignment criteria and processes to determine whether
they remain appropriate for the current portfolio and external conditions.



3. _Aninstitution may use direct estimates of LGDs, and conversion factors or expected-ameounts
outstandingat-defautEADs (but not PDs), for exposures and treat such estimates as representing
an assignment to grades on a continuous rating scale.

[Note: This rule corresponds to Article 169 of CRR-}
as it applied immediately before revocation by the Treasury]

Article 169A LGD MODELLING COLLATERAL METHOD

S e e s e Subject to paragraph 2, take-inte-aceount-an institution applying the
LGD Modelling Collateral Method in accordance with Credit Risk Mitigation (CRR) Part Article
191A may recognise the existence of collateral in its LGD estimates. Collateral recognised by the
institution shall be taken into account in its LGD estimates as follows:

(a) for an exposure where Article 169B does not apply to any collateral recognised by @
institution that secures the exposure, the institution shall:

(i)_include the collateral recognised by the institution in its consideration ofﬁxdnvers in
accordance with point (b) of Article 170(4); and

&
(ii) take the collateral recognised by the institution into account wh&@ifyinq LGD
estimates;

(b) for an exposure where Article 169B applies to any collateral %ﬂ ised by the institution that
secures the exposure, the institution shall take the coIIatelé?m account in accordance with
that Article.

N

2. _An institution may only use the LGD Modelling Collate@[\ethod seteutreferred to in paragraph 1
to the extent which it has:

(a) established internal requirements for coIIate@uanagement, operational procedures, legal
certainty and risk management in resp‘é@the types of collateral that it takes into account in
its LGD estimates; and

(b) those internal requirements are&vally consistent with those required for the Foundation

Collateral Method ‘x

3. Where an institution has an e@ re that is covered by unfunded credit protection that, in turn, is
covered by collateral, the jastitution uses both the LGD Adjustment Method and the LGD
Modelling Collateral M \n accordance with paragraph 2 of Credit Risk Mitigation (CRR) Part
Article 191A, and A 69B does not apply to any collateral recognised by the institution that
secures the exp he institution may apply the LGD Modelling Collateral Method by reflecting
the effect of ral by adjusting facility grades or LGD estimates in accordance with Article
183(2A) in, ' of applying the approach set out in point (a) of paragraph 1.

Article 16@ GD MODELLING COLLATERAL METHOD: LACK OF MODELLING DATA

A
\ This article applles where an |nst|tut|on shau—wheﬁe—n—ns-applymg the LGD Modelllng

Ci Heral Method in-Arti

recognises a particular type of collateral in
relation-to-recoveries|ocated in a particular jurisdiction in-LGB-estimates;

t&reeevene&warpameulaﬂunsdmﬂmthat is held aqamst an exposure, and

the-institution- it does not have sufficient data to model robustly the effect of that particular type of
collateral on recoveries in athat particular jurisdiction.



An2.  Where the condition in paragraph 1 is met, an institution shall calculate own LGD estimates
for expesuresthe exposure by:

(a) in the case of a-an exposure secured by a single type of collateral that is recognised by the
institution, applying the formula in Credit Risk Mitigation (CRR) Part Article 230, or

(b) in the case of an exposure secured by multiple types of collateral_that is recognised by the
institution, applying the formula in Credit Risk: Credit Risk Mitigation (CRR) Part Article 231,

and, in applying these formulae:

(c) LGDu shall represent the institution’s own estimate of unsecured LGD for the exposure
disregarding recoveries from collateral;

(d) the institution shall meet the requirements of this Section 6 in respect of theirits own
estimates of unsecured LGD, although the institution shall not take collateral into,account for
the purpose of assigning exposures to facility grades or pools and recoveries fram'eollateral
shall not be taken into account in LGD estimates; and

(e) all other parameters in the formula shall be calculated in accordance with,the Foundation
Collateral Method. Accordingly, only collateral which is eligible under‘the, Foundation
Collateral Method may be recognised for the purpose of determiping the secured part of the
exposure.

Article 170 STRUCTURE OF RATING SYSTEM

1. Aninstitution shall ensure that the structure of a rating system for exposures to corporates and
institutions complies with the following requirements:

(a) arating system shall take into account obligor,and transaction risk characteristics;

(b) arating system shall have an obligor rating scale which reflects exclusively quantification of
the risk of obligor default. The obligor rating’scale shall have a minimum of 7 grades for non-
defaulted obligors and one for defaultgdobligors;

(c) an institution shall document thé relationship between obligor grades in terms of the level of
default risk each grade impliés and the criteria used to distinguish that level of default risk;

(d) an institution with portfolios.concentrated in a particular market segment and range of default
risk shall have enough obligor grades within that range to avoid undue concentrations of
obligors in a particular grade. Significant concentrations within a single grade shall be
supported by cénvificing empirical evidence that the obligor grade covers a reasonably
narrow PD band and that the default risk posed by all obligors in the grade falls within that
band;

(e) where an'institution uses the Advanced IRB Approach, a rating system shall incorporate a
distinct facility rating scale which exclusively reflects LGD related transaction characteristics.
The facility grade definition shall include both a description of how exposures are assigned to
the grade and of the criteria used to distinguish the level of risk across grades;

(f) _significant concentrations within a single facility grade shall be supported by convincing
empirical evidence that the facility grade covers a reasonably narrow LGD band, respectively,
and that the risk posed by all exposures in the grade falls within that band.

2. __An institution using the Slotting Approach for assigning risk weights for specialised lending
exposures is exempt from the requirement to have an obligor rating scale which reflects
exclusively quantification of the risk of obligor default for thesethe specialised lending exposures.
The institution shall have for these exposures at least four grades for non-defaulted obligors and
at least one grade for defaulted obligors.




3. _Aninstitution shall ensure that the structure of a rating system for retail exposures complies with
the following requirements:

(a) the rating system shall reflect both obligor and transaction risk, and shall capture all relevant
obligor and transaction characteristics;

(b) the level of risk differentiation shall ensure that the number of exposures in a given grade or
pool is sufficient to allow for meaningful quantification and validation of the loss characteristics
at the grade or pool level. The distribution of exposures and obligors across grades or pools
shall be such as to avoid excessive concentrations;

(c) the process of assigning exposures to grades or pools shall provide for a meaningful
differentiation of risk, for a grouping of sufficiently homogenous exposures, and shall allowfor
accurate and consistent estimation of loss characteristics at grade or pool level. For
purchased receivables the grouping shall reflect the seller’s underwriting practices and the
heterogeneity of its customers.

4. An institution shall consider the following risk drivers when assigning exposures)torgrades or
pools:

(a) obligor risk characteristics;

(b)_() subject to point (b)(ii), transaction risk characteristics,.ncluding product or collateral
types or both. The institution shall explicitly address.cds€es where several exposures
benefit from the same collateral;

(i) point (b)(i) only applies in relation to collatéral where the collateral is recognised by
an institution using the LGD Modelling Collateral Method;

(c) delinquency, except where an institution demonstrates that delinquency is not a material
driver of risk for the exposure.

[Note: This rule corresponds to Article 170 of/GRR-] as it applied immediately before revocation by the

Treasury
Article 171 ASSIGNMENT TO GRADES OR POOLS

1. Aninstitution shall have specific definitions, processes and criteria for assigning exposures to
grades or pools within a rating system that comply with the following requirements:

(a) the grade or pool definitions and criteria shall be sufficiently detailed to allow those charged
with assigning fatings to consistently assign obligors or facilities posing similar risk to the
same grade/or'pool. This consistency shall exist across lines of business, departments and
geographiciiecations;

(b) the doeumentation of the rating process shall allow third parties to understand the
assignments of exposures to grades or pools, to replicate grade and pool assignments and to
evaluate the appropriateness of the assignments to a grade or a pool;

(c) the criteria shall also be consistent with the institution’s internal lending standards and its
policies for handling troubled obligors and facilities.

N

2. _An institution shall, subject to paragraph 3, take all relevant information into account in assigning
obligors and facilities to grades or pools. Such information shall be current and shall enable the
institution to forecast the future performance of the exposure. The less information an institution
has, the more conservative shall be its assignments of exposures to obligor andgrades, facility
grades or pools. If an institution uses an external rating as a primary factor determining an internal
rating assignment, the institution shall ensure that it considers other relevant information.

3. _Aninstitution shall not take the following information into account in assigning obligors and
facilities to grades and pools:



(a) the impact of guarantees and credit derivatives which the firm recognises through the LGD
Adjustment Method;

(b) the existence of collateral, except where recognised by an institution when applying the LGD
Modelling Collateral Method, and the impact of such collateral on recoveries.

[Note: This rule corresponds to Article 171 of CRR-}
as it applied immediately before revocation by the Treasury]

Article 172 ASSIGNMENT OF EXPOSURES

1. Aninstitution shall assign exposures to corporates and institutions in accordance with the
following criteria:

(a) each obligor shall be assigned to an obligor grade as part of the credit appreval process;

(b) for those exposures for which an institution has an IRB permission to use‘the~Advanced IRB
Approach, each exposure shall also be assigned to a facility grade as partof the credit
approval process;

(c) an institution using the methods set out in Article 153(5) for assigning risk weights for
specialised lending exposures shall assign each of these expasures to a grade in accordance
with Article 170(2);

(d) each separate legal entity to which the institution is'\exposed shall be separately rated. An
institution shall have appropriate policies regardingithe treatment of individual obligor clients
and groups of connected clients;

(e) separate exposures to the same obligarsshall‘be assigned to the same obligor grade,
irrespective of any differences in the nature“of each specific transaction. However, separate
exposures to the same obligor may,be’assigned to different grades where any of the following
apply:

(i) _the assignment reflects €ountry transfer risk, this being dependent on whether the
exposures are denominated in local or foreign currency;

(i) the assignment réflects the impact on default risk of decumented-guarantees or other
deeumented-support arrangements that are associated to an exposure;

(i) _the assignment is necessary because of consumer protection, bank secrecy or other
legislation prehibitprohibiting the exchange of client data.

2. _Aninstitutiomshall, for retail exposures, assign each exposure to a grade or a pool as part of the
credit approval process.

3. Arnyinstitution shall, subject to subparagraph 2, for grade and pool assignments, document the
situations in which human judgement may override the inputs or outputs of the assignment
process and the personnel responsible for approving these overrides. The institution shall
document these overrides and note down the personnel responsible. The institution shall analyse
the performance of the exposures whose assignments have been overridden. This analysis shall
include an assessment of the performance of exposures whose rating has been overridden by a
particular person, accounting for all the responsible personnel.

An institution shall not make overrides to reflect the information in points (a) to (eb) of Article
171(3).

[Note: This rule corresponds to Article 172 of CRR-}
as it applied immediately before revocation by the Treasury]




Article 173 INTEGRITY OF ASSIGNMENT PROCESS

1. Aninstitution shall ensure that its assignment procedures in relation to expesureexposures to
corporates and institutions meet the following requirements of integrity:

Assigrmentis(a) assignments and periodic reviews of assignments shall be completed or
approved by an independent party that does not directly benefit from decisions to extend the
credit;

(b) the institution shall review assignments at least annually and adjust the assignment where the
result of the review does not justify carrying forward the current assignment. High risk obligors
and problem exposures shall be subject to more frequent review. The institution shall
undertake a new assignment if material information on the obligor or exposure becomes
available;

(c) the institution shall have an effective process to obtain and update relevant information on
obligor characteristics that affect PDs, and on transaction characteristics that affect LGDs, or

conversion factors or expected-ameunts-outstanding-at-defaultEADs.

2. _An institution shall, for retail exposures, at least annually review obligor.and,facility assignments
and adjust the assignment where the result of the review does not justifyscarrying forward the
current assignment, or review the loss characteristics and delinquency status of each identified
risk pool, whichever applicable. An institution shall also at least ahpually review in a
representative sample the status of individual exposures within.each pool as a means of ensuring
that exposures continue to be assigned to the correct pooljand adjust the assignment where the
result of the review does not justify carrying forward the‘eurrent assignment.

n

3. [Note: Provision left blank]

[Note: FhisParagraphs 1 and 2 of this rule eerrespendstorrespond to Article 173(1) and (2) of CRR-}
as it applied immediately before revocation by theNLreasury]

Article 174 USE OF MODELS

An institution shall, where it uses statisticallmodels and other mechanical methods (‘models’) to
assign exposures to obligors or facilities grades or pools, comply with the following requirements:

(a) the model shall have good predlictive power and capital requirements shall not be distorted asa
result of its use. The input variables shall form a reasonable and effective basis for the resulting
predictions. The model shall not have material biases;

(b) the institution shalkhave in place a process for vetting data inputs into the model, which includes
an assessmeptofithe accuracy, completeness and appropriateness of the data;

(c) the data used to build the model shall be representative of the population of the institution’s actual
obligors, onexposures;

(d)_the institution shall have a regular cycle of model validation that includes monitoring of model
performance and stability; review of model specification; and testing of model outputs against
oltcomes;

(e) the institution shall complement the statistical model by human judgement and human oversight
to review model-based assignments and to ensure that the models are used appropriately.
Review procedures shall aim at finding and limiting errors associated with model weaknesses.
Human judgements shall take into account all relevant information not considered by the model.
The institution shall document how human judgement and model results are to be combined.

[Note: This rule corresponds to Article 174 of CRR-] as it applied immediately before revocation by the

Treasury




Article 175 DOCUMENTATION OF RATING SYSTEM

1. Aninstitution shall document the design and operational details of its rating systems and shall

N

3.

4.

5.

ensure that the documentation shal-prevideprovides evidence of compliance with the
requirements in this Section 6, and addressaddresses topics including portfolio differentiation,
rating criteria, responsibilities of parties that rate obligors and exposures, frequency of assignment
reviews, and management oversight of the rating process.

An institution shall:

(a) document the rationale for and analysis supporting its choice of rating criteria; and

(b) document all major changes in the risk rating process, and such documentation shall support
identification of changes made to the risk rating process subsequent to the last review’by, the
PRA. The organisation of rating assignment, including the rating assignment process\and the
internal control structure, shall also be documented.

An institution shall document the specific definitions of default and loss used interpally and ensure
consistency with the definitions set out in this Part.

An institution shall document its methodologies where it employs statistical models in the rating
process, and this documentation shall:

(a) provide a detailed outline of the theory, assumptions and mathematical and empirical basis of
the assignment of estimates to grades, individual obligors{exposures, or pools, and the data
source(s) used to-estimate-thefor model_estimation;

(b) establish a rigorous statistical process including out-of-time and out-of-sample performance
tests for validating the model;

(c) indicate any circumstances under which the‘'model does not work effectively.

An institution shall demonstrate that the requirements of this Article are met; where anthe
institution has obtained a rating systemy or model used within a rating system, from a third-party
vendor and that vendor refuses oerresireis-the-access-of-the institution access to, or restricts the
institution from accessing, information-pertaining to the methodology of that rating system or
model, or underlying data used-to‘develop that methodology or model, on the basis that such
information is proprietary.

[Note: This rule corresponds,te Article 175 of CRR-} as it applied immediately before revocation by the

Treasury
Article 176 DATA'MAINTENANCE

L

2.

An institution, shall collect and store data on aspects of its internal ratings as required under the
Disclosure (GRR) Part. The data collected and stored by an institution shall also include data on
key borrewer and facility characteristics in order to:

ta)\provide effective support to the institution’s internal credit risk measurement and management
processes;

(b) enable the institution to meet the other requirements in this Part;

(c) serve as a basis for supervisory reporting; and

(d) support retrospective re-allocation of obligors and facilities to grades.

An institution shall, for exposures to corporates and institutions, collect and store:
(a) complete rating histories on obligors and recognised guarantors;

(b) the dates the ratings were assigned;

(c) the key data and methodology used to derive the rating;



(d) the person responsible for the rating assignment;
(e) the identity of obligors and exposures that defaulted;

(f) the date and circumstances of suchthe defaults: referred to in point (e);

(0) data on the PDs and realised default rates associated with rating grades and ratings
migration.

3. _Aninstitution_with an IRB permission to use the Foundation IRB Approach shall, for exposures in
respect of which it uses the Foundation IRB Approach, collect and store data on comparisons of
realised LGDs tewith the values as set out in Article 161(1) and realised conversion factors tewith
the values as set out in Credit Risk: Standardised Approach (CRR) Part Article 111-(, as required
byreferred to in Article 166C(1).

4. An institution with an IRB permission to use the Advanced IRB Approach shall, for expOsures in
respect of which it uses the Advanced IRB Approach, collect and store:

(a) complete histories of data on the facility ratings and estimates of LGD, and-eonversion factor

or expected-amounts-outstanding-at-defaultEADs, associated with eachrrating scale;
(b) the dates on which the ratings were assigned and the estimates were made;

(c) the key data and methodology used to derive the facility ratings and estimates of LGD, and
conversion factor or expected-ameunts-outstanding-at-defatZAD;

(d) information on the person who assigned the facility ratingsand the person who provided the
estimates of LGD, and conversion factor or expected-ameunts-outstanding-atdefaultEAD;

(e) data on the estimated and realised LGDs, and convefsion factors or expected-amounts
outstanding-at-defautEAD, associated with eaghvdefaulted exposure;

(f) data on the LGD of the exposure beforg and after evaluation of the effects of a guarantee /or
credit derivative, for those institutions-that reflect the credit risk mitigating effects of
guarantees or credit derivatives thrdugh the Parameter Substitution Method or the LGD
Adjustment Method;

(g) data on the components of.loss for each defaulted exposure, including:
(i) amounts recovered;
(i) source of recoverys
(iii) time period-réguirement for recovery;
(iv) admipistrative costs;

(h) data on limits and balances used to derive conversion factor or expected-amounts
eyistandingEAD at default estimates, as well as realised conversion factors and realised
exposure values at default.

5. Anjinstitution shall, for retail exposures, collect and store:
(a) data used in the process of allocating exposures to grades or pools, including:
(i) data on borrower and transaction risk characteristics;
(i) data on delinquency;
(iii) data on the estimated PDs and LGDs associated with grades or pools of exposures;

(iv) for defaulted exposures, the pools to which the exposure was assigned over the year
prior to default, including the realised outcomes for LGDs, and conversion factors or

expected amounts outstanding at defaultEADS;



(b) data on the estimated PDs, LGDs, and conversion factors or expected-amounts-outstanding

at-defaultEADs, and realised default rates associated with grades or pools of exposures;
(c) the identity of obligors and exposures that defaulted,;

(d) for defaulted exposures, data on the grades or pools to which the exposure was assigned
over the year prior to default and the realised outcomes for LGDs, and conversion factors or

expected amounts outstanding at default EADs;

(e) data on loss rates for qualifying revolving retail exposures-_as defined in Article 147(5A).

[Note: This rule corresponds to Article 176 of CRR-} as it applied immediately before revocation by the
Treasury

Article 177 STRESS TESTS USED IN ASSESSMENT OF CAPITAL ADEQUACY

1. Aninstitution shall have in place sound stress testing processes for use in the assesSment of its
capital adequacy. Stress testing shall involve identifying possible events or future changes in
economic conditions that could have unfavourable effects on an institution’s crédit'exposures and
assessment of the institution’s ability to withstand such changes.

2. _Aninstitution shall regularly perform a credit risk stress test to assess the effect of certain specific
conditions on its total capital requirements for credit risk. The testinsfitdtion shall be ene-able to
submit upon request, documentary evidence that demonstrates tiatitite test chosen by the
institution,-subject-to-supervisery-review-The-test-to-be-emplofgthShall-be_is meaningful and
considerconsiders the effects of severe, but plausible, rece§sian scenarios. An institution shall
assess migration in its ratings under the stress test scenarios. Stressed portfolios shall contain
the vast majority of an institution’s total exposure.

I

3. [Note: Provision left blank]

[Note: This rule corresponds to Article 177 of CRRy},as it applied immediately before revocation by the

Treasury

SUB-SECTION 2 RISK QUANTIFICATION
Article 178 DEFAULT OF AN OBLIGOR OR FACILITY

1. A default shall be considered to have occurred with regard to a particular obligor when either or
both of the following have taken place:

(a) the institution‘considers that the obligor is unlikely to pay its credit obligations to the
institutions~the, parent undertaking or any of its subsidiaries in full, without recourse by the
institution fo’actions such as realising security;

(b) subjeet te paragraphs 1A, 1B, 1C, and 1D, the obligor is more than 90 days past due on any
material credit obligation to the institution, the parent undertaking or any of its subsidiaries.

In the case of retail exposures, an institution may apply the definition of default laid down in points
(@) and (b) of the first subparagraph at the level of an individual credit facility rather than in
relation to the total obligations of an obligor.

1A. An institution may, where the repayment of the obligation is the subject of a dispute between the
obligor and the institution, suspend the counting of days past due until the dispute is resolved,
where at least one of the following conditions is met:

(a) the dispute between the obligor and the institution over the existence or amount of the credit
obligation has been introduced to a court or another formal procedure performed by a
dedicated external body that results in a binding ruling in accordance with the applicable legal
framework in the relevant jurisdiction;



(b) in the specific case of leasing, a formal complaint has been directed to the institution about
the object of the contract and the merit of the complaint has been confirmed by independent
internal audit, internal validation or another comparable independent auditing unit.

1B. An institution may, for exposures to central governments, local authorities andor public sector
entities, apply the treatment set out in paragraph 1C where all of the following conditions are met:

(a) the contract is related to the supply of goods or services, where the administrative procedures
require certain controls related to the execution of the contract before the payment can be
made; this applies in particular to factoring exposures or similar types of arrangements but
does not apply to instruments such as bonds;

(b) apart from the delay in payment, no other indications of unlikeliness to pay as specified_in
accordance with point (a) of paragraph 1 apply, the financial situation of the obligoris‘sound
and there are no reasonable concerns that the obligation might not be paid in full, including
any overdue interest where relevant;

(c) the obligation is past-due-netlongerno more than 180 days past due.

1C. An institution may, in relation to a set of exposures and if the conditionsreferred to in paragraph
1B are satisfied in relation to those exposures, choose:

(a) not to include past due amounts related to the exposures when,calculating the materiality
thresholds referred to in points (d) and (da) of paragraph 2;.and

(b) not to consider the exposures in question to be in defaultforthe purpose of this Article;.

ButanAn institution following the approach in points (a) and (b) shall clearly document the
exposures as satisfying the conditions in paragraph/IB.

1D. An institution may, where there is a dispute between the obligor and the seller and such event is
recognised-as-related to dilution risk, suspéndthe counting of days past due until the dispute is
resolved.

2. _Aninstitution shall apply the followingsfor, the purposes of determining days past due in point (b) of
paragraph 1:

(a) for overdrafts, days past due,commence once an obligor has breached an advised limit, has
been advised a limit smaller than current outstandings, or has drawn credit without
authorisation and the‘underlying amount is material;

(b) for the purpaoses.of point (a), an advised limit comprises any credit limit determined by the
institution and ‘about which the obligor has been informed by the institution;

(c) days pastdue for credit cards commence on the minimum payment due date;

(d) theginstitttion shall, in relation to retail exposures, assess a credit obligation past due as
material if:

() the sum of all amounts past due owed by an obligor to the institution, the parent
undertaking or any of its subsidiaries is greater than £GBP 0; and

(i) _the amount of the credit obligation past due in relation to the total amount of all on-
balance sheet items to that obligor of the institution, the parent undertaking or any of its
subsidiaries, excluding equity exposures, is greater than 0%;

(da)the institution shall, in relation to non-retail exposures, assess a credit obligation past due as
material if:

(i) the sum of all amounts past due owed by an obligor to the institution, the parent
undertaking or any of its subsidiaries is greater than GBP 440-millien; and



(i) the amount of the credit obligation past due in relation to the total amount of all on-
balance sheet items to that obligor of the institution, the parent undertaking or any
subsidiaries, excluding equity exposures, is greater than 1%;

(e) an institution shall have documented policies in respect of the counting of days past due, in
particular in respect of the re-ageing of the facilities and the granting of extensions,
amendments or deferrals, renewals, and netting of existing accounts. These policies shall be
applied consistently over time, and shall be in line with the internal risk management and
decision processes of the institution.

3. __For the purpose of point (a) of paragraph 1, elements to be taken as indications of unlikeliness to

pay shall include the following:
(a) the institution puts the credit obligation on non-accrued status;

(b) the institution recognises a specific credit adjustment resulting from a significant-perceived
decline in credit quality subsequent to the institution taking on the exposure;

(c) the institution sells the credit obligation at a material credit-related economic less;

(d) the institution consents to a distressed restructuring of the credit obiligation where this is likely
to result in a diminished financial obligation caused by the material forgiveness, or

postponement, of principal, interest or, where relevant-fees-A.diStressed-restructuring-shall
be-con have-o ed-w eara 2 eferre n-Article-4

(e) the institution has filed for the obligor’s bankruptcy ‘or a similar order in respect of an obligor’s
credit obligation to the institution, the parent undertaking or any of its subsidiaries;

(f) _the obligor has sought or has been placed in/bankruptcy or similar protection where this
would avoid or delay repayment of a credit obligation to the institution, the parent undertaking
or any of its subsidiaries.

4. An institution that uses external data,that is’not itself consistent with the definition of default laid
down in paragraph 1; shall make appropriate adjustments to achieve broad equivalence with the
definition of default.

5. (a) Aninstitution shall, subject.to points (c) and (d), and subject to paragraphs 5A to 5C where a
distressed restructuringthas occurred, in cases where the institution considers that a
previously defaultéd exposure is such that no trigger of default continues to apply, continue to
rate an exposufe-as being in default until at least 3 months have passed since the conditions
in points (a)fand (b) of paragraph 1 ceased to be met. After this period the institution shall rate
the exposure. as it would for a non-defaulted exposure;

(b

-

An institution shall, during the period referred to in point (a), have regard to the behaviour and
thé*financial situation of the obligor;

(c

~

An institution shall, at the expiry of the period referred to in point (a), perform an assessment
and, if it finds that the obligor is unlikely to pay its obligations in full without recourse to
realising security, the exposures shall continue to be classified as being in default until the
institution is satisfied that the improvement of the credit quality is factual and permanent;

(d) An institution may apply a longer period than that referred to in point (a) te-all-expesures-or
apply-differentlongerperiodsfordifferent types-of-expoesures-for a given type of exposures;

(e) An institution shall apply points (a) to (c) in respect of new exposures to an obligor, in
particular where the previous defaulted exposures to the obligor have been sold or written off.

5A. An institution shall, where a distressed restructuring has occurred in accordance with point (d) of
paragraph 3, rate the obligor or facility as they would for a non-defaulted exposure in paragraph 5
if:



(a) at least one year has passed since the latest occurrence of one of the following events:
(i) the moment of extending the restructuring measures;
(i) the moment when the exposure was classified as defaulted; or
(iii) the end of the grace period included in restructuring arrangements; and

(b) all of the following conditions are met:

(1) _during the one year period referred to in point (a), a material payment has been made by
the obligor. A material payment may be considered to be made where the debtor has paid
via its regular payments in accordance with the restructuring arrangements; a total equal
to the amount that was previously past -due (if there were past -due amounts) or thatwas
written-off (if there were no past -due amounts) under the restructuring measures;

(i) during the one year period referred to in point (a) the payments have been maderegularly
according to the schedule applicable after the restructuring arrangements;

(i) there are no past due credit obligations according to the schedule applicable after the
restructuring arrangements;

(iv) no indications of unlikeliness to pay as specified in paragraph 3,0r any additional
indications of unlikeliness to pay specified by the institution apply;

(v) the institution does not consider it otherwise unlikely tharthe obligor will pay its credit
obligations in full according to the schedule after the"restructuring arrangements without
recourse to realising security. In this assessment, the institution should examine in
particular situations where a large lump-sum_payment or significantly larger payments are
envisaged at the end of the repayment schiedule; and

(vi) the conditions referred to in points (k)(i) ta«(b)(v) should be met also with regard to new
exposures to the obligor, in particular Where the previously defaulted exposures to this
obligor that were subject to distréssed restructuring were sold or written off.

5B. An institution shall, in relation to paragraph 5A, continue to rate an exposure as being in default
until points (a) and (b) of paragraph 5A are met.

5C. (a) An institution shall not apply_point (b)(i) of paragraph 5A where the obligor changes due to an
event such as a mergenor acquisition of the obligor or any other similar transaction;

(b) An institution shalliapply point (b)(i) of paragraph 5A where there is a change in the obligor’s
name.

6. [Note: Provisionleft blank]

[Note: This rule corresponds to Article 178(1) to (5) of CRR-] as it applied immediately before
revocationshy the Treasury]

Articlend79 OVERALLREQUIREMENTS FORESTHMATHONOVERALL REQUIREMENTS FOR
ESTIMATES

1. Aninstitution shall, in quantifying the risk parameters to be associated with rating grades or pools,
apply the following requirements:

(a) an institution’s own estimates of the risk parameters PD, LGD, conversion factor or expected
ameunt-outstanding-at-defaultEAD, and EL shall, subject to points (aa) and (ab), incorporate
all relevant data, information and methods. The estimates shall be derived using both
historical experience and empirical evidence, and not be based purely on judgemental
considerations. The estimates shall be plausible and intuitive and shall be based on the



material drivers of the respective risk parameters. The less data an institution has, the more
conservative it shall be in its estimation;

(aa)an institution shall not take account of recoveries from guarantees, credit derivatives and
other support arrangements when quantifying LGD estimates, except where recoveries are
recognised under the LGD Adjustment Method in accordance with Article 183;

(ab)the existence of collateral shall not be taken into account except where recognised by an
institution when applying the LGD Modelling Collateral Method;

(b) an institution shall be able to provide a breakdown of its loss experience in terms of default
frequency, LGD, conversion factor or expected-ameount-eutstanding-at-defaultEAD, or loss
where EL estimates are used, by the factors it sees as the drivers of the respective risk
parameters. The institution’s estimates shall be representative of long run experience;

(c) any changes in lending practice or the process for pursuing recoveries over the ghservation
periods referred to in point (h) of Article 180(1), point (e) of Article 180(2), peint (j) of Article
181(1), Article 181(2), and Article 182(2) and (3) shall be taken into account: An institution’s
estimates shall reflect the implications of technical advances and new data‘and other
information, as it becomes available. An Institutioninstitution shall review theirits estimates
when new information comes to light but at least on an annual basis;

(d) the population of exposures represented in the data used forstimation, the lending
standards used when the data was generated and other rélevant characteristics shall be
comparable with those of the institution’s exposures and standards. The economic or market
conditions that underlie the data shall be relevant toxcurrent and foreseeable conditions. The
number of exposures in the sample and the data.period used for quantification shall be
sufficient to provide the institution with confidenee in the accuracy and robustness of its
estimates;

(e) for purchased receivables, the estimates,shall reflect all relevant information available to the
purchasing institution regarding the:quality of the underlying receivables, including data for
similar pools provided by the seller, by the purchasing institution, or by external sources. The
purchasing institution shall évaluate any data relied upon which is provided by the seller;

(f) _an institution shall add to its estimates a margin of conservatism that is related to the
expected range of estimation errors. Where methods and data are considered to be less
satisfactory, or the.expected range of errors is larger, the margin of conservatism shall be
larger.

An institution shall,"where it uses different estimates for the calculation of risk weights and for
internal purposes, do so only if reasonable to do so, and the institution shall document its reasons
for doing so.

1A. An institution may, with the permission of the PRA and if it can demonstrate to the satisfaction of
thé RRA that for data that has been collected prior to 1 January 2007, appropriate adjustments
have been made to achieve broad equivalence with the definition of default laid down in Article
178, disapply the requirements in this Part relating to data standards, and comply with the
standards for data set out in its IRB permission.

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the Capital
Requirements Regulations applies-}]

2. _Aninstitution shall, where it uses data that is pooled across institutions, meet the following
requirements:

(a) the rating system and criteria of other institutions in the pool are similar to its own;

(b) the pool is representative of the portfolio for which the pooled data is used,



(c) the pooled data is used consistently over time by the institution for its estimates;
(d) the institution shall remain responsible for the integrity of its rating system;

(e) the institution shall maintain sufficient in-house understanding of its rating system, including
the ability to effectively monitor and audit the rating process.

[Note: This rule corresponds to Article 179 of CRR-} as it applied immediately before revocation by the
Treasury
Article 180 REQUIREMENTS SPECIFIC TO PD ESHMATIONESTIMATES

1. Aninstitution shall, in quantifying the risk parameters to be associated with rating grades, apply
the following requirements specific to PD estimation to exposures to corporates and institutions:

(a) the institution shall estimate PDs by obligor grade from long run averages of one-year default
rates over a representative mix of good and bad economic periods. PD estimates\for'obligors
that are highly leveraged or for obligors whose assets are predominantly traded assets shall
reflect the performance of the underlying assets based on periods of stressed'volatilities;

(b) the institution may, for purchased corporate receivables, estimate the EL by obligor grade
from long run averages of one-year realised default rates;

(c)_if the institution derives long run average estimates‘of PDs and LGDs for purchased corporate
receivables from an estimate of EL, and an appropriate estimate of PD or LGD, its process for
estimating total losses shall meet the overall standards for estimation of PD and LGD set out
in this partPart, and the outcome shall be conSistent with the concept of LGD as set out in
point (a) of Article 181(1);

(d) the institution shall use PD estimationdechniques only with supporting analysis. The institution
shall recognise the importance ofyudgmentaljudgemental considerations in combining results
of techniques and in making adjustments for limitations of techniques and information;

(e) to the extent that an institGtion uses data on internal default experience for the estimation of
PDs, the estimates shall be reflective of underwriting standards and of any differences in the
rating system that generated the data and the current rating system. Where underwriting
standards or rating.systemsystems have changed, the institution shall add a greater margin of
conservatismin’its estimate of PD;

(f) _to the extentthat the institution associates or maps its internal grades to the scale used by an
ECAI.0r similar organisations and then attributes the default rate observed for the external
organisation’s grades to the institution’s grades, mappings shall be based on a comparison of
internal rating criteria to the criteria used by the external organisation and on a comparison of
the internal and external ratings of any common obligors. Biases or inconsistencies in the
mapping approach or underlying data shall be avoided. The criteria of the external
organisation underlying the data used for quantification shall be oriented to default risk only
and not reflect transaction characteristics. The analysis undertaken by the institution shall
include a comparison of the default definitions used, subject to the requirements in Article
178. The institution shall document the basis for the mapping;

(g) the institution may, to the extent that it uses statistical default prediction models, estimate PDs
as the count weighted average of default-probability estimates for individual obligors in a
given grade. The institution’s use of default probability models for this purpose shall meet the
standards specified in Article 174;



(h) irrespective of whether an institution is using external, internal, or pooled data sources, or a
combination of the three, for its PD estimation, the length of the underlying historical
observation period used shall be at least five years for at least one source. If the available
observation period spans a longer period for any source, and this data is relevant, this longer
period shall be used. The data shall include a representative mix of good and bad years from
the economic cycle relevant for the type of exposures.

2. _For retail exposures, an institution shall comply with the following requirements:

an(a) the institution shall estimate PDs by obligor grade, facility grade or pool from long run
averages of one-year default rates over a representative mix of good and bad economic
periods;

(b) PD estimates may also be derived from an estimate of total losses and appropriate estimates
of LGDs;

an(c) the institution shall regard internal data for assigning exposures to grades or pools as
the primary source of information for estimating loss characteristics. The institution may use
external data (including pooled data) or statistical models for quantification provided that the
following strong links both exist:

(i) between the institution’s process of assigning exposures to grades or pools and the
process used by the external data source; and

(i) between the institution’s internal risk profile‘and the composition of the external data;

(d) if anthe institution derives long run average estimates of PD and LGD for retail exposures
from an estimate of total losses and an appropriate estimate of PD or LGD, the process for
estimating total losses shall meet the overall standards for estimation of PD and LGD set out
in this partPart, and the outcomeshall be consistent with the concept of LGD as set out in
point (a) of Article 181(1);

(e) irrespective of whether anthé institution is using external, internal or pooled data sources or a
combination of the three, for theirits estimation of loss characteristics, the length of the
underlying historicakobservation period used shall be at least five years for at least one
source. If the ayailable ebservation-spansobservations span a longer period for any source,
and these data are relevant, this longer period shall be used. The data shall include a
representative mix of good and bad years from the economic cycle relevant for the type of
exposures,

an(f) the institution shall identify and analyse expected changes of risk parameters over the
life,of credit exposures (seasoning effects).

An institution may, for purchased retail receivables, use external and internal reference data. The
institution shall use all relevant data sources as points of comparison.

3. [Note: Provision left blank]

[Note: FhisParagraphs 1 and 2 of this rule eerrespendscorrespond to Article 180(1) and (2) of CRR+}
as it applied immediately before revocation by the Treasury]

Article 181 REQUIREMENTS SPECIFIC TO OWN-LGD ESTIMATES

1. Aninstitution shall, in quantifying the risk parameters to be associated with rating grades or pools,
apply the following requirements specific to ewn-LGD estimates:



(a) the institution shall estimate LGDs by facility grade or pool on the basis of the average
realised LGDs by facility grade or pool using all observed defaults within the data sources
(default weighted average);

) the institution shall, subject to point (b)(ii), use LGD estimates that are appropriate for
an economic downturn if those are more conservative than the long-run average;

(i) the institution shall, if a rating system uses risk drivers that are sensitive to the
economic cycle:

(1) analyse the difference between the distribution of exposures over facility grades
or pools, or over appropriate intervals in case of continuous facility scales, of the
current portfolio before and during the downturn period; and

(2) if a substantial difference in the distribution of exposures is identified as\a result
of the analysis in point (b)(ii)(1), the-institutien-shal-apply non-negative
adjustments to theirits downturn LGD estimates in point (b)(i) te limitthe impact
of an economic downturn on risk-weighted exposure amounts;

(c) the institution shall consider the extent of any interdependence between the risk of the obligor
and that of the collateral or collateral provider. Cases where there iS\a significant degree of
dependence shall be addressed in a conservative manner;

(d) currency mismatches between the underlying obligation and,thie’collateral shall be treated
conservatively in the institution’s assessment of LGD;

(e) where LGD estimates take into account the existeriee of collateral under the LGD Modelling
Collateral Method in-peint{g(but where the institutien)is not applying the approach set out in
Article 169B), these estimates shall not solely.be based on the collateral’s estimated market
value. LGD estimates shall take into account the effect of the potential inability of
institutionsthe institution to expeditiously'gain control of theirthe collateral and liquidate it;

() _[Note: Provision left blank]

(a) [Note: Provisiefrleft blank]

() () theninstitution shall, subject to point (h)(ii), for the specific case of exposures already
in‘default, ensure that the LGD in default reflects downturn conditions where the
estimates of LGD in default that are appropriate for an economic downturn are more
conservative than the long-run average LGD for defaulted exposures;

i) for the purpose of point (h)(i), the LGD in default should be increased above the level
referred to in point (h)(i) where this is necessary to ensure that, for each exposure,
the difference between the LGD estimate and BEEL given current economic
circumstances and exposure status covers the institution’s estimate of the increase in
loss rate caused by possible additional unexpected losses during the recovery period
(i.e. between the date of default and the final liquidation of the exposure);

(i) _to the extent that unpaid late fees have been capitalised in the institution’s income statement,
they shall be added to the institution’s measure of exposure and loss;

(])__for exposures to corporates, estimates of LGD shall be based on data over a minimum of five
years, increasing by one year each year after implementation until a minimum of seven years



is reached, for at least one data source. If the available observation period spans a longer
period for any source, and the data is relevant, this longer period shall be used.

An institution may reflect additional drawings after the time a default event is triggered in its LGD
estimates.

2. __An institution may, in relation to retail exposures:
(a) derive LGD estimates from realised losses and appropriate estimates of PDs;
(b) [Note: Provision left blank};]
(c) for purchased retail receivables, use external and internal reference data to estimate LGDs.

An institution shall, for retail exposures, base its estimates of LGD on data over a minimum-ef five
years.

[Note: FhisParagraphs 1 and 2 of this rule eerrespendscorrespond to Article 181(1)and (2) of CRR-}
as it applied immediately before revocation by the Treasury]

3. __[Note: Provision left blank]

Article 181A° ECONOMIC DOWNTURN: SPECIFICATION OF NATURE{SEVERITY AND
DURATION OF AN ECONOMIC DOWNTURN

1. Aninstitution shall, for the purposes of point (b)(i) of Article 181(1)f@and point (b) of Article 182(1),
identify an economic downturn for each type of exposures.

2. _Aninstitution shall, in identifying an economic downturryfor argiven type of exposures, apply the
following requirements:

(a) the nature of an economic downturn isshall beycharacterised by a set of economic indicators
that are classified as relevant for exposures within that type of exposures in accordance with
Article 181B(1) and (2) (‘the relevant indicator set’);

(b) in terms of severity, an economic downturn isshall be indicated by the most severe value
relating to a 12-month period (‘the'most severe 12-month value’) that is observed, for each
economic indicator in the relevant indicator set, over a historical time-span determined for that
economic indicator in accordance with Article 181C(1) (‘the applicable time-span’);

(c) _an economic downturh s-cemprised-efshall comprise one or more distinct downturn periods
covering the peaks and troughs related to the most-severe 12-month values for the economic
indicators in therelevant indicator set, each such period being of a duration determined in
accordancewith“Article 181C(2) (‘the duration of a downturn period’).

3. _For the purposes of point (b) of paragraph 2, the 12-month periods to which values for an
economic'indicator relate may start at any point in time within the applicable time-span.

4. For the purposes of point (c) of paragraph 2:

(a)~a’downturn period is a period in which an economic indicator reaches its most severe 12-
month value;

(b) where, for different economic indicators, the peaks or troughs related to the most severe 12-
month values are reached simultaneously or shortly after each other, the downturn periods in
which those indicators reach their most severe 12-month value are-teshall be treated as one
single downturn period covering the most severe 12-month values for all those indicators.

Article 181B°  ECONOMIC DOWNTURN: RELEVANT INDICATOR SET

1. Aninstitution shall classify the following economic indicators as relevant for exposures within a
given type of exposures where this would not result in the institution incurring disproportionate
costs:



(a) for all types of exposures:
(i) gross domestic product;
(ii) _unemployment rate;
(i) externally provided aggregate default rates, where available;
(iv) externally provided aggregate credit losses, where available;
(b) in addition to the economic indicators listed in point (a):
(i) for exposures to corporates: relevant sector-specific indices or relevant industry-specific
indices;
(ii) for retail exposures to small and medium-sized enterprises: relevant sector-specific
indices or relevant industry-specific indices;

(i) for exposures to corporates secured by residential immovable property goliateral-and for
retail exposures secured by residential immovable property-cellateral:; house prices or
house price indices;

(iv) for exposures to corporates secured by commercial immovable'property cellateral-and for
retail exposures to SMEs secured by commercial immovablg’ property-coliateral:
commercial immovable property prices or commercial immpyable property price indices,
and commercial immovable property rental prices or commercial immovable property
rental price indices;

(v) for retail exposures other than those falling within point (b)(ii), (b)(iii) or (b)(iv): total
household debt and disposable personal ingomey in each case where available;

(vi) for specialised lending exposures:
(1) in the case of project finance_eXposures: prices for the underlying products supplied;

(2) in the case of object finance_éxposures: indices for the relevant type or types of
collateral;

(3) in the case of commaodities finance_exposures: prices or price indices for the relevant
type of commodity;

(vii) for exposures to‘ipstitutions: financial credit indices;

(c) in addition to the*eeenomic indicators listed in points (a) and (b) of paragraph 1 as measured
in accordangewith paragraph 4, any measures of these or other economic indicators that are
explanatory,variables for, or indicators of, the economic cycle specific to exposures in the
type ofrexpesures under consideration.

2. _Aninstitutiernshall ensure that the economic indicators that it identifies for exposures within a type
of exposures in accordance with paragraph 1 reflect the geographical distribution and, where
applicable, the sectoral distribution of the exposures within that type of exposures. For this
purpose, an economic indicator shall be included in the relevant indicator set:

(a) once for each jurisdiction or, where appropriate, once for each geographical area within a
jurisdiction, covered by a material share of that type of exposures; and

(b) once for each sector, where applicable, covered by a material share of that type of exposures.

3. Aninstitution may, where economic indicators to be included in accordance with point (b) of
paragraph 1 show strong co-movement across the different jurisdictions or, as applicable,
different sectors, instead select a common economic indicator to reflect those jurisdictions or
sectors overall.



4.

For the purpose of points (a) and (b) of paragraph 1, the relevant economic indicators mustshall
be measured in the way that gives the best indicator of economic conditions from one of:

(a) the level of the relevant economic indicator;
(b) absolute changes in the level of the relevant economic indicator; or

(c) percentage changes in the level of the relevant economic indicator.

Article 181C ECONOMIC DOWNTURN: DETERMINING THE APPLICABLE TIME-SPAN AND

DURATION OF A DOWNTURN PERIOD

1.

N

An institution shall, for the purposes of point (b) of Article 181A(2), ensure that the historical time-
span applicable to an economic indicator is sufficient to provide values that are representativeof
the likely range of variability of that indicator in the future, and shall in any event have axduration

of at least twenty20 years.

2. __An institution shall, for the purposes of point (c) of Article 181A(2), determine the duration of a

downturn period as follows:

(a) in a case falling within point (b) of Article 181A(4), the single downturn‘period shall be a
period that is long enough to cover all the peaks or troughs related to,the most severe 12-
month values observed for the different economic indicators associated with that single
downturn period;

(b) in all cases, whether or not falling within point (b) of Article'd81A(4), where the various 12-
month values observed for the economic indicator or indicators in question over the
applicable timespan do not significantly deviate from‘their most severe 12-month value over a
specific, continuous period of time within the applieable time-span, the downturn period shall
be long enough to reflect the prolonged sevetity, observed for the economic indicator or
indicators in question;

(c) in all cases, whether or not falling within, point (b) of Article 181A(4), where:

(i) the economic indicator or indicators show adjacent peaks or troughs to the peaks or
troughs related to the most Severe 12-month values observed for the economic indicator
or indicators in question,over the applicable time-span,

(i) the adjacent peaks,and troughs do not significantly deviate from the most severe 12-
month value obseryved for that indicator or those indicators over that time-span, and

(i) _the adjacent.peaks and troughs are related to the same overall economic condition,

the downturmperiod shall be long enough to reflect the whole prolonged period over which the
adjacent peaks or troughs are observed;

(d) wheref@ithernone of points (a), (b) or (c) apply, the downturn period shall be the 12-month
period to which the most severe 12-month values of the economic indicator or indicators
relate.

Artielé 182 REQUIREMENTS SPECIFIC TO OWN-CONVERSION FACTOR ESTIMATES AND

EAD ESTIMATES

1.

An institution shall, in quantifying the risk parameters to be associated with rating grades or pools,

apply the following requirements specific to estimates of own-conversion factors or expected

ameounts-outstanding-at defatltEAD:

(a) the institution shall estimate conversion factors or expected-ameounts-ouistanding-at
defautEADSs by facility grade or pool on the basis of the average realised conversion factors

or expected-amounts-outstandingEAD at default by facility grade or pool using the default

weighted average resulting from all observed defaults within the data sources;



(b)
(i) the institution shall, subject to point (b)(ii), use estimates of conversion factors or

expected-amounts-eutstanding-atdefault- EADS that are appropriate for an economic
downturn if those are more conservative than the long-run average;

(i) if a rating system uses risk drivers that are sensitive to the economic cycle the institution
shall:

(1) analyse the difference between the distribution of exposures over facility grades or
pools, or over appropriate intervals in the case of continuous facility scales of the
current portfolio before and during the downturn period; and

(2) if a substantial difference in the distribution of exposures is identified as a resultiofithe
analysis in point (b)(ii) of paragraph 1, apply non-negative adjustments to thairits
downturn estimates of conversion factors or expected-ameunts-outstandingat
defaultEADSs in poaint (b)(i) to limit the impact of an economic downturn on,risk-
weighted exposure amounts;

(c) the institution’s estimates of conversion factors or EADs the-estimate_shalkincorporate a
larger margin of conservatism where a stronger positive correlation’ean-reasonably be
expected between the default frequency and the magnitude of tHe Conversion factor or

expected amounts outstanding at defaultEAD;

(ca) the institution’s estimates of conversion factors or expegted.ameounts-outstanding-at
defaultEADs shall reflect the possibility of additional drawings by the obligor:

(i) up to the time a default event is triggered; and

(i) after the time a default event is triggeredWhere this has not been reflected in LGD
estimates;

(d) in arriving at estimates of conversion/factors or expected-amounts-outstanding-at-defaultEADS
the institution shall consider theigts specific policies and strategies adopted in respect of
account monitoring and paymernt processing. The institution shall also consider theirits ability
and willingness to prevent futther drawings in circumstances short of payment default, such
as covenant violations or other technical default events;

(e) the institution shall have\adequate systems and procedures in place to monitor facility
amounts, current gutstandings against committed lines and changes in outstandings per
obligor and per{grade. The institution shall be able to monitor outstanding balances on a daily
basis;

(f)__if the instithtion uses different estimates of conversion factors or expected-ameunts
outstanding-at-defautEADSs for the calculation of risk-weighted exposure amounts and internal
purposes itthe institution’s approach shall be documented and be reasonable;

{g)\.the institution’s estimates of conversion factors shall reflect realised conversion factors
measured 12 months prior to the month of default. The institution’s estimates of conversion
factors or amounts outstanding at default shall be based-on-infermationdeveloped using
relevant observed obligor and facility characteristics available 12 months prior to the month of
default.

2. _An institution shall, for exposures to corporates and institutions, base estimates of conversion
factors on data over a minimum of five years, increasing by one year each year after
implementation until a minimum of seven years is reached, for at least one data source. If the
available observation period spans a longer period for any source, and the data is relevant, this
longer period shall be used.

3. _[Note: First subparagraph of provision left blank]



An institution shall, for retail exposures, base estimates of conversion factors or expected

ameounts-outstanding-at-defaultEADs on data over a minimum of five years.

4. [Note: Provision left blank]

[Note: FhisParagraphs 1 to 3 of this rule eerrespendscorrespond to Article 182(1) to (3) of CRR-} as it
applied immediately before revocation by the Treasury]

Article 183 REQUIREMENTS FOR APPLYING THE LGD ADJUSTMENT METHOD FOR
UNFUNDED CREDIT PROTECTION

1. Aninstitution may, where ewnit uses the LGD estimates-are-usedAdjustment Method, take into
account unfunded credit protection only where the unfunded credit protection meets the
requirements in paragraph 1A and, where the unfunded credit protection is a guarantee or'a
single-name credit derivative, the institution meets all the following requirements in relation'to
eligible protection providers and unfunded credit protection:

an(a) the institution shall have clearly specified criteria for the types of guarantors they
recogniseit recognises for the calculation of risk-weighted exposure amounts;

an(b) the institution shall assign non-retail guarantors to obligor grades and the relevant
requirements set out in Articles 171, 172 and 173 shall apply; and

an(c) the institution shall assign retail guarantors to gradesforjpools as part of the credit
approval process and the relevant requirements set out infArticles 171, 172 and 173 shall
apply.
1A. An institution may use guarantees or credit derivatives((including first-to-default credit derivatives)
as eligible unfunded credit protection only where allohthe following requirements are met:
(a) the credit protection is evidenced in writing;

(b) the credit protection does not contain any clause that would allow the protection provider to
unilaterally cancel or change the credit protection in a way that would adversely impact the
lender; and

(c) the credit protection is not a;§econd-to-default or higher nth-to-default credit derivative.

2. _Aninstitution_which uses the BGD adjustment method shall have clearly specified criteria for
adjusting facility grades of LGD estimates. These criteria shall comply with the requirements set
out in Articles 171, 172 and 173.

The criteria shall_be"plausible and intuitive. They shall address the eredit-protector’'sprotection
provider’s ability‘and willingness to perform under the guarantee or credit derivative, the likely
timing of any_payments from the eredit-protecterprotection provider, the degree to which the eredit
protectorspratection provider’s ability to perform under the guarantee or credit derivative is
correlated with the obligor’s ability to repay, and the extent to which residual risk to the obligor
remains.

2A, Where an institution has an exposure that is covered by unfunded credit protection that, in turn, is
covered by collateral, and the institution uses both the LGD Adjustment Method and the LGD
Modelling Collateral Method in accordance with paragraph 2 of Credit Risk Mitigation (CRR) Part
Article 191, the adjustments to facility grades or LGD estimates referred to in paragraph 2 may
also reflect the effect of the collateral in accordance with Article 169A(3).

3. _Aninstitution which uses the LGD adjustment method may, in relation to a credit derivative for
which there is a mismatch between the underlying obligation and the reference obligation of the
credit derivative or the obligation used for determining whether a credit event has occurred, use
such a credit derivative as eligible unfunded credit protection whereonly if the requirements set
out in paragraph 2 of Credit Risk Mitigation (CRR) Part Article 2162} are also met.




4,

5

In relation to credit derivatives, the institution shall also ensure that its criteria for adjusting LGD
estimates shall-address the payout structure of the credit derivative and_shall conservatively
assess the impact this has on the level and timing of recoveries. The institution shall consider the
extent to which other forms of residual risk remain.

[Note: Provision left blank]

[Note: Provision left blank]

6. _[Note: Provision left blank]

[Note: This rule corresponds to Article 183(1) to (5) of CRR-} as it applied immediately before
revocation by the Treasury]

Article 184 REQUIREMENTS FOR PURCHASED RECEIVABLES

1.

2.

w

4

An institution shall, in quantifying the risk parameters to be associated with rating grades'or pools
for purchased receivables, ensure the conditions laid down in paragraphs 2 to 6,are met.

The structure of the facility shall ensure that under all foreseeable circumstanées the institution
has effective ownership and control of all cash remittances from the receivables. When the obligor
makes payments directly to a seller or servicer, the institution shall verifysregularly that payments
are forwarded completely and within the contractually agreed terms«The institution shall have
procedures to ensure that ownership over the receivables and cash'receipts is protected against
bankruptcy stays or legal challenges that could materially delay the lender’s ability to liquidate or
assign the receivables or retain control over cash receipts.

The institution shall monitor both the quality of the purchased receivables and the financial

condition of the seller and servicer. The following_refjbit€ments shall apply:

(a) the institution shall assess the correlation armgpgbetween the quality of the purchased
receivables and the financial condition‘ef hoth the seller and servicer, and have in place
internal policies and procedures thatrevide adequate safeguards to protect against any
contingencies, including the assignment of an internal risk rating for each seller and servicer;

(b) the institution shall have cleéar and-effective policies and procedures for determining seller and
servicer eligibility. The institutien or its agent shall conduct periodic reviews of sellers and
servicers in order to verify'the accuracy of reports from the seller or servicer, detect fraud or
operational weaknessesy and verify the quality of the seller’s credit policies and servicer's
collection policies(@and procedures. The findings of these reviews shall be documented;

(c) the institution‘shall assess the characteristics of the purchased receivables pools, including
over-advances:, history of the seller’s arrears, bad debts, and bad debt allowances; payment
terms, and.potential contra accounts;

(d) thefinstitution shall have effective policies and procedures for monitoring on an aggregate
basis single-obligor concentrations both within and across purchased receivables pools;

(e), the institution shall ensure that it receives from the servicer timely and sufficiently detailed
reports of receivables ageings and dilutions to ensure compliance with the institution’s
eligibility criteria and advancing policies governing purchased receivables, and provide an
effective means with which to monitor and confirm the seller’s terms of sale and dilution.

The institution shall have systems and procedures for detecting deteriorations in the seller’s
financial condition and purchased receivables quality at an early stage, and for addressing
emerging problems pro-activelyproactively. In particular, the institution shall have clear and
effective policies, procedures, and information systems to monitor covenant violations, and clear
and effective policies and procedures for initiating legal actions and dealing with problem
purchased receivables.



5. The institution shall have clear and effective policies and procedures governing the control of
purchased receivables, credit, and cash. In particular, written internal policies shall specify all
material elements of the receivables purchase programme, including the advancing rates, eligible
collateral, necessary documentation, concentration limits, and the way cash receipts are to be
handled. These elements shall take appropriate account of all relevant and material factors,
including the seller and servicer’s financial condition, risk concentrations, and trends in the quality
of the purchased receivables and the seller’s customer base;-and-internal. Internal systems shall
ensure that funds are advanced only against specified supporting collateral and documentation.

o

6. The institution shall have an effective internal process for assessing compliance with all internal
policies and procedures. The process shall include regular audits of all critical phases of the
institution’s receivables purchase programme, verification of the separation of duties between?
firstly, the assessment of the seller and servicer and the assessment of the obligor andxsecondly,
between the assessment of the seller and servicer and the field audit of the seller and servicer,
and evaluations of back office operations, with particular focus on qualifications, experiénce,
staffing levels, and supporting automation systems.

[Note: This rule corresponds to Article 184 of CRR-] as it applied immediately béfare’revocation by the

Treasury

SUB-SECTION 3 VALIDATION OF INTERNAL ESTIMATES
Article 185 VALIDATION OF INTERNAL ESTIMATES

An institution shall validate its internal estimates subject to(the,following requirements:

(a) the institution shall have robust systems in place to validate the accuracy and consistency of
rating systemsystems, processes, and the estimation of all relevant risk parameters. The internal
validation process shall enable the institution te,assess the performance of internal rating and risk
estimation systems consistently and meahingfully;

(b) the institution shall regularly compare‘realised default rates with estimated PDs for each grade
and, where realised default rateS,areoutside the expected range for that grade, the institution
shall specifically analyse the reasons for the deviation. Thelf the institution usinguses the
Advanced IRB Approach it shallFalso perform analogous analysis for theseLGD estimates_and
conversion factors or EARs."Such comparisons shall make use of historical data that cover as
long a period as possible) The institution shall document the methods and data used in such
comparisons. This analysis and documentation shall be updated at least annually;

(c) the institutionshall also use other quantitative validation tools and comparisons with relevant
external data, sources. The analysis shall be based on data that are appropriate to the portfolio,
are updatedgregularly, and cover a relevant observation period. The Institution’sinstitution’s
internal assessments of the performance of theirits rating systemsystems shall be based on as
long a period as possible;

(d).the methods and data used for quantitative analysis shall be broadly consistent through time and
in any event shall not vary systematically with the economic cycle. Changes in estimation and
validation methods and data (both data sources and periods covered) shall be documented;

(e) the institution shall have sound internal standards for situations where deviations in realised PDs,
LGDs, conversion factors or expected-ameunts-outstanding-at-defaultEADs, and total losses;
where EL is used, from expectations;estimated become significant enough to call the validity of
the estimates into question. These standards shall take account of business cycles and similar
systematic variability in default experience. Where realised values continue to be higher than
expected values, the institution shall revise estimates upward to reflect theirits default and loss
experience.



[Note: This rule corresponds to Article 185 of CRR-] as it applied immediately before revocation by the

Treasury

SUB-SECTION 4 REQUIREMENTS FOR EQUITY EXPOSURES UNDER THE INTERNAL
MODELS APPROACH

Article 186 OWN FUNDS REQUIREMENT AND RISK QUANTIFICATION

[Note: Provision left blank}:]

(a) [Note: Provision left blank]

(b) [Note: Provision left blank]

(c) [Note: Provision left blank]

(d) [Note: Provision left blank]

(e) [Note: Provision left blank]

(f)_[Note: Provision left blank]

(9) [Note: Provision left blank]

Article 187 RISK MANAGEMENT PROCESS AND CONTROLS

[Note: Provision left blank]

(a) [Note: Provision left blank]

(b) [Note: Provision left blank]

(c) [Note: Provision left blank]

(d) [Note: Provision left blank]

(e) [Note: Provision left blank]

Article 188 VALIDATION AND'DOCUMENTATION

[Note: Provision left blank]

[Note: Provision left blank]

(a) [Note: Provision left'blank]

(b) [Note: Provision‘left'blank]

(c) [Note: Proyision’left blank]

(d) [Note:Rrovision left blank]

(e) _[Notey Provision left blank]

(f)\.[Note: Provision left blank]

Article 189 CORPORATE GOVERNANCE

1. All material aspects of the rating and estimation processes shall be approved by the institution’s
management body or a designated committee thereof. These parties shall possess a general
understanding of the rating systemsystems of the institution and detailed comprehension of its
associated management reports.

2. _Senior management shall be subject to the following requirements:



w

(a) they shall provide notice to the management body or a designated committee thereof of
material changes or exceptions from established policies that will materially impact the
operations of the institution’s rating system;

(aa)-theyb) they shall have a good understanding of the rating system designs and operations
and an appropriate member of senior management shall approve material differences

between established procedure and actual practice;

(c) they shall ensure, on an ongoing basis, that the rating systemsystems are operating properly.

Senior management shall be regularly informed by the credit risk control units about the
performance of the rating process, areas needing improvement, and the status of efforts tg
improve previously identified deficiencies.

An institution shall carry out internal ratings-based analysis of the-institution’sits credit risk profile

and this shall be an essential part of its management reporting. Reporting shall include at least
risk profile by grade, migration across grades, estimation of the relevant parameters per grade,
and comparison of realised default rates, and to the extent that own estimatesvare used, of
realised LGDs, and realised conversion factors or expected-amounts-otistanding-at-defautEADS,
against expectations and stress-test results. Reporting frequencies shall depend on the
significance and type of information and the level of the recipient:

[Note: This rule corresponds to Article 189 of CRR-] as it applied«irinediately before revocation by the

Treasury
Article 190 CREDIT RISK CONTROL

1

I

An institution’s credit risk control unit shall be independent from the personnel and management
functions responsible for originating or renewing eXposures and shall report directly to senior
management. The unit shall be responsible for'the design or selection, implementation, oversight
and performance of the rating system. It'shall regularly produce and analyse reports on the output
of the rating system.

The areas of responsibility for the,credit risk control unit or units shall include:

(a) testing and monitoring grades and pools;

(b) production and analysis of summary reports of the institution’s rating system. This shall
include:

(i) historical default data sorted by rating at the time of default and one year prior to default;
(i) grademigration analyses; and
(ii)monitoring of trends in key rating criteria;

(c) implementing procedures to verify that grade and pool definitions are consistently applied
across departments and geographic areas;

(d) reviewing and documenting any changes to the rating process, including the reasons for the
changes;

(e) reviewing the rating criteria to evaluate if they remain predictive of risk. Changes to the rating
process, criteria or individual rating parameters shall be documented and retained;

(f) active participation in the design or selection, implementation and validation of models used in
the rating process;

(g) oversight and supervision of models used in the rating process;

(h) ongoing review and alterations to models used in the rating process.



3. Aninstitution using pooled data in accordance with Article 179(2) may outsource the following
tasks:

(a) production of information relevant to testing and monitoring grades and pools;
(b) production of summary reports of the institution’s rating system;

(c) production of information relevant to a review of the rating criteria to evaluate if they remain
predictive of risk;

(d) documentation of changes to the rating process, criteria or individual rating parameters;

(e) production of information relevant to ongoing review and alterations to models used in the
rating process.

4. _An institution making use of paragraph 3 shall ensure that the PRA has access to all relevant
information from the third party that is necessary for examining compliance with the reguirements
and that the PRA may perform on-site examinations to the same extent as within thexinstitution.

[Note: This rule corresponds to Article 190 of CRR-} as it applied immediately befdrgyevocation by the
Treasury

SUB-SECTION 5 INTERNAL GOVERNANCE AND OVERSIGHT
Article 191 INTERNAL AUDIT

An institution shall ensure that its internal audit or another comparable independent auditing unit
reviews at least annually the institution’s rating system andrits, operations, including the operations of
the credit function and the estimation of PDs, LGDs, ELs;and conversion factors or expected

ameunts-outstanding-at-defaul.EADs. Areas of reviewpshall include adherence to all applicable

requirements. The institution shall ensure that internal-audit decumentdocuments its findings.

[Note: This rule corresponds to Article 191 of/CRR-] as it applied immediately before revocation by the

Treasury




APPENDBIXAppendix 1 — SLOTTING APPROACH CRITERIA
(for Article 153, paragraph 5)

List 1: Supervisory rating grades for income-producing real estate exposures_and high-volatility
commercial real estate exposures

Rating
grades —»

Factors 4

Strong

Good

Satisfactory

Weak

Financial strength

Market The supply and The supply and Market conditions ~ Market conditions
conditions. demand for the demand for the are roughly in are weak. 1t is
project’s type and project’s type and equilibrium. uncertain when
location are location are Competitive conditions*will
currently in currently in properties are impreve and return
equilibrium. The equilibrium. The coming on the togequilibrium. The
number of number of market and others  project is losing
competitive competitive are in the planning  tenants at lease
properties coming to properties coming to stages. The expiration. New
market is equal or  market is roughly project’s design and lease terms are less
lower than equal to forecasted capabilities may not favourable
forecasted demand. demand. be state of the art compared to those
compared to new expiring.
projects.
Financial The property’s debt The DSCR (not The property’s The property’s
ratios and service coverage relevant for DSCR has DSCR has

advance rate.

ratio (DSCR) is
considered strong
(DSCR is not
relevant for the
construction phase)
and its loan to value
ratio (LTV) is
considered low
given its property
type. Where a
secondary market
exists, the
transaction is
underwritten to
market standards.

development real
estate) and LTV are
satisfactory. Where
a secondary market
exists, the
transaction is
underwritten to
market standards.

deteriorated and its
value has fallen,
increasing its LTV.

deteriorated
significantly and its
LTV is well above
underwriting
standards for new
loans.

Stress
analysis.

The property’s
resources,
contingencies and
liability structure
allow it to meet its
financial obligations
during a period of
severe financial
stress (e.g. interest
rates, economic

The property can
meet its financial
obligations under a
sustained period of
financial stress (e.g.
interest rates,
economic growth).
The property is
likely to default only
under severe

During an economic
downturn, the
property would
suffer a decline in
revenue that would
limit its ability to
fund capital
expenditures and
significantly
increase the risk of

The property’s
financial condition is
strained and is likely
to default unless
conditions improve
in the near term.



growth). economic default.

conditions.
{a)-For The property’s Most of the Most of the The property’s
complete and leases are long- property’s leases property’s leases leases are of
stabilised term with are long-term, with  are medium rather  various terms with
property. creditworthy tenants tenants that range  than long-term with  tenants that range
and their maturity in creditworthiness. tenants that range in creditworthiness.
dates are scattered. The property in creditworthiness. The property
The property has a  experiences a The property experiences a VETy.
track record of normal level of experiences a high level of t€pant
tenant retention tenant turnover moderate level of turnover upop fease
upon lease upon lease tenant turnover expiration, Its
expiration. Its expiration. Its upon lease vagancyvate is
vacancy rate is low. vacancy rate is low. expiration. Its high, Significant
Expenses Expenses are vacancy rate is expenses are
(maintenance, predictable. moderate. incurred preparing
insurance, security, Expenses are space for new
and property taxes) relatively tenants.
are predictable. predictable but vary
in relation to
revenue.
{b)-For Leasing activity Leasing activity Most leasing activity Market rents do not
complete but meets or exceeds meets or exceeds is within projections; meet expectations.
not stabilised projections. The projections. The however, Despite achieving
property. project should project should stabilisation will not target occupancy
achieve stabilisation achieve stabilisation occur for some rate, cash-flow
in the near future. in the near future.  time. coverage is tight
due to disappointing
revenue.
{ey-For The property is The property is Leasing activity is ~ The property is
construction  entirely pre-leased  entirely pre-leased  within projections deteriorating due to
phase. through the tenor of or pre-sold to a but the building may cost overruns,
the loan or pre-sold creditworthy tenant not be pre-leased market
to an investment or buyer, or the and there may not  deterioration, tenant
grade tenant or bank has a binding exist a take-out cancellations or
buyer, or the bank  commitment for financing. The bank other factors. There
has a binding permanent financing may be the may be a dispute
commitment for from a creditworthy permanent lender.  with the party
take-out financing lender. providing the
from an investment- permanent
grade lender. financing.
Strong Good Satisfactory Weak
Asset characteristics
Location. Property is located Property is located The property The property’s
in highly desirable in desirable location location lacks a location,
location that is that is convenient to competitive configuration,
convenient to services that advantage. design and

services that tenants desire. maintenance have




tenants desire.

contributed to the

property’s
difficulties.
Design and  Property is Property is Property is Weaknesses exist
condition. favoured due to its  appropriate in terms adequate in terms  in the property’s
design, of its design, of its configuration, configuration,
configuration, and  configuration and design and design or
maintenance, and maintenance. The maintenance. maintenance.
is highly property’s design
competitive with and capabilities are
new properties. competitive with
new properties.
Property is Construction Construction Construction Project is over
under budget is budget is budget is adequate budget or
construction. conservative and conservative and and contractors are unfealistic given
technical hazards  technical hazards  ordinarily qualified. its\feChnical
are limited. are limited. hazards.
Contractors are Contractors are Contractors may
highly qualified. highly qualified. be under
qualified.

Strength of sponsor/developer

Financial
capacity and
willingness to

The
sponsor/developer
made a substantial

The
sponsor/developer
made a material

The
sponsor/developer’
s contribution may

The
sponsor/develope
r lacks capacity or

support the  cash contribution to cash contribution to be immaterial or willingness to
property. the construction or the construction or  non-cash. The support the

purchase of the purchase of the sponsor/developer  property.

property. The property. The is average to below

sponsor/developer sponsor/developer’ average in financial

has substantial s financial condition resources.

resources and allows it to support

limited direct and the property in the

contingent event of a cash-flow

liabilities. The shortfall. The

sponsor/developer’ sponsor/developer’

S properties are S properties are

diversified located in several

geographically and geographic regions.

by property type.
Reputation  Experienced Appropriate Moderate Ineffective
and track management and managementand managementand  management and
record with  high sponsors’ sponsors’ quality. sponsors’ quality. substandard
similar quality. Strong The sponsor or Management or sponsors’ quality.
properties. reputation and management has a sponsor track Management and

lengthy and
successful record
with similar
properties.

successful record

with similar

properties.

record does not
raise serious
concerns.

sponsor
difficulties have
contributed to
difficulties in
managing
properties in the




past.

Relationship
s with
relevant real
estate
actors.

Strong relationships
with leading actors
such as leasing
agents.

Proven
relationships with
leading actors such
as leasing agents.

Adequate
relationships with
leasing agents and
other parties
providing important
real estate services.

Poor relationships
with leasing
agents and/or
other parties
providing
important real
estate services.

Strong

Good

Satisfactory

Weak

Security package

Nature of Perfected first Perfected first Perfected first Ability of lenderto
lien. lien.(a) lien.(a) lien.(a) foreclose'is
constrained.
Assignment  The lender has The lender has The lender has The'lender has
of rents (for  obtained an obtained an obtained an not obtained an
projects assignment. They  assignment. They  assignment. They ‘assignment of the
leased to maintain current maintain current maintain current leases or has not
long-term tenant information  tenant information  tenant information  maintained the
tenants). that would facilitate that would facilitate that would facilitate information

providing notice to
remit rents directly
to the lender, such
as a current rent roll
and copies of the
project’s leases.

providing notice to
the tenants to remit
rents directly to the
lender, such as
current rent roll and
copies of the
project’s leases.

providing notice to
the tenants to remit
rents directly to the
lender, such as
current rent roll and
copies of the
project’s leases.

necessary to
readily provide
notice to the
building’s tenants.

Quality of the Appropriate.

insurance
coverage.

Appropriate.

Appropriate.

Substandard.

(a) Lenders in some markets €xtensively use loan structures that include junior liens. Junior liens
may be indicative of this level, of risk if the total LTV inclusive of all senior positions does not exceed
a typical first loan LTV.



List 2: superviserySupervisory rating grades for project finance exposures

Rating grades —»

Factors {

Strong

Good

Satisfactory

Weak

Financial strength

Market conditions.

Few competing
suppliers or
substantial and
durable
advantage in
location, cost, or

Few competing
suppliers or better
than average
location, cost, or
technology but
this situation may

Project has no
advantage in
location, cost, or
technology.
Demand is
adequate and

Project has worse
than average
location, cost, or
technology. Demand
is weak and
declining.

technology. not last. Demand stable.

Demand is strong is strong and

and growing. stable.
Financial ratios Strong financial Strong to Standard financial Adgressive financial
(eg debt service  ratios considering acceptable ratios considering tatios considering the

coverage ratio
(DSCR), loan life
coverage ratio
(LLCR), project
life coverage ratio
PLCR), and debt-
to-equity ratio).

the level of project
risk; very robust
economic
assumptions.

financial ratios
considering the
level of project
risk; robust
project economic
assumptions.

the level of project

risk.

level of project risk.

Stress analysis.

Financial structure

Duration.0f.the
credit campared
to'the duration of
the project.

The project can
meet its financial
obligations under
sustained,
severely stressed
economic or
sectoral
conditions.

Useful life of the
project
significantly
exceeds tenor of
the loan.

The project can
meet its financial
obligations under
normal stressed
economic or
sectoral
conditions. The
project is only
likely to default
under severe
economic
conditions.

Useful life of the
project exceeds
tenor of the loan.

The project is
vulnerable to

stresses that are

not uncommon
through an
economic cycle,
and may default
in a normal
downturn.

Useful life of the
project exceeds

tenor of the loan.

The project is likely to
default unless
conditions improve
soon.

Useful life of the
project may not
exceed tenor of the
loan.

Amortisation
schedule.

Amortising debt.

Amortising debt.

Amortising debt
repayments with
limited bullet
payment.

Bullet repayment or
amortising debt
repayments with high
bullet repayment.

Political and legal environment

Political risk,

Very low

Low exposure;

Moderate

High exposure; no or




including transfer

exposure; strong

satisfactory

exposure; fair

weak mitigation

risk, considering  mitigation mitigation mitigation instruments.

project type and  instruments, if instruments, if instruments.

mitigants. needed. needed.

Force majeure Low exposure. Acceptable Standard Significant risks, not
risk (war, civil exposure. protection. fully mitigated.
unrest, etc).

Government Project of Project Project may not  Project not key to the
support and strategic considered be strategic but country. No or weak
project’s importance for the important for the  brings support from
importance for the country country. Good unquestionable Government.
country over the  (preferably level of support benefits for the

long term. export-oriented).  from Government.

Strong support

country. Support
from Government

from Government. may not be
explicit.
Stability of legal ~ Favourable and Favourable and  Regulatory Current or future

and regulatory

environment (risk

stable regulatory
environment over

stable regulatory

environment over

changes can be
predicted with a

regulatory issues
may affect the

of change in law). the long term. the medium term. fair level of project.
certainty.
Acquisition of all ~ Strong. Satisfactory. Fair. Weak.
necessary
supports and
approvals for
such relief from
local content
laws.
Enforceability of =~ Contracts, Contracts, Contracts, There are unresolved
contracts, collateral and collateral and collateral and key issues in respect
collateral and security are security are security are of actual enforcement
security. enforceable. enforceable. considered of contracts,

enforceable even
if certain non-key
issues may exist.

collateral and
security.

Transaction characteristics

Design afhd
technology risk.

Fully proven
technology and
design.

Fully proven
technology and
design.

Proven
technology and

Unproven technology
and design;

design — start-up technology issues

issues are
mitigated by a

strong completion

package.

exist and/or complex
design.

Construction risk

Permitting and
siting.

Strong

All permits have
been obtained.

Good

Satisfactory

Weak

Some permits are Some permits are Key permits still

still outstanding

still outstanding

need to be




but their receipt is
considered very
likely.

but the permitting
process is well
defined and they
are considered
routine

obtained and are
not considered
routine.
Significant
conditions may be
attached.

Type of Fixed-price date- Fixed-price date- Fixed-price date- No or partial fixed-
construction certain turnkey certain turnkey certain turnkey price turnkey
contract. construction EPC construction EPC. construction contract and/or
(engineering and contract with one interfacing issues
procurement or several with multiple 6
contract). contractors. contractors.*
Completion Substantial Significant Adequate Inadeq ‘
guarantees. liquidated liquidated liquidated quui&x':eg
damages damages damages d s or not
supported by supported by supported by rted by
financial financial financial ancial
substance and/or substance and/or substance and/or substance or
strong completion completion completion weak completion

guarantee from guarantee from guarantee from guarantees.
sponsors with sponsors with sponsors with
excellent financial good financial good financial
standing. standing. standing.
Track record and ~ Strong. Good. Satisfactory. Weak.

financial strength
of contractor in
constructing
similar projects.

(Operating risk

Scope and nature
of operations and

Strong long-term
O&M contract,

Long-term O&M
contract, and/or

Limited O&M
contract or O&M

No O&M contract:
risk of high

maintenance preferably with O&M reserve reserve account.  operational cost
(O&M) contracts. contractual accounts. overruns beyond
performance mitigants.
Qincentives, and/or
O&M reserve
‘(\Q accounts.
\\ -
Opera Very strong or Strong. Acceptable. Limited/weak or
eﬁi'p track committed local operator
re , and technical dependent on
financial strength. assistance of the local authorities.
sponsors.

Off-take risk

{ayrifthereis a
take-or-pay or
fixed-price off-
take contract:

Excellent
creditworthiness

Good
creditworthiness

Acceptable

financial standing

of off-taker; strong of off-taker; strong of off-taker;

termination
clauses; tenor of

termination
clauses; tenor of

normal
termination

Weak off-taker;
weak termination
clauses; tenor of
contract does not
exceed the




contract
comfortably
exceeds the
maturity of the
debt.

contract exceeds
the maturity of the
debt.

clauses; tenor of
contract generally
matches the
maturity of the
debt.

maturity of the
debt.

{b}f there is no
take-or-pay or
fixed-price off-
take contract:

Project produces
essential services
or a commodity
sold widely on a
world market;
output can readily
be absorbed at
projected prices
even at lower
than historic
market growth
rates.

Project produces
essential services
or a commodity
sold widely on a
regional market
that will absorb it
at projected
prices at historical
growth rates.

Commodity is
sold on a limited
market that may
absorb it only at
lower than
projected prices.

Project output is
demanded by
only one or a few
buyers or is not
generally sold on
an organised
market.

Supply risk

Price, volume and Long-term supply Long-term supply
transportation risk contract with

of feed-stocks;
supplier’s track
record and
financial strength.

supplier of
excellent financial
standing.

contract with
supplier of good
financial standing.

Long-term supply
contract with
supplier of good
financial standing
— a degree of
price risk may
remain.

Short-term supply
contract or long-
term supply
contract with
financially weak
supplier — a
degree of price
risk definitely
remains.

Reserve risks (eg
natural resource
development).

Independently
audited, proven
and developed

Independently
audited, proven
and developed

Proven reserves
can supply the
project

Project relies to
some extent on
potential and

reserves well in reserves in adequately undeveloped
excess of excess of through the reserves.
requirements over requirements over maturity of the

lifetime of the lifetime of the debt.

project. project.

Strong Good Satisfactory Weak

Strength of sponsor

Adequate sponsor Weak sponsor with

Sponsor track
record) financial
strength, and

Strong sponsor
with excellent
track record and

Good sponsor

with satisfactory

track record and

with adequate
track record and

no or questionable
track record and/or

country/sector high financial good financial good financial financial
experience. standing. standing. standing. weaknesses.
Sponsor support, Strong. Projectis Good. Projectis  Acceptable. Limited. Project is
as evidenced by highly strategic for strategic for the Project is not key to

equity, ownership the sponsor (core sponsor (core considered sponsor’s long-

clause and
incentive to inject
additional cash if

business — long-
term strategy).

business — long-
term strategy).

important for the
sponsor (core
business).

term strategy or
core business.




necessary.

Security package

Assignment of Fully Comprehensive.  Acceptable. Weak.
contracts and comprehensive.

accounts.

Pledge of assets, First perfected Perfected security Acceptable Little security or

taking into
account quality,
value and liquidity
of assets.

security interest in interest in all

all project assets,
contracts, permits
and accounts
necessary to run
the project.

contracts, permits

necessary to run

security interest in
all project assets,
contracts, permits
and accounts
necessary to run
the project.

collateral for
lenders; weak
negative pledge
clause.

Lender’s control  Strong. Fair. Weak,
over cash-flow
(eg cash sweeps,
independent
escrow accounts).
Strength of the Covenant Covenant Covenant package
covenant package package is strong package is fair for is Insufficient for
(mandatory for this type of satisfactory for this type of this type of project.
prepayments, project. project. Project may issue
payment . . ) ) o

Project may issue Project may issue unlimited
deferrals, no additional Project may issue limited additional additional debt.
payment cascade, debt. extremely limited debt.

dividend
restrictions...).

additional debt.

Reserve funds
(debt service,
O&M, renewal
and replacement,
unforeseen
events, etc).

Longer than
average coverage
period, all reserve
funds fully funded
in cash or letters
of credit from
highly rated bank.

Average coverage
period, all reserve
funds fully funded. funds fully funded.

Average coverage
period, all reserve

Shorter than
average coverage
period, reserve
funds funded from
operating cash-
flows.




List 3: Supervisory rating grades for object finance exposures

Rating grades —» Strong

Factors ¥

Good

Satisfactory

Weak

Financial strength

Market conditions.

Demand is strong
and growing,
strong entry
barriers, low
sensitivity to
changes in
technology and
economic outlook.

Demand is strong
and stable. Some
entry barriers,
some sensitivity to
changes in
technology and
economic outlook.

Demand is
adequate and
stable, limited
entry barriers,
significant
sensitivity to
changes in
technology and
economic outlook.

Demand is weak
and declining,
vulnerable to
changes in
technology and
economic outlook,
highly uncertain
envirgnment.

Financial ratios
(debt service
coverage ratio and
loan to value
ratio).

Strong financial
ratios considering
the type of asset.
Very robust
economic
assumptions.

Strong/acceptable
financial ratios
considering the
type of asset.
Robust project
economic
assumptions.

Standard financial
ratios for the asset

type.

Aggressive
financial ratios
considering the
type of asset.

Stress analysis.

Stable long-term
revenues, capable
of withstanding
severely stressed
conditions through

Satisfactory short-
term revenues.
Loan can
withstand some
financial adversity.

Uncertain short-
term revenues.
Cash-flows are
vulnerable to
stresses that are

Revenues subject
to strong
uncertainties; even
in normal
economic

an economic Default is only not uncommon conditions the
cycle. likely under severe through an asset may default,
economic economic cycle. unless conditions
conditions. The loan may improve.
default in a normal
downturn.

Market liquidity. Market is Market is Market is regional Local market
structured on a worldwide or with limited and/or poor
worldwide basis;  regional; assets prospects in the visibility. Low or no
assets are highly  are relatively short term, liquidity,

liquid.

liquid.

implying lower
liquidity.

particularly on
niche markets.

Political and legal environment

Political risk,
including transfer
risk.

Very low; strong
mitigation
instruments, if
needed.

Low; satisfactory
mitigation
instruments, if
needed.

Moderate; fair
mitigation
instruments.

High; no or weak
mitigation
instruments.

Legal and
regulatory risks.

Jurisdiction is
favourable to
repossession and
enforcement of
contracts.

Jurisdiction is
favourable to
repossession and
enforcement of
contracts.

Jurisdiction is
generally
favourable to
repossession and
enforcement of

Poor or unstable
legal and
regulatory
environment.
Jurisdiction may




contracts, even if
repossession
might be long
and/or difficult.

make
repossession and
enforcement of
contracts lengthy
or impossible.

Transactions characteristics

Financing term
compared to the
economic life of
the asset.

profile/minimum
balloon. No grace

Balloon more
significant, but still
at satisfactory
levels.

Important balloon
with potentially
grace periods.

Repayment in fine
or high balloon.

(Operating risk

Permits/licensing.

All permits have
been obtained;

foreseeable safety

All permits
obtained or in the
process of being
obtained; asset
meets current and
foreseeable safety
regulations.

Most permits
obtained or in
process of being
obtained,
outstanding ones
considered
routine, asset
meets current
safety regulations.

Problems_in
ohtaining all
reguired permits,
part of the planned
configuration
and/or planned
operations might
need to be
revised.

Scope and nature
of O&M contracts.

Strong long-term

preferably with

incentives, and/or

Long-term O&M
contract, and/or
O&M reserve
accounts-{, if
needed)-.

Limited O&M
contract or O&M
reserve account-{,
if needed)-.

No O&M contract:
risk of high
operational cost
overruns beyond
mitigants.

Operator’s
financial strength,
track record in
managing the
asset type and
capability to
remarket assét
when it comes off-
lease.

Excellent track
record and strong

Satisfactory track
record and
remarketing
capability.

Weak or short
track record and
uncertain
remarketing
capability.

No or unknown
track record and
inability to
remarket the
asset.

Asset characteristics

Configuration,
size, design and
maintenance (ie
age, size for a
plane) compared
to other assets on
the same market.

Strong advantage

Configuration is
standard such that
the object meets a

Above average
design and
maintenance.
Standard
configuration,
maybe with very
limited exceptions

— such that the

object meets a

Average design
and maintenance.
Configuration is

somewhat specific,

and thus might
cause a narrower
market for the
object.

Below average
design and
maintenance.
Asset is near the
end of its
economic life.
Configuration is
very specific; the
market for the




liquid market. object is very

narrow.
Resale value. Current resale Resale value is Resale value is Resale value is
value is well above moderately above slightly above debt below debt value.

debt value. debt value. value.

Sensitivity of the ~ Asset value and Asset value and Asset value and Asset value and

asset value and liquidity are liquidity are liquidity are quite  liquidity are highly
liquidity to relatively sensitive to sensitive to sensitive to
economic cycles.  insensitive to economic cycles.  economic cycles. economic cycles.

economic cycles.

Strength of sponsor

Operator's Excellent track Satisfactory track  Weak or short No orgihknown
financial strength, record and strong record and track record and track record and
track record in remarketing remarketing uncertain inability to
managing the capability. capability. remarketing remarket the
asset type and capability. asset.

capability to

remarket asset
when it comes off-

lease
Sponsors’ track Sponsors with Sponsors with Sponsors with Sponsors with no
record and excellent track good track record adequate track or questionable
financial strength.  record and high and good financial record and good  track record and/or
financial standing. standing. financial standing. financial
weaknesses.
Asset control. Legal Legal Legal The contract
documentation documentation documentation provides little
provides the provides the provides the security to the
lender effective lender effective lender effective lender and leaves
control (e.g. afirst control (e.g. a control (e.g. a room to some risk
perfected security perfected security perfected security  of losing control on
interest, or a interest, or a interest, or a the asset.
leasing structure  leasing structure  leasing structure
including such including such including such

security) on the security) on the security) on the
asset, or on the asset, or on the asset, or on the
company owning company owning  company owning

it. it. it.
Rights and means The lender is able The lender is able The lender is able The lender’s ability
at the lender’'s to monitor the to monitor the to monitor the to monitor the
disposal to monitor location and location and location and location and
the location and condition of the condition of the condition of the condition of the
condition of the asset, at any time  asset, almost at asset, almost at asset is limited.
asset. and place (regular any time and any time and

reports, possibility place. place.

to lead

inspections).




Insurance against  Strong insurance  Satisfactory Fair insurance Weak insurance

damages. coverage including insurance coverage (not coverage (not
collateral damages coverage (not including collateral including collateral
with top quality including collateral damages) with damages) or with
insurance damages) with acceptable quality weak quality
companies. good quality insurance insurance
insurance companies. companies.
companies.




List 4: Supervisory rating grades for commodities finance exposures
Rating grades — Strong Good Satisfactory Weak

Factors ¥

Financial strength

Degree of over- Strong. Good. Satisfactory. Weak.
collateralisation of

—
=1
Q
o
[v]

Political and legal environment

Country risk. No country risk. Limited exposure  Exposure to Strong expastre
to country risk (in  country risk (in to countrynrisk (in
particular, offshore particular, offshore particularyinland
location of location of reserves in an
reserves in an reserves in an efmerging country).

emerging country). emerging country).

Mitigation of Very strong Strong mitigation:  Acceptable Only partial
country risks. mitigation: Offshore mitigation: mitigation:
Strong offshore mechanisms. Offshore No offshore
mechanisms. ) mechanisms. mechanisms.
Strategic
Strategic commodity. Less strategic Non-strategic
commodity. Strong buyer. commodity. commodity.
1st class buyer. Acceptable buyer. Weak buyer.
Asset
characteristics
Liquidity and Commodity is Commodity is Commodity is not Commodity is not
susceptibility to quoted and can be quoted and can be quoted but is quoted. Liquidity is
damage. hedged through hedged through liquid. There is limited given the
futures or OTC OTC instruments. uncertainty about size and depth of
instruments. Commodity is not the possibility of ~ the market. No
Commodity is not  susceptible to hedging. appropriate
susceptible to damage. Commodity is not hedging
damage. susceptible to instruments.
damage. Commodity is
susceptible to
damage.

Strength of sponsor

FinanCial strength ~ Very strong, Strong. Adequate. Weak.
of trader. relative to trading

philosophy and

risks.
Track record, Extensive Sufficient Limited Limited or
including ability to  experience with experience with experience with uncertain track
manage the logistic the type of the type of the type of record in general.
process. transaction in transaction in transaction in Volatile costs and

question. Strong  question. Above  question. Average profits.
record of average record of record of




operating success

operating success operating success

and cost and cost and cost

efficiency. efficiency. efficiency.
Trading controls Strong standards  Adequate Past deals have  Trader has
and hedging for counterparty standards for experienced no or experienced
policies. selection, hedging, counterparty minor problems.  significant losses

and monitoring.

selection, hedging,
and monitoring.

on past deals.

Quality of financial
disclosure.

Excellent.

Good.

Satisfactory.

Financial
disclosure
contains some
uncertainties or is
insufficient.

Security package

Asset control.

First perfected
security interest
provides the
lender legal
control of the
assets at any time
if needed.

First perfected
security interest
provides the
lender legal
control of the
assets at any time
if needed.

At some point in
the process, there
is a rupture in the
control of the
assets by the
lender. The
rupture is
mitigated by
knowledge of the

trade process or a

third party

undertaking as the

case may be.

Contract leaves
room for some risk
of losing control
over the assets.
Recovery could be
jeopardised.

Insurance against
damages.

Strong insurance
coverage including
collateral

damages with top
quality insurance
companies.

Satisfactory
insurance
coverage (not
including collateral
damages) with
good quality
insurance
companies.

Fair insurance
coverage (not

including collateral

damages) with
acceptable quality
insurance
companies.

Weak insurance
coverage (not
including collateral
damages) or with
weak quality
insurance
companies.




APPENDIXAppendix 2 = CHANGES TO THE RANGE OF APPLICATION OF RATING SYSTEMS

(for Articles 143A to 143E)

PART 1 CHANGES TO THE RANGE OF APPLICATION OF RATING SYSTEMS

Section 1 Changes requiring the PRA's approval (‘materia’material changes’)

1.

Sec

2.

Extending the range of application of a rating system to:
(a) exposures in an additional business unit, that are of the same type of product or obligor;

(b) exposures of an additional type of product or obligor unless the additional type of product.er
obligor falls within the range of application of an approved rating system based on the eriteria
as-referred to in points (c)(i) and (ii);

(c) additional exposures related to the lending decision of a third party to the group,iunless the
institution can prove that the additional exposures fall within the range of application of an
approved rating system, based on all of the following criteria:

(i) the ‘representativeness’ of the data used to build the model to assign exposures to
grades or pools with respect to the key characteristics of thefinstitution's additional
exposures where the lending decision has been taken by/aithird party, according to point
(c) of Article 174;

(i) the ‘comparability’ of the population of exposures represented in the data used for
estimation, the lending standards used when the\data was generated and other relevant
characteristics with the ones of the additionahexposures where the lending decision has
been taken by a third party, according tospeint (d) of Article 179(1).

For the purposes of establishing ‘representativeness’ and ‘comparability’ under points (i) and
(i) of the first paragraph an institutionsshall provide a complete description of the criteria and
measures used.

tion 2 Changes requiring\prior notification to the PRA

Reducing the range of application or the scope of use of a rating system where exposures are not
moved to a less sophistieated approach in accordance with Article 149.

3. Extending the rahge-0f application of a rating system which does not fall under Part I, Section 1,

point 1 of this Appendix 2.

PART 2 €HANGES TO RATING SYSTEMS

Sec

1.

tion 1 Changes requiring the PRA's approval (‘materialmaterial changes’)

Changes in the methodology of assigning exposures to exposure classes, exposure subclasses
and rating systems. These include:

(a) changes in the methodology used for assigning exposures to different exposure classes and
exposure subclasses according to Article 147;

(b) changes in the methodology used for assigning an obligor or a transaction to a rating system
according to Article 169(1).

2. The following changes in the algorithms and procedures used for: assigning obligors to obligor

grades or pools; for assigning exposures to facility grades or pools; or for quantifying the risk of
obligor default or associated loss:



Rl (S

(a) changes of the modelling approach for assigning an obligor to grades or pools and/or
exposures to facility grades or pools according to Article 171(1) and points (a) to (d) of Article
172(2);

(b) changes to the institution’s approach to the ‘one-obligor-one-rating principle’ according to
point (e) of Article 172(1);

(c) changes in the rating system's assumptions behind ratings relating to the extent by which a
change in economic conditions is expected to result in a net migration of a large number of
exposures, obligors or facilities across grades or pools of the model, as opposed to migration
of only some exposures, obligors or facilities due only to their individual characteristics the
measure and significance levels of which shall be appropriately defined by the institution;

(d) changes to the rating criteria as referred to in points (c) and (e) of Article 170(1) and, Article
170(4) and/or their weights, sequence or hierarchy, if any of the following conditions,are met:

(i) they change the rank ordering referred to in point (c) of Article 170(1) and point (c) of
Article 170(3) in a significant manner, the measure and level of whichsshall be
appropriately defined by the institution;

(i) they change the distribution of obligors, facilities or exposures aeross grades or pools
according to points (d) and (f) of Article 170(1) and point (b).0f‘Article 170 (3) in a
significant manner, the measure and level of which shall be‘appropriately defined by the
institution.

(e) introduction or withdrawal of an external rating as a primary factor determining an internal
rating assignment according to Article 171(2);

change(f) _changes in the fundamental methodology for estimating PDs, LGDs (including best
estimates of expected loss;), and estimates of conversion factors or ameunts-eutstanding-at
defaultEADs according to Articles 180,181, 181A, 181B, 181C and 182, including the
methodology for deriving a margin of/Canservatism related to the expected range of
estimation errors according to peint (f)=of Article 179(1). For LGDs, and estimates of
conversion factors or ameunts-duitStanding-at-defaultEADS, this includes alsefundamental
changes in the methodologyor accounting for an economic downturn according to point (b)
of Article 181(1) and point (b) of Article 182(1);

() inclusion of additional types of collateral into the LGD estimation according to the LGD
Modelling Collateral Method if their treatment differs from procedures that have already been
approved;

(h) _changing from providing own estimates of conversion factors to providing own estimates of

expected-&posure-amounts-at-defaultEAD, or vice-versa;
(i) _starting to apply or ceasing to apply the LGD Modelling Collateral Method;
() (starting to apply or ceasing to apply the methodology set out in Article 169B;
(k) starting to apply or ceasing to apply the LGD Adjustment Method.

3. Changes in the definition of default according to Article 178.

Changes in the validation methodology and/or validation processes which lead to changes in the
institution's judgment of the accuracy and consistency of the estimation of the relevant risk
parameters, the rating processes or the performance of theirthe institution’s rating systems
according to point (a) of Article 185.



Section 2 Changes requiring prior notification to the PRA

5. Changes in the treatment of purchased receivables according to Article 153(6) and (7) and Article
154(5).

6. The following changes in the algorithms and procedures used for: assigning obligors to obligor
grades or pools; for assigning exposures to facility grades or pools; or for quantifying the risk of
obligor default or associated loss:

(a) changes in the internal procedures and criteria for assigning risk weights to specialised
lending exposures according to the Slotting Approach;

(b) changes from the use of direct estimates of LGD, and estimates of conversion factors or,
ameunts-outstanding-at-defaultEAD, for individual obligors or exposures to the use of &
discrete rating scale or vice versa according to Article 169(3), unless already classified-as
material according to Part Il, Section 1 of this Appendix 2;

(c) changes to the rating scale in terms of the number or structure of rating grades according to
Article 170(1), unless already classified as material according to Part I, Sectien 2 of this
Appendix 2;

(d) changes to the rating criteria and/or their weights or hierarchy according to points (c) and (e)
of Article 170(1) and 170(4), unless already classified as materiahaccording to Part Il, Section
1 of this Appendix 2;

(e) changes to the grade or pool definitions or criteria accofdingto Articles 171(1) and 172,
unless already classified as material according to Part II,*Section 1 of this Appendix 2;

(f) _changes in the scope of information used to asgign obligors to grades or pools according to
Article 171(2) or inclusion of new or additionaliinfermation in a model for parameter estimation
according to point (d) of Article 179(1);

(g) changes in the rules and processes fonthe use of overrides according to Article 172(3),
unless already classified as material aecording to Part Il, Section 1 of this Appendix 2;

(h) changes in the methodology for‘estimating PDs, LGDs including best estimate of expected
loss, and estimates of conversion factors or ameunts-eutstanding-at-defaultEADS, according
to Articles 180, 181, 181A.181B, 181C and 182 including the methodology for deriving a
margin of conservatism'elated to the expected range of estimation errors according to point
(f) of Article 179(1), Unless already classified as material according to Part Il, Section 1 of this
Appendix 2. Fof lGDs and conversion factors this includes alsefundamental changes in the
methodology for accounting for an economic downturn according to point (b) of Article 181(1)
and point/(b),of Article 182(1);

(i) inclusien/of additional types of collateral into the LGD estimation in accordance tewith the
LGD, Modelling Collateral Method, unless already classified as material according to Part Il,
Section | of this Appendix 2;

(1)) if an institution maps its internal grades to the scale used by an ECAI and then attributes the
default rate observed for the external organisation's grades to the institution’s grades
according to point (f) of Article 180(1), changes in the mapping used for this purpose unless
already classified as material according to Part Il, Section 1 of this Appendix.

7. _Changes in the validation methodology and/or process according to Articles 185, unless already
classified as material according to Part Il, Section 1 of this Appendix 2.

8. Changes in processes. These include:

(a) _changes in the credit risk control unit according to Article 190 as regards its position within the
organisation and its responsibilities;



(b) changes in the validation unit's position according to Articles 190(1) and (2) within the
organisation and its responsibilities;

(c)_changes in the internal organisational or control environment or key processes that have an
important influence on a rating system.

9. Changes in the data. These include:

(a) if an institution starts or ceases to use data that is pooled across institutions according to
Article 179(2);

(b) change of the data sources used in the process of allocating exposures to grades or pools or
for parameter estimation according to point (a) of Article 175(4) and point (a) of Article 176(5)
and,

(c) change in the length and composition of time series used for parameter estimation‘aceording
to point (a) of Article 179(1) that goes beyond the annual inclusion of the latest«@bservations,
unless already classified as material according to Part Il, Section 1 of this Appendix 2.

10. Changes in the use of models, if an institution starts using risk parameter estimates for internal
business purposes that are not those used for regulatory purpose and,where this was previously
not the case, according to Article 179(1).



Annex EF

Credit Risk Mitigation (CRR) Part

In this Annex; the text is all new and is not underlined;. This Annex did not accompany near-final

PS17/23.

Part

Credit Risk Mitigation (CRR)

Chapter content

1. APPLICATION AND DEFINITIONS

2. LEVEL OF APPLICATION

3. CREDIT RISK MITIGATION (CHAPTER 4 OF TITLE Il INOF PART THREE_OE CRR)
ARTICLE 191A USE OF CREDIT RISK MITIGATION TECHNIQUES UNDER THE

ARTICLE 192
ARTICLE 193

ARTICLE 194

ARTICLE 195
ARTICLE 196

ARTICLE 197

ARTICLE 198

ARTICLE 199

ARTICLE 200

ARTICLE 201

ARTICLE 202
ARTICLE 203

STANDARDISED APPROACH AND THE IRB APPROACH

DEFINITIONS

PRINCIPLES FOR RECOGNISING THE EFFECT OF CREDIT RISK
MITIGATION TECHNIQUES

PRINCIPLES GOVERNING THE ELIGIB|ETY OF CREDIT RISK
MITIGATION TECHNIQUES

ON-BALANCE SHEET NETTING

MASTER NETTING AGREEMENTS COVERING SECURITIES FINANCING
TRANSACTIONS

ELIGIBILITY OF COLBATERAL UNDER THE FINANCIAL COLLATERAL
SIMPLE METHOR,"THE FINANCIAL COLLATERAL COMPREHENSIVE
METHOD, THE FOUNDATION COLLATERAL METHOD AND THE SFT
VAR METHOD

ADDITIONAL ELIGIBILITY OF COLLATERAL UNDER THE FINANCIAL
COLLATERAL COMPREHENSIVE METHOD, THE FOUNDATION
EGOLLATERAL METHOD AND THE SFT VAR METHOD

ADDITIONAL ELIGIBILITY FOR COLLATERAL UNDER THE
FOUNDATION COLLATERAL METHOD

OTHER FUNDED CREDIT PROTECTION

ELIGIBILITY OF PROTECTION PROVIDERS UNDER THE RISK-WEIGHT
SUBSTITUTION METHOD AND THE PARAMETER SUBSTITUTION
METHOD

ELIGIBILITY OF GUARANTEES AS UNFUNDED CREDIT PROTECTION
UNDER THE RISK-WEIGHT SUBSTITUTION METHOD AND THE
PARAMETER SUBSTITUTION METHOD



ARTICLE 204

ARTICLE 205

ARTICLE 206

ARTICLE 207

ARTICLE 208

ARTICLE 209

ARTICLE 210

ARTICLE 211

ARTICLE 212

ARTICLE 213

ARTICLE 214

ARTICLE 215

ARTICLE 216

ARTICLE 217
ARTICLE 218
ARTICLE 219
ARTICLE 220
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1 APPLICATION AND DEFINITIONS
1.1  This Part applies to:

(al) a firm that is a CRR firm but not aFCSRan ICR firm; and

(b2) a CRR consolidation entity that is not aFCRan ICR consolidation entity;
1.2 Inthis Part, the following definitions shall apply:

capital market-driven transaction

means a transaction giving rise to an exposure secured by collateral which confers on the
institution the right to receive margin at least daily.

[Note: this definition corresponds to Article 192(1)(3) of CRR as it appliedsitnfn€diately before
revocation by the Treasury]

Financial Collateral Simple Method

means the method set out in paragraphs 2 to 7 of Article 222jfor calculating exposure
values and assigning risk weights to collateralised expasures.

IMM

means the internal model method set out in Articles 283 to 294 of CRR.
IMM Permission

means a permission granted to an institution in accordance with Article 283 of CRR.
main index

means an index listed in Annexjl to Commission Implementing Regulation (EU) 2016/1646
of 13 September 2016 laying down implementinglmplementing technical standards with
regard to main indicesfand recognised exchanges in accordance with Regulation (EU) No
575/2013 of the Eurgpean Parliament and of the Council on prudential requirements for
credit institutions«and investment firms.

margin period-of tisk
has thesmeaning given in paragraph-9-ef-Article 272(2) of CRR.
master qetting agreement

means a contract of a type specified in Article 196 which meets the requirements in Article
206.

on-balance sheet netting
other funded credit protection

means the eligible collateral specified in Article 200.
Other Funded Credit Protection Method

means calculating risk-weighted exposure amounts and, where applicable, expected loss
amounts in accordance with the method set out in Article 232.

secured lending transaction



means any transaction giving rise to an exposure secured by collateral which does not
include a provision conferring upon the institution the right to receive margin at least daily.

[Note: this definition corresponds to Article 192(1)(2) of CRR as it applied immediately before

revocation by the Treasury]

SFT VaR Method Permission
means
(1) a permission granted to an institution in accordance with paragraph 1 of Asticle 221; or

(2) a permission granted to an institution for an internal risk-measurement model under
Market Risk: Internal Model Approach (CRR) Part Articles 325az t6 825bp where that
institution has notified the PRA in accordance with paragraph 3{of Article 221 that it
intends to use the SFT VaR Method.

underlying CIU
means a CIU in the shares or units of which another Clig’has invested.

[Note: this definition corresponds to Article 192(1)(4) of @RRrvas it applied immediately before
revocation by the Treasury]

2 LEVEL OF APPLICATION

Application of requirements on an individualbasis
2.1 Aninstitution to which this Part applies shall comply with this Part on an individual basis.

[Note: Rule 2.1 sets out an equivalent ptovision to paragraph-1-of-Article 6(1) of CRR that applies to
this Part]

2.2 Where an institution has been‘/given permission under paragraph 1 of Article 9 of CRR it shall
incorporate relevant subsidiaries in the calculation undertaken to comply with rule 2.1.

[Note: Rule 2.2 applies paragraph 1 of Article 9 of CRR to this Part where a permission under that
Article has been given]

Application of requirements on a consolidated basis

2.3 A CRR, consolidation entity to which this Part applies shall comply with this Part on the basis of
its ¢onsolidated situation.

[Note: Rule 2.3 sets out an equivalent provision to the first sentence of paragraph-1-of-Article 11(1) of
CRR that applies to this Part]

2.4  For the purposes of applying this Part on a consolidated basis, the terms “institution™institution’
and “'UK parent institution”institution’ shall include a CRR consolidation entity (if it would not
otherwise have been included).

[Note: Rule 2.4 sets out an equivalent provision to the first sub-paragraph of paragraph-2-ef-Article
11(2) of CRR that applies to this Part]

2.5 The expression “consolidated situation’situation’ applies for the purposes of this Part as it does
for the purposes of Part Two and Three of CRR.



[Note: The term “consolidated situation’situation’ is defined in point 47 of paragraph-1-of-Article 4(1)
of CRR]

Application of requirements on a sub-consolidated basis

2.6 Aninstitution to which this Part applies that is required to comply with Part Two (Own Funds
and Eligible Liabilities) and Part Three (Capital Requirements) of CRR on a sub-consolidated
basis, shall comply with this Part on the same basis.

[Note: This rule sets out paragraph-6-of-an equivalent provision to Article 11(6) of CRR that applies to
this Part]




Organisational Structure and Control Mechanisms

2.7 A CRR consolidation entity and an institution shall set up a proper organisational structure and
appropriate internal control mechanisms in order to ensure that the data required for
consolidation for the purposes of this Part are duly processed and forwarded.

[Note: Rule 2.7 sets out an equivalent provision to the second sentence of paragraph-+L-of-Article
11(1) of CRR that applies to this Part]

2.8 A CRR consolidation entity and an institution shall ensure that a subsidiary not subject to this
Part implements arrangements, processes, and mechanisms to ensure proper consolidation for
the purposes of this Part.

[Note: Rule 2.8 sets out an equivalent provision to the third sentence of paragraph-1-of-Article A2(%) of
CRR that applies to this Part]

3 CREDIT RISK MITIGATION (part-three-chapterfourtitle-i-err CHAPTER 4 OF TITLE Il OF
PART THREE OF CRR)

SECTION 1: GENERAL REQUIREMENTS

Article 191A  USE OF CREDIT RISK MITIGATION TECHNIQUES ,UNDER THE STANDARDISED
APPROACH AND THE IRB APPROACH

1. The provisions of this Part-of the-PRA-Rulebook apply.only to the extent that an institution takes
into account credit risk mitigation techniques in.the calculation of risk-weighted exposure
amounts and, where applicable, expected loss @mounts.

2. Where an institution calculating risk-weighted’exposure amounts and, where applicable,
expected loss amounts, chooses to take into account credit risk mitigation, the institution shall
do so as follows:

(a) where the institution takes,into account funded credit protection covering an exposure that
gives rise to counterparty icredit risk, the institution shall take into account the funded credit
protection in the caleulation of the effect of credit risk mitigation for the purposes of
calculating risk,weighted exposure amounts and, where applicable, expected loss
amounts in aecoerdance with the decision tree in Part 1 of Appendix 1;

(b) where theiinstitution takes into account funded credit protection covering an exposure that
does not/give rise to counterparty credit risk, the institution shall take into account the
funded credit protection in the calculation of the effect of credit risk mitigation for the
purposes of calculating risk-weighted exposure amounts and, where applicable, expected
loss amounts in accordance with the decision tree in Part 2 of Appendix 1;

(c) subject to point (e), where the institution takes into account unfunded credit protection
covering an exposure, the institution shall take into account the unfunded credit protection
in the calculation of the effect of credit risk mitigation for the purposes of calculating risk-
weighted exposure amounts and, where applicable, expected loss amounts in accordance
with the decision tree in Part 3 of Appendix 1; and

(d) without prejudice to paragraph 5 of Article 193, where the institution takes into account
both funded credit protection and unfunded credit protection covering the same exposure;
(other than the situation described in point (e)), the institution shall take into account that
credit protection in an appropriate manner that is consistent with the decision trees in
Appendix 1, and in a way that does not double count the effects of the credit protection-;




(e) where an institution has an exposure that is covered by unfunded credit protection that, in
turn, is covered by funded credit protection and such institution chooses to take into
account either (i) only the funded credit protection or (ii) both the unfunded credit
protection and the funded credit protection, then the institution shall take into account the
applicable credit protection or credit protections in an appropriate manner that is consistent
with the decision tree in Part 4 of Appendix 1 (and, to the extent referenced therein, the
decision trees in Parts 1 to 3 of Appendix 1), and in a way that does not double count the
effects of the credit protection. Notwithstanding this point (e), such institution may choose
to take into account only the unfunded credit protection in accordance with point (c) and
not the funded credit protection; and

() to the extent an institution chooses to take into account funded credit protection ur%@
point (e), references to the ‘borrower’ or the ‘obligor” in this Part (in the context q nded
credit protection which is covered by funded credit protection) shall be deemg#ttovwefer to

0 s &

(i) only the provider of the unfunded protection;

>

(i) _one of the borrower/obligor or the provider of the unfunded \i protection; or
V4

-
(iii) _both the obligor and the provider of the unfunded crep%&;tection,

in each case where appropriate from a prudential pg@/iew to reflect the nature of the
credit protection arrangement and the risks related f8that arrangement.

3. Where an institution has a choice of methods avai under this Part for taking into account
unfunded credit protection, the institution shal he same method when taking into account
the same type of unfunded credit protection. Ansinstitution shall have in place documented
policies specifying which method it shall take into account each type of unfunded credit

protection. (b

4, Notwithstanding any other provisiémin*this Part specifying the applicability of any of Articles
192 to 239-de-net, any such %chle\ghall apply to an institution using the IMM, the LGD
Modelling Collateral Metho@ e LGD Adjustment Method, or to an institution taking into
account funded credit protection covering an exposure arising from a derivative instrument
listed in Annex Il of (;E&w each case solely to the extent provisions elsewhere in this PRA
Rulebook or CRR.(:@»refer to such article. Absent such cross-reference, such articles shall
not apply to insti ns using any such method or institutions taking into account such funded

) Covering any such exposure.

Article 108 in the Credit Risk General Provisions (CRR) Part correspond to Article
applied immediately before revocation by the Treasury]

DEFINITIONS

1.\'}[Note: Provision left blank-}]

2. For the purposes of this Part, references to “institutions™institutions’ as issuers or_as eligible
credit providers shall also include undertakings established in third countries which would fall
within the definition of “institution™institution’ in Article 4(1)(3) of CRR, if they were established
in the UK.

[Note: This rule corresponds to Article 192(2) of CRR_as it applied immediately before revocation by

the Treasury




Article 193 PRINCIPLES FOR RECOGNISING THE EFFECT OF CREDIT RISK MITIGATION

TECHNIQUES

Al.

This Article applies to an institution taking into account credit risk mitigation using on-balance
sheet netting, the Financial Collateral Comprehensive Method, the Financial Collateral Simple
Method, the Other Funded Credit Protection Method, the Foundation Collateral Method, the
SFT VaR Method, the Risk-Weight Substitution Method or the Parameter Substitution Method.

[Note: Provision left blank-}]

An institution shall not double count the effect of credit risk mitigation. Where the risk-weighted
exposure amount already takes account of credit protection under the Credit Risk:
Standardised Approach (CRR) Part, Chapter 2 of Title Il of Part Three of CRR or the,Credit
Risk: Internal Ratings Based Approach (CRR) Part an institution shall not take into aeceunt that
credit protection in the calculations under this Part.

Where the provisions in Sections 2 and 3 of this Part are met, an institution may,amend the
calculation of risk-weighted exposure amounts under the Standardised Approach and the
calculation of risk-weighted exposure amounts and expected loss amounts under the IRB
Approach in accordance with the provisions of Sections 4 and 5 of this\Part.

An institution shall treat cash, securities, or commodities purchaSedy borrowed, or received
under a securities financing transaction as collateral.

Where an institution calculating risk-weighted exposure amounts under the Standardised
Approach has more than one form of credit risk mitigation covering a single exposure (other
than the situation described in point (e) of paragrapfN#Of Article 191A, which shall be
considered a single form of credit risk mitigatiomfOg purposes of this paragraph) it shall do both
of the following:

(a) subdivide the exposure into parts covered by each form of credit risk mitigation; and

(b) calculate the risk-weighted exposure amount for each part obtained in point (a) separately
in accordance with the pfovistens of Credit Risk: Standardised Approach (CRR) Part,
Chapter 2 of Title Il of PartN'hree of CRR and this Part.

Subiject to the prior application of paragraph 5, if applicable, if an institution calculating risk-

weighted exposure gmpunts under the Standardised Approach covers a single exposure with
multiple items of £Eedit protection of the same form and provided by a single protection provider
and these itengs\efprotection have differing maturities (other than the situation described in
point (e) off@aragraph 1 of Article 191A, which shall be considered a single form of credit
protectigf™orpurposes of this paragraph), it shall do both of the following:

(a)./subdivide the exposure into parts, each of which are covered by credit protection with a
single maturity; and

(b) calculate the risk-weighted exposure amount for each part obtained in point (a) separately
in accordance with the provisions of the-Credit Risk: Standardised Approach (CRR) Part,
Chapter 2 of Title Il of Part Three of CRR and this Part.




Where an institution has an item of eligible collateral covering multiple exposures the institution
shall:

(a) subdivide the eligible collateral into one or more portions;

(b) allocate each portion of eligible collateral to one of the exposures it covers, without any
double-counting; and

(c) calculate the effect of each portion of eligible collateral on the exposure to which it is
allocated under point (b) separately in accordance with the provisions of this Patt,

(@) Where an institution has exposures associated with undrawn facilities, itamay recognise
collateral that satisfies all eligibility requirements set out in this Part.

(b) Where drawing under a facility is conditional on the prior or simultaneous receipt of
collateral by the institution to the extent of the institution’s interest in the collateral once the
facility is drawn, notwithstanding that the institution does not have any interest in the
collateral to the extent the facility is undrawn, such collatéral may be recognised for the
exposures associated with the undrawn facility.

[Note: This rule corresponds to Article 193 of CRR-} as itapplied immediately before revocation by the

Treasury

Article 194 PRINCIPLES GOVERNING THE\ELIGIBILITY OF CREDIT RISK MITIGATION

TECHNIQUES

Al.

This Article-only applies to an institution taking into account credit risk mitigation using on-
balance sheet netting, the Financial Collateral Comprehensive Method, the Financial Collateral
Simple Method, the Other Funded Credit Protection Method, the Foundation Collateral Method,
the SFT VaR Method, the Risk-Weight Substitution Method or the Parameter Substitution
Method.

An institution shall-conduct sufficient legal review to ensure that the technique used to provide
the credit protection, together with the actions and steps taken and procedures and policies
implemented by the institution, shall be such as to result in credit protection arrangements
which ate legally effective and enforceable in all relevant jurisdictions. It shall repeat such
reviel as necessary to ensure continuing enforceability.

The institution shall previdebe able to-the-PRA, upon its-request by the PRA, provide the most
recent version of the independent, written and reasoned legal opinion that it used to establish
whether its credit protection arrangements are legally effective and enforceable in all relevant
jurisdictions.

The institution shall take all appropriate steps to ensure the effectiveness of the credit
protection arrangement and to address the risks related to that arrangement.

An institution may only recognise funded credit protection in the calculation of the effect of
credit risk mitigation where the assets relied upon for protection:

(a) are included in the list of eligible assets set out in Articles 197 to 200 or eligible collateral
pursuant to Article 299 of CRR or Counterparty Credit Risk (CRR) Part Article 299A, as
applicable; and




(b) are sufficiently liquid and their value over time sufficiently stable to provide appropriate
certainty as to the credit protection achieved, having regard to the approach used to
calculate risk-weighted exposure amounts and to the degree of recognition allowed.

An institution may only recognise funded credit protection in the calculation of the effect of
credit risk mitigation where the institution has the right to liquidate or retain, in a timely manner,
the assets from which the protection derives in the event of the default, insolvency or
bankruptcy or other credit event set out in the transaction documentation of the obligor and,
where applicable, of the custodian holding the collateral. An institution shall ensure that there is
no material positive correlation between the value of the assets relied upon for protection and
the credit quality of the obligor.

An institution may take into account unfunded credit protection only where:

(a) the protection agreement is included in the list of eligible protection agreements set out in
Article 203 and paragraph 1 (subject to paragraphs 2 and 3) of Article 204;

(b) the protection agreement is legally effective and enforceahle in the relevant jurisdictions to
provide appropriate certainty as to the credit protectiomachieved, having regard to the
approach used to calculate risk-weighted expostire amounts and to the degree of

(c) the protection provider meets-is of a kind‘tHat is included in the eriterion-laid-dewn-in
paragraph-5list of eligible protectior{pfgviders set out in Article 201.

An institution may take into account gredit protection only where that credit protection complies
with the applicable requirements setout in Section 3.

An institution mustshall have adequate risk management processes to control those risks to
which it may be exposed as,a result of carrying out credit risk mitigation practices.

Notwithstanding the fact that credit risk mitigation has been taken into account for the purposes
of calculating risk-weighted exposure amounts and, where applicable, expected loss amounts,
an institution shall-€ontinue to undertake and document a full credit risk assessment of the
underlying exposure. In the case of securities financing transactions the underlying exposure
shall, for the/purposes of this paragraph only, be deemed to be the net amount of the exposure.

5. [Note: Provision left blank]
6.
recognition allowed; and
7.
8.
9.
10. [NoterPravision left blank}:]

[Note: FaiSParagraphs 1, 4 and 6 to 9 of this rule eerrespendscorrespond to Article 194(1) to (9) of
CRR] asAt applied immediately before revocation by the Treasury]

SECTION 2 ELIGIBLE FORMS OF CREDIT RISK MITIGATION

SUB-SECTION 1 FUNDED CREDIT PROTECTION

Article 195 ON-BALANCE SHEET NETTING

1.

An institution may use on-balance sheet netting of mutual claims between itself and its
counterparty as an eligible form of credit risk mitigation.



2. SubjectWithout prejudice to Article 196, an institution using on-balance sheet netting may only
take into account reciprocal cash balances between the institution and the counterparty. An
institution using on-balance sheet netting may only reflect loans to, and deposits received by,
the institution that are subject to an on-balance sheet netting agreement.

[Note: This rule corresponds to Article 195 of CRR-} as it applied immediately before revocation by the

Treasury




Article 196 MASTER NETTING AGREEMENTS COVERING SECURITIES FINANCING
TRANSACTIONS

1. An institution adeptirgusing the Financial Collateral Comprehensive Method or the SFT VaR
Method may take into account the effects of bilateral netting contracts covering securities
financing transactions.

[Note: This rule corresponds to Article 196 of CRR-] as it applied immediately before revocation by the

Treasury

Article 197 ELIGIBILITY OF COLLATERAL UNDER THE FINANCIAL COLLATERAL SIMPLE
METHOD, THE FINANCIAL COLLATERAL COMPREHENSIVE METHOD, THE
FOUNDATION COLLATERAL METHOD AND THE SFT VAR METHOD

1. An institution using the Financial Collateral Simple Method, the Financial Collateral
Comprehensive Method, the Foundation Collateral Method or the SFT VaR/Method may use
the following items as eligible collateral:

(a) cash on deposit with, or cash assimilated instruments held by, theiinstitution;

(b) debt securities issued by central governments or central banks; whichwhere the securities
have a credit assessment by an ECAI or export credit @gency recognised for risk weighting
purposes under Credit Risk: Standardised Approach (ERR) Part Articles 135 and 137
respectively and which isare associated with créedit quality step 4 or above or with a
minimum export insurance premium (MEIP) of 4.0r'better under the rules for the risk
weighting of exposures to central governments and central banks under the Credit Risk:
Standardised Approach (CRR) Part and Chapter 2 of Title Il of Part Three of CRR;

(c) debt securities issued by:
(i) institutions; or

(i) financial institutions.exposures to which may be treated as exposures to institutions
under Article 119(5).0f CRR,

whiehwhere the-seeurities have a credit assessment by an ECAI which is associated with
credit quality~step’3 or above under the rules for the risk weighting of exposures to
institutions‘under the Credit Risk: Standardised Approach (CRR) Part and Chapter 2 of
Title Il,of Part Three of CRR;

(d) debt.securities issued by other entities whichwhere the securities have a credit
assessment by an ECAI which is associated with credit quality step 3 or above under the
rules for the risk weighting of exposures to corporates under the Credit Risk: Standardised
Approach (CRR) Part and Chapter 2 of Title Il of Part Three of CRR;

(e) debt securities with a short-term credit assessment by an ECAI which is associated with
credit quality step 3 or above under the rules for the risk weighting of short-term exposures
under the Credit Risk: Standardised Approach (CRR) Part and Chapter 2 of Title Il of Part
Three of CRR,;

(f) equities or convertible bonds that are included in a main index;

(9) gold;



(h) securitisation positions that are not resecuritisation positions and which are subject to a
100% risk weight or lower in accordance with Article 261 to Article 264 of CRR.

For the purposes of point (b) of paragraph 1, ‘debt securities issued by central governments or
central banks’ include:

(a) debt securities issued by regional governments or local authorities, exposures to which are
treated as exposures to the central government in whose jurisdiction they are established
under paragraph 2 of Credit Risk: Standardised Approach (CRR) Part Article 115;

(b) [Note: Provision left blank]

(c) debt securities issued by multilateral development banks to which a 0% risk weightss
assigned under paragraph 32 of Credit Risk: Standardised Approach (CRR) Part‘Atticle
117;

(ed) debt securities issued by international organisations which are assigned.a'0% risk weight
under Credit Risk: Standardised Approach (CRR) Part Article 118.

For the purposes of point (c) of paragraph 1, ‘debt securities issued by, institutions’ include:

(a) debt securities issued by regional governments or local authorities other than those debt
securities referred to in point (a) of paragraph 2;

(b) debt securities issued by public sector entities, expasures to which are treated in
accordance with paragraphs 1 and 2 of Credit Risk: Standardised Approach (CRR) Part
Article 116 or are treated in accordance withparagraphs 1 and 2 of Credit Risk:
Standardised Approach (CRR) Part Article<1126 under Article 116(5) of CRR;

(c) debt securities issued by multilateraldevelopment banks other than those to which a 0%
risk weight is assigned under paragraph 32 of Credit Risk: Standardised Approach (CRR)
Part Article 117.

An institution using the Finangial Collateral Simple Method, the Financial Collateral
Comprehensive Method, thé Foundation Collateral Method or the SFT VaR Method may use as
eligible collateral debt securities issued by other institutions, or financial institutions exposures
to which may be treated, as exposures to institutions under Article 119(5) of CRR thatwhere
such debt securities\do'not have a credit assessment by an ECAIl where:

(a) the debtgeeurities are listed on a recognised exchange;
(b) the debtsecurities qualify as senior debt;

(c)all rated issues by the issuing institution of the same seniority have a credit assessment by
an ECAIl which is associated with credit quality step 3 or above under the rules for the risk
weighting of exposures to institutions or short-term exposures under the Credit Risk:
Standardised Approach (CRR) Part and Chapter 2 of Title Il of Part Three of CRR;

(d) the institution has no information to suggest that the issue would justify a credit
assessment below that indicated in point (c); and

(e) the market liquidity of the instrument is sufficient for these purposes.

An institution using the Financial Collateral Simple Method, the Financial Collateral
Comprehensive Method, the Foundation Collateral Method or the SFT VaR Method may use as
eligible collateral units or shares in CIUs where:

(a) the units or shares have a daily public price quote;



(b) the ClUs are limited to investing in instruments that are eligible for recognition under
paragraphs 1 and 4; and

(c) the ClUs meet the conditions laid down in paragraph 3 of Credit Risk: Standardised
Approach (CRR) Part Article 132.

Where a CIU invests in shares or units of another CIU, the conditions laid down in points (a) to
(c) of this paragraph shall apply to any such underlying CIU.

The use by a CIU of derivative instruments to hedge permitted investments shall not prevent
units or shares in that CIU from being eligible as collateral.

For the purposes of paragraph 5, where a CIU (‘the original CIU’) or any of its underlying CiUs
are not limited to investing in instruments that are eligible under paragraphs 1 and 4;%#,

(a) where an institution would apply the look-through approach for &dikget exposure to a CIU,

as referred to in paragraph 1 of Credit Risk: Standardised Apprgach (CRR) Part Article
132A or paragraph 2 of Credit Risk: Internal Ratings BasegsApproach (CRR) Part Article
152, it may use units or shares in that CIU as collateral &g fo/an amount (subject to the
prior application of the point (d)) equal to the value ofstlfe-assets held by that CIU that are
eligible under paragraphs 1 and 4, multiplied byathe Ppercentage of units or shares in that
ClIU pledged as collateral;

(b) where an institution would apply the manga@te*ased approach for a direct exposure to a
CIU, as referred to in paragraph 2 of Credit*Risk: Standardised Approach (CRR) Part
Article 132A or paragraph 5 of Credif\Risk: Internal Ratings Based Approach (CRR) Part
Article 152, it may use units or shia/es in that CIU as collateral up to an amount (subject to
the prior application of the pqint d)) equal to the value of the assets held by that CIU that
are eligible under paragri@phssl/and 4 under the assumption that that CIU or any of its
underlying CIUs have ipvgsted in non-eligible assets to the maximum extent allowed under
their respective mandates, multiplied by the percentage of units or shares in that CIU
pledged as collatefah

Where any underlying”CIU has underlying CIUs of its own, an institution may use units or
shares in the griginal CIU as eligible collateral provided that it applies the appropriate
methodologyplaid down in the first subparagraph.

Where hon:eligible assets held by the CIU may have a negative value due to liabilities or
contingent'liabilities resulting from ownership, an institution shall:

&) calculate the total value of the non-eligible assets held by the CIU; and

(b)-d) where the amount obtained under point (ac) is negative, subtract the absolute value
of that amount from the total value of the eligible assets held by the CIU.

With regard to points (b) to (e) of paragraph 1, where a security has two credit assessments by
ECAIs, an institution shall apply the less favourable assessment. Where a security has more
than two credit assessments by ECAIs, an institution shall apply the two most favourable
assessments. Where the two most favourable credit assessments are different, an institution
shall apply the less favourable of the two.



8. [Note: Provision left-blank-jnot in PRA Rulebook]

9. This Article shall be without prejudice to Article 299 of CRR and Counterparty Credit Risk
(CRR) Part Article 299A.

[Note: FhisParagraphs 1 to 7 of this rule eerrespendscorrespond to Article 197(1) to (7) of CRR-} as it
applied immediately before revocation by the Treasury]

Article 198 ADDITIONAL ELIGIBILITY OF COLLATERAL UNDER THE FINANCIAL
COLLATERAL COMPREHENSIVE METHOD, THE FOUNDATION COLLATERAL

METHOD AND THE SFT VAR METHOD Cn

o

1. In addition to the collateral referred to in Article 197, an institution using the Financial @&I
Comprehensive Method, the Foundation Collateral Method or the SFT VaR Metho@
subjeetwithout prejudice to Article 299 of CRR and Counterparty Credit Risk rt Article
299A, also use the following items as eligible collateral: \

(a) equities or convertible bonds not included in a main index but % on a recognised

exchange; ‘\\
/

(b) units or shares in CIUs where:

(i) the units or shares have a daily public price quote&

(i) the CIU is limited to investing in instruments thatare eligible for recognition under
paragraphs 1 and 4 of Article 197 and the s mentionedreferred to in point (a) of
this subparagraph-; and

Approach (CRR) Part Article

(i) _the CIU meets the conditionsgg%n paragraph 3 of Credit Risk: Standardised

In the case a CIU invests in unltsé ares of another CIU, conditions (a)-and-(b)(i) to (iii) of
this paragraph apply to any SK erlying CIU.
The use by a CIU of deriva instruments to hedge permitted investments shall not prevent
units or shares in that %fr being eligible as collateral.

e

2. Where the CIU or any rlying CIU are not limited to investing in instruments that are eligible
for recognition,under‘paragraphs 1 and 4 of Article 197 and the items mentiened-in-point{a)-of

) araph of-thi¢®Article—the-in lop-m e units-o haras in-th

pective-mandate referred toin pornt (a) of paragraph 1:

@ENS where an institution would apply the look-through approach, for a direct exposure to a
C)V ClIU, as referred to in paragraph 1 of Credit Risk: Standardised Approach (CRR) Part
Article 132A or paragraph 2 of Credit Risk: Internal Ratings Based Approach (CRR) Part
Article 152, it may use units or shares in that CIU as collateral up to an amount (subject
to the prior application of the point (d)) equal to the value of the assets held by that CIU
that are eligible under paragraphs 1 and 4 of Article 197 or point (a) of paragraph 1,
multiplied by the percentage of units or shares in that CIU pledged as collateral;

(b)  where an institution would apply the mandate-based approach, for direct exposures to
the ClUs, as referred to in paragraph 2 of Credit Risk: Standardised Approach (CRR)
Part Article 132A or paragraph 5 of Credit Risk: Internal Ratings Based Approach (CRR)
Part Article 152, it may use units or shares in that CIU as collateral up to an amount
(subject to the prior application of the point (d)) equal to the value of the assets held by




that CIU that are eligible under paragraphs 1 and 4 of Article 197 or point (a) of
paragraph 1, under the assumption that that CIU or any of its underlying ClUs have
invested in non-eligible assets to the maximum extent allowed under their respective
mandates, multiplied by the percentage of units or shares in that CIU pledged as
collateral.

Where non-eligible assets held by the CIU may have a negative value due to liabilities or
contingent liabilities resulting from ownership, the institution shall:

(ac) calculate the total value of the non-eligible assets held by the CIU; and

(bd) where the amount obtained under point (ac) is negative, subtract the absolute value of-that
amount from the total value of the eligible assets held by the CIU.

[Note: This rule corresponds to Article 198 of CRR-} as it applied immediately before revacation by the

Treasury

Article 199 ADDITIONAL ELIGIBILITY FOR COLLATERAL UNDER THE FOUNDATION
COLLATERAL METHOD

1. In addition to the collateral referred to in Articles 197 and 198, an institution that calculates risk-
weighted exposure amounts and expected loss amounts under the,Foundation Collateral
Method may also use the following forms of collateral:

(@) immovable property collateral in accordance with paragraph 2;
(b) receivables in accordance with paragraph 5;

(c) other physical collateral in accordance withyparagraph 6;

(d) leased property in accordance with paragraph 7.

2. The institution may use as eligiblescollateral residential property which is, or will be, occupied or
let by the owner, or the beneficiallowner in the case of ownership by personal investment
companies, and commercial imimovable property, including offices and other commercial
premises, where:

(a) the value of the property does not materially depend upon the credit quality of the obligor.
(The institutionfmay’exclude situations where purely macro-economic factors affect both
the value.ofithe, property and the performance of the obligor from their determination of the
materiality of such dependence); and

(b) in thevcase of commercial immovable property, the credit risk of the obligor does not
materially depend upon the performance of the underlying property or project, but rather
on the underlying capacity of the obligor to repay the debt from other sources and, as a
consequence, repayment of the facility does not materially depend on any cash-flow
generated by the underlying property serving as collateral.

3. [Note: Provision left blank]

4, [Note: Provision left blank]

5. The institution may use as eligible collateral amounts receivable linked to a commercial
transaction with an original maturity of less than or equal to one year where repayment will be
funded by the commercial or financial flows related to the underlying assets of the counterparty,
including:

(a) self-liquidating debt arising from the sale of goods or services linked to a commercial
transaction; and



8.

(b) amounts owed by buyers, suppliers, renters, national and local governmental authorities,
or other non-affiliated parties not related to the sale of goods or services linked to a
commercial transaction,

but not including receivables associated with securitisations, sub-participations or credit
derivatives or amounts owed by affiliated parties.

An institution may, with the prior permission of the PRA, use as eligible collateral physical
collateral of a type other than those indicated in paragraph 2 where the institution is able to
demonstrate to the PRA that:

(a) there are liquid markets, evidenced by frequent transactions taking into account the asset
type, for the disposal of the collateral in an expeditious and economically efficient martner.
The institution shall carry out the assessment of this requirement periodically anchwhere
information indicates material changes in the market;

(b) there are well-established and publicly available market prices for the collateral. The
institution may consider market prices to be well-established where they come from
reliable sources of information such as public indices and reflectthé\price of the
transactions under normal conditions. The institution may consider, market prices to be
publicly available where these prices are disclosed, easily accessible and obtainable
regularly and without any undue administrative or financial burden;

(c) the institution analyses the market prices, time and ¢osts required to realise the collateral
and the realised proceeds from the collateral;

(d) the institution demonstrates that the realised preceeds from the collateral have not been
below 70% of the collateral value in morefthan 10% of all liquidations for a given type of
collateral; and

(e) where there is material volatility in the market prices of the collateral, the institution is able
to demonstrate that its valuation s sufficiently conservative.

The institution shall comply with,the requirements in points (a) to (e) of this paragraph on an
ongoing basis and shall document how thethese requirements, and those specified in Article
210, are met.

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the
Capital Requirements Regulations applies-}]

Where the Féquirements set out in Article 211 are met, the institution may treat exposures
arising from‘transactions whereby the institution leases property to a third party in the same
manneras it would treat loans collateralised by the type of property leased.

[Nete: Provision left blank}:]

[Note: frhisParagraphs 1 to 7 of this rule eerrespendscorrespond to Article 199(1) to (7) of CRR as it
applfed immediately before revocation by the Treasury]

Article 200 OTHER FUNDED CREDIT PROTECTION

1.

An institution may use the following other funded credit protection as eligible collateral when
using the Other Funded Credit Protection Method:

(a) cash on deposit with, or cash assimilated instruments held by, a third party institution in a
non-custodial arrangement and pledged to the institution;

(b) life insurance policies pledged to the institution;



©

instruments issued by another institution (or by a financial institution; exposures to which
may be treated as exposures to institutions under Article 119(5) of CRR), which
instruments will be repurchased by that institution or financial institution on request.

[Note: This rule corresponds to Article 200 of CRR-} as it applied immediately before revocation by the

Treasury

SUB-SECTION 2 UNFUNDED CREDIT PROTECTION

Article 201 ELIGIBILITY OF PROTECTION PROVIDERS UNDER THE RISK-WEIGHT

SUBSTITUTION METHOD AND THE PARAMETER SUBSTITUTION METHOD!

1. An institution using the Risk-Weight Substitution Method or the Parameter Substitution“Method
may use the following parties as eligible providers of unfunded credit protection:

(a) central governments and central banks;

(b) regional governments or local authorities;

(c) multilateral development banks;

(d) international organisations exposures to which a 0% risk-weight under Credit Risk:
Standardised Approach (CRR) Part Article 118 is assigned;

(e) public sector entities;

(f) institutions, (and financial institutions exposures'to which may be treated as exposures to
institutions under Article 119(5) of CRR);

(9) other corporate entities, including parent undertakings, subsidiaries and affiliated corporate
entities of the obligor, where th@se'other corporate entities have a credit assessment by an
ECAI;

(h) qualifying central counterparties.

2. In addition to the partieS in,paragraph 1, for an exposure where an institution calculates risk-

weighted exposure ameunts and expected loss amounts using the Parameter Substitution
Method, the institution may use as eligible providers of unfunded credit protection other
corporate entifies,that are internally rated by the institution in accordance with the provisions of
the-Credit Risk:'Internal Ratings Based Approach (CRR) Part Articles 169 to 191.

[Note: This pule.corresponds to Article 201 of CRR-} as it applied immediately before revocation by the

Treasury

ARHCLEE202

[Nete:-Article 202

Note: Provision left blank-{]



Article 203 ELIGIBILITY OF GUARANTEES AS UNFUNDED CREDIT PROTECTION UNDER
THE RISK-WEIGHT SUBSTITUTION METHOD AND THE PARAMETER
SUBSTITUTION METHOD

1. An institution using the Risk-Weight Substitution Method or the Parameter Substitution Method
may use guarantees as eligible unfunded credit protection.

[Note: This rule corresponds to Article 203 of CRR-} as it applied immediately before revocation by the

Treasury

Article 204 ELIGIBLE TYPES OF CREDIT DERIVATIVES UNDER THE RISK-WEIGHT
SUBSTITUTION METHOD AND THE PARAMETER SUBSTITUTION METHOD,

1. Subject to paragraph 3, an institution using the Risk-Weight Substitution Method .or'the
Parameter Substitution Method may use the following types of credit derivatives, and
instruments that may be composed of such credit derivatives or that are singilar,in their
economic effect to credit derivatives, as eligible credit protection:

(a) credit default swaps;
(b) total return swaps;
(c) credit linked notes to the extent of their cash fundinge

Where the institution buys credit protection through & tetal return swap and records the net
payments received on the swap as net income, hat'does not record the offsetting deterioration
in the value of the asset that is protected eithef through reductions in fair value or by an
addition to reserves, the institution may potuse‘that credit protection as eligible credit
protection.

2. Where the institution conducts aninternal hedge using a credit derivative, the institution may
only use that credit derivative as €ligible credit protection where the credit risk transferred to the
trading book is transferred outto a third party.

Where an internal hedge has.been conducted in accordance with the first subparagraph and
the applicable requiremients in this Part have been met, the institution shall apply the rules set
out in Sections 4 and 5)of this Part for the calculation of risk-weighted exposure amounts and
expected lossamounts where they acquire unfunded credit protection.

3. The institution mway not use first-to-default and all other nth-to-default credit derivatives as
eligible creditjprotection.

[Note: This.fule eorresponds to Article 204 of CRR-} as it applied immediately before revocation by the

Treasupy




SECTION 3 REQUIREMENTS

SUB-SECTION 1 FUNDED CREDIT PROTECTION

Article 205 REQUIREMENTS FOR ON-BALANCE SHEET NETTING AGREEMENTS OTHER

THAN MASTER NETTING AGREEMENTS REFERRED TO IN ARTICLE 206

1. If using on-balance sheet netting an institution may use on-balance sheet netting agreements
other than master netting agreements referred to in Article 206 as an eligible form of credit risk
mitigation where all the following conditions are met:

@

(b)

©

(d)

those agreements are legally effective and enforceable in all relevant jurisdictions,
including in the event of the insolvency or bankruptcy of a counterparty;

the institution is able to determine at any time the assets and liabilities that are subject to
those agreements;

the institution monitors and controls the risks associated with the termination of the credit
protection on an ongoing basis; and

the institution monitors and controls the relevant exposures,0n a net basis and does so on
an ongoing basis.

[Note: This rule corresponds to Article 205 of CRR+} as it appliedimmediately before revocation by the

Treasury

Article 206 REQUIREMENTS FOR MASTER NETTFING AGREEMENTS COVERING

SECURITIES FINANCING TRANSACTIONS

1. An institution using the Financial @ollateral Comprehensive Method or the SFT VaR Method
may use master netting agreementsjeovering securities financing transactions as an eligible
form of credit risk mitigation where:

@)

(b)

©

(c)

they are legally effective.and enforceable in all relevant jurisdictions, including in the event
of the bankruptcy«0rinsolvency of the counterparty;

they give the"hon<defaulting party the right to terminate and close-out in a timely manner
all transactions under the agreement upon the event of default, including in the event of
the bafkeuptcy or insolvency of the counterparty;

theysprovide for the netting of gains and losses on transactions closed out under an
agreement so that a single net amount is owed by one party to the other; and

they allow for the prompt liquidation or set-off of collateral upon the event of default.

[Note: This rule corresponds to Article 206 of CRR-] as it applied immediately before revocation by the

Treasury




Article 207 REQUIREMENTS FOR FINANCIAL COLLATERAL UNDER THE FINANCIAL
COLLATERAL SIMPLE METHOD, THE FINANCIAL COLLATERAL
COMPREHENSIVE METHOD, THE FOUNDATION COLLATERAL METHOD AND
THE SFT VAR METHOD

1. An institution using the Financial Collateral Simple Method, the Financial Collateral
Comprehensive Method, the Foundation Collateral Method or the SFT VaR Method may use
financial collateral and gold as eligible collateral where all the requirements laid down in
paragraphs 2 to 4 are met.

2. The credit quality of the obligor and the value of the collateral shall not have a material positive
correlation. Where the value of the collateral is reduced significantly, this shall not alene.imply a
significant deterioration of the credit quality of the obligor. Where the credit quality of'the obligor
becomes-—criticaldeteriorates significantly, this shall not alone imply a significant réduetion in the
value of the collateral.

The institution may not use securities issued by the obligor, or any related-group entity, as

aragra G : g 2 - a eligible
covered bonds as eligible collateral when they are posted as.collateral for a repurchase
transaction, provided that they comply with the condition setQut in the first subparagraph.

3. The institution shall fulfil any contractual and statutory, requirements in respect of, and take all
steps necessary to ensure, the enforceability of the eollateral arrangements under the law
applicable to their interest in the collateral.

The institution shall have conducted sufficient legal review confirming the enforceability of the
collateral arrangements in all relevant jurisdietions. It shall re-conduct such review as
necessary to ensure continuing enforceability.

4, The institution shall fulfil all the following operational requirements:

(a) it shall properly document'the collateral arrangements and have in place clear and robust
procedures for the timely.liquidation of collateral;

(b) it shall use robust,procedures and processes to control risks arising from the use of
collateral, inefluding risks of failed or reduced credit protection, valuation risks, risks
associated'with the termination of the credit protection, concentration risk arising from the
use of/cpllateral and the interaction with the institution’s overall risk profile;

(c) itshall have in place documented policies and practices concerning the types and
amounts of collateral accepted;

(d)” it shall calculate the market value of the collateral, and revalue it accordingly, at least once
every six months and whenever they-haveit has reason to believe that a significant
decrease in the market value of the collateral has occurred;

(e) where the collateral is held by a third party, it shall take reasonable steps to ensure that
the third party segregates the collateral from its own assets;

(f) it shall ensure that it devotes sufficient resources to the orderly operation of margin
agreements with OTC derivatives and securities financing counterparties, as measured by
the timeliness and accuracy of its outgoing margin calls and response time to incoming
margin calls; and



(g) itshall have in place collateral management policies to control, monitor, and report the
following:

(i) the risks to which margin agreements expose it;
(ii) the concentration risk to particular types of collateral assets;

(iiiy the reuse of collateral including the potential liquidity shortfalls resulting from the
reuse of collateral received from counterparties;

(iv) the surrender of rights on collateral posted to counterparties.

In addition to meeting all the requirements set out in paragraphs 2 to 4, an institution using the
Financial Collateral Simple Method may use financial collateral as eligible collateral ohly*where
the residual maturity of the protection is at least as long as the residual maturity of the
exposure.

[Note: This rule corresponds to Article 207 of CRR-] as it applied immediately befdré revocation by the

Treasury

Article 208 REQUIREMENTS FOR IMMOVABLE PROPERTY COLLATERAL UNDER THE

FOUNDATION COLLATERAL METHOD

An institution using the Foundation Collateral Method may Use immovable property as eligible
collateral only where all the requirements laid down imyparagraphs 2 to 7 are met.

The following requirements on legal certainly shall be met:

(@) amortgage or charge or other relevant security interest used is enforceable in all
jurisdictions which are relevant at the'time of the conclusion of the credit agreement and
shall be properly filed on a timely pasis;

(b) all legal requirements for establishing the pledge or other relevant security interest have
been fulfilled;

(c) the protection agreement’‘and the legal process underpinning it enable the institution to
realise the value of the protection within a reasonable timeframe.

The following reqUiremMents on monitoring of property values and on property valuation shall be
met:

(a) the institution monitors the value of the property on a frequent basis and at a minimum
once every year for commercial immovable property and once every three years for
residential property. The institution carries out more frequent monitoring where the market
is subject to significant changes in conditions;

(b) the institution ensures the property valuation is reviewed in the event that either:

(i) adefault, as set out in Credit Risk: Internal Ratings Based Approach (CRR) Part
Article 178, is considered to have occurred with regard to the obligor; or when

(i) _information available to the institution indicates that the value of the property may
have declined materially relative to general market prices,

and thatsuch review is carried out by a valuer who possesses the necessary qualifications,
ability and experience to execute a valuation and who is independent from the credit
decision process. For loans exceeding £GBP 2.6 million or 5% of the own funds of an



institution, the property valuation shall be reviewed by such a valuer at least every three
years.

The institution may use statistical methods to monitor the value of the immovable property and
to identify immovable property that needs revaluation.

4, The institution shall clearly document the types of residential property and commercial
immovable property they accept and their lending policies in this regard.

5. The institution shall have in place procedures to monitor that the immovable property taken as
credit protection is adequately insured against the risk of damage.

6. The institution shall monitor the extent of any permissible prior claims on the immovable
property.

7. The institution shall monitor the risk of environmental liability arising in respect of the
immovable property.

[Note: This rule corresponds to Article 208 of CRR-} as it applied immediately befarg\sevocation by the

Treasury

Article 209 REQUIREMENTS FOR RECEIVABLES UNDER THE FOUNDATION
COLLATERAL METHOD

1. An institution using the Foundation Collateral Method may us€ receivables as eligible collateral
where all the requirements laid down in paragraphs 2,and'8 are met.

2. The following requirements on legal certainty shall"be=met:

(a) the legal mechanism by which the collateralis provided to the institution shall be robust
and effective and ensure that the inétitution has clear rights over the collateral including
the right to the proceeds from the salévof the collateral;

(b) the institution shall take all steps necessary to fulfil requirements in all relevant jurisdictions
in respect of the enforceability=of its security interest. The institution shall have a first
priority claim over the gollateral although such claims may still be subject to the claims of
preferential creditors provided for in legislative provisions;

(c) the institution shall have conducted sufficient legal review confirming the enforceability of
the collateral.arrangements in all relevant jurisdictions, and shall undertake such further
review asg’is\necessary to confirm continuing enforceability;

(d) thegnstitation shall properly document their collateral arrangements and shall have in
place clear and robust procedures for the timely collection of collateral;

(e)y the institution shall have in place procedures that ensure that any legal conditions required
for declaring the default of a borrower and timely collection of collateral are observed;

(f) in the event of a borrower’s financial distress or default, the institution shall have legal
authority to sell or assign the receivables to other parties without consent of the
receivablesreceivables' obligors.

3. The following requirements on risk management shall be met:

(a) the institution shall have in place a sound process for determining the credit risk
associated with the receivables. Such a process shall include analyses of a borrower’s
business and industry and the types of customers with whom that borrower does business.
Where the institution relies on its borrowers to ascertain the credit risk of the customers,



the institution shall review the borrowers’ credit practices to ascertain their soundness and
credibility;

(b) the difference between the amount of the exposure and the value of the receivables shall
reflect all appropriate factors, including the cost of collection, concentration within the
receivables pool pledged by an individual borrower, and potential concentration risk within
the institution’s total exposures beyond that controlled by the institution’s general
methodology;

(ba) the institution shall maintain a continuous monitoring process appropriate for the specific
exposures attributable to the receivables to be used as collateral. This process shall
include, where appropriate and relevant, ageing reports, control of trade documents,
borrowing base certificates, frequent audits of collateral, confirmation of accounts, ‘control
of the proceeds of accounts paid, analyses of dilution (credits given by the borrower to the
issuers of the receivables), regular financial analysis of the borrower and, especially where
a small number of large-sized receivables are to be used as collateral, thexissuers of the
receivables. The institution shall monitor compliance with their overall concentration limits.
It shall also review, on a regular basis, compliance with loan covénants; environmental
restrictions, and other legal requirements;

(c) receivables pledged by a borrower shall be diversified and not be unduly correlated with
that borrower. Where there is material positive correlationythe institution shall take into
account the attendant risks in the setting of margins{fonthe collateral pool as a whole;

(d) the institution shall not use receivables from affiliates of a borrower, including subsidiaries
and employees, as eligible credit protection;

(e) the institution shall have in place a daecumented process for collecting receivable payments
in distressed situations. The institution shall have in place the requisite facilities for
collection even when they normally rely on their borrowers for collections.

[Note: This rule corresponds to Article 209.0f CRR-] as it applied immediately before revocation by the

Treasury

Article 210 REQUIREMENTS FOR OTHER PHYSICAL COLLATERAL UNDER THE
FOUNDATION COLLATERAL METHOD

1. An institution dising the Foundation Collateral Method may use physical collateral other than
immovable/property collateral as eligible collateral where all the following conditions are met:

(a) the'eollateral arrangement under which the physical collateral is provided to the institution
shall be legally effective and enforceable in all relevant jurisdictions and shall enable the
institution to realise the value of the collateral within a reasonable timeframe;

(b) with the sole exception of permissible-first-priority-claims referred-teof preferential creditors

provided for in Artiele-209(2){b);leqislative provisions, the institution shall have only first
liens on, or charges over, such collateral and the institution shall have priority over all other

lenders to the realised proceeds of the collateral;

(c) the institution shall monitor the value of the collateral on a frequent basis and at least once
every year. The institution shall carry out more frequent monitoring where the market is
subject to significant changes in conditions;

(d) the lean-agreementtransaction documentation shall include detailed descriptions of the
collateral as well as detailed specifications of the manner and frequency of revaluation;




(e)

®

(9)

Q)

0]

0]

(k)

the institution shall clearly document in internal credit policies and procedures available for
examination the types of physical collateral they accept and the policies and practices they
have in place in respect of the appropriate amount of each type of collateral relative to the

exposure amount;

the institution’s credit policies with regard to the transaction structure shall address the
following:

(i) appropriate collateral requirements relative to the exposure amount;
(i) the ability to liquidate the collateral readily;
(iii) the ability to establish objectively a price or market value;

(iv) the frequency with which the value can readily be obtained, including a prefessional
appraisal or valuation;

(v) the volatility or a proxy of the volatility of the value of the collateral.

when conducting valuation and revaluation, the institution shall take¥ully into account any
deterioration or obsolescence of the collateral, paying particular attention to the effects of
the passage of time on fashion-sensitive or date-sensitive(collateral;

the institution shall have the right to physically inspectithe’collateral. It shall also have in
place policies and procedures addressing their exercise of the right to physical inspection,
and, in the case of inventories, the periodic revaluation process shall include physical
inspection;

the collateral taken as protection shalldbe adequately insured against the risk of damage
and the institution shall have in place‘\procedures to monitor this;

the institution shall monitor thesextent of any permissible prior claims on the physical
collateral; and

the institution shall monitor the risk of environmental liability arising in respect of the
physical collateral;

2. Where a general security agreement, or other form of floating charge, provides an institution
using the Foundation Collateral Method with a registered claim over a company’s assets, the
institution may“ecognise as eligible funded credit protection the assets that meet the
requirementsto qualify as eligible collateral under Articles 207 to 211. Where that claim is over
both assets that meet such requirements and assets that do not meet such requirements, the
institution may recognise only the former as eligible funded credit protection.

[Note: This rule corresponds to Article 210 of CRR-] as it applied immediately before revocation by the

Treasury

Article 211 REQUIREMENTS FOR TREATING LEASE EXPOSURES AS COLLATERALISED

UNDER THE FOUNDATION COLLATERAL METHOD

1. An institution using the Foundation Collateral Method shall treat exposures arising from leasing
transactions as collateralised by the type of property leased, where all the following conditions
are met:

@

the conditions set out in Article 208 or 210, as applicable, for the type of property leased to
qualify as eligible collateral are met;



(b) the lessor has in place robust risk management with respect to the use to which the leased
asset is put, its location, its age and the planned duration of its use, including appropriate
monitoring of the value of the security;

(c) the lessor has legal ownership of the asset and is able to exercise its rights as owner in a
timely fashion; and

(d) the difference between the value of the unamortised amount and the market value of the
security is not so large as to overstate the credit risk mitigation attributed to the leased
assets.

[Note: This rule corresponds to Article 211 of the-CRR-JCRR as it applied immediately before
revocation by the Treasury]

Article 212 REQUIREMENTS FOR OTHER FUNDED CREDIT PROTECTION

1.

An institution using the Other Funded Credit Protection Method may treat cash.on deposit with,
or cash assimilated instruments held by, a third party institution in accordanc€ with paragraph 1
of Article 232, where all the following conditions are met:

(a) the borrower’s claim against the third party institution is operily pledged or assigned to the
institution and such pledge or assignment is legally effective and enforceable in all relevant
jurisdictions and is unconditional and irrevocable;

(b) the third party institution is notified of the pledge‘er assignment; and

(c) as aresult of the notification, the third party ipstitution is able to make payments solely to
the institution or to other parties only with'the-institution’s prior consent.

An institution using the Other Funded Credlit Protection Method may use life insurance policies
pledged to the institution as eligible collateral where all the following conditions are met:

(a) the life insurance policy is openly pledged or assigned to the institution;

(b) the company providingthe life insurance is notified of the pledge or assignment and, as a
result of the notification, may not pay amounts payable under the contract without the prior
consent of the institution;

(c) the institution-has the right to cancel the policy and receive the surrender value in the
event of the ‘default of the borrower;

(d) thefinstitution is informed of any non-payments under the policy by the policy-holder;

(e)«, the credit protection is provided for the maturity of the loan. Where this is not possible
because the insurance relationship ends before the loan relationship expires, the
institution shall ensure that the amount deriving from the insurance contract serves the
institution as security until the end of the duration of the credit agreement;

(f) the pledge or assignment is legally effective and enforceable in all jurisdictions which are
relevant at the time of the conclusion of the credit agreement;

(g) the surrender value is declared by the company providing the life insurance and is non-
reducible;

(h) the surrender value is to be paid by the company providing the life insurance in a timely
manner upon request;



(i) the surrender value shall not be requested without the prior consent of the institution; and

() the company providing the life insurance is an insurance undertaking or reinsurance
undertaking or is subject to supervision by a competent authority of a third country which
applies supervisory and regulatory arrangements at least equivalent to those applied in the

United-KingdomUK.

[Note: This rule corresponds to Article 212 of CRR-] as it applied immediately before revocation by the

Treasury

SUB-SECTION 2 UNFUNDED CREDIT PROTECTION AND CREDIT LINKED NOTES

Article 213 REQUIREMENTS COMMON TO GUARANTEES AND CREDIT DERIVATNES
UNDER THE RISK-WEIGHT SUBSTITUTION METHOD AND THE PARAMETER
SUBSTITUTION METHOD

1. Subject to paragraph 1 of Article 214, an institution using the Risk-Weight Substitution Method
or the Parameter Substitution Method may use credit protection deriving\from a guarantee or
credit derivative as eligible unfunded credit protection where all the féllowing conditions are
met:

(a) the credit protection is direct;
(b) the extent of the credit protection is clearly defined and incontrovertible;

(c) the credit protection contract does not contdin any clause, the fulfilment of which is outside
the direct control of the institution, that:

(i) would allow the protection provider to unilaterally cancel or change the protection in a
way that would adversely impéct the institution;

(i) would increase the effective cost of protection as a result of a deterioration in the
credit quality of the-pretected exposure;

(iiiy could preventithe protection provider from being obliged to pay out in a timely manner
in the eventthat the original obligor fails to make any payments due, or when the
leasing/Contract has expired for the purposes of recognising guaranteed residual
value under paragraph 7 of Credit Risk: Standardised Approach (CRR) Part Article
184\and paragraph 4 of Credit Risk: Internal Ratings Based Approach (CRR) Part
Article 166A;

(iv) could allow the maturity of the credit protection to be reduced by the protection
provider;

(d) the credit protection contract is legally effective and enforceable in all jurisdictions which
are relevant at the time of the conclusion of the credit agreement.

For the purposes of point (c)(iii) of paragraph 1{€};, a clause in the credit protection contract
providing that the protection provider may pay all monies due in a timely manner and assume
the future payment obligations of the obligor covered by the credit protection contract shall not
disqualify that credit protection from being eligible.

2. The institution shall be able to demonstrate that it has in place systems to manage potential
concentration of risk arising from its use of guarantees and credit derivatives.



2A.

The institution shall be able to demonstrate how its strategy in respect of its use of credit
derivatives and guarantees interacts with its management of its overall risk profile.

The institution shall fulfil any contractual and statutory requirements in respect of, and take all
steps necessary to ensure, the enforceability of its unfunded credit protection under the law
applicable to its interest in the credit protection.

The institution shall have conducted sufficient legal review confirming the enforceability of the
unfunded credit protection in all relevant jurisdictions. It shall repeat such review as necessary
to ensure continuing enforceability.

[Note: This rule corresponds to Article 213 of CRR-} as it applied immediately before revocation by the

Treasury

Article 214 SOVEREIGN AND-OTHER PUBLIC SECTOR COUNTER GUARANTEESWUNDER

THE RISK-WEIGHT SUBSTITUTION METHOD AND THE PARAMETER
SUBSTITUTION METHOD

An institution using the Risk-Weight Substitution Method or the Parafméter Substitution Method
may treat the exposures referred to in paragraph 2 as protected by, a,guarantee provided by the
entities listed in that paragraph, provided that all the following conditions are satisfied:

(a) the counter-guarantee covers all credit risk elements of'the €xposure;

(b) both the original guarantee and the counter-guarantee meet the requirements for
guarantees set out in Article 213 and paragraph 1'ef Article 215, except that the counter-
guarantee need not be direct; and

(c) the cover is robust and there is no historical’evidence that suggests that the coverage of
the counter-guarantee is less than effectively equivalent to that of a direct guarantee by
the entity in question.

The treatment set out in paragraph.1 'shall apply to exposures protected by a guarantee which
is counter-guaranteed by a central government or a central bank.

The institution may apply, the*treatment set out in paragraph 1 also to an exposure which is not
counter-guaranteed by‘an‘entity listed in paragraph 2 where that exposure’s counter-guarantee
is in turn directly guaranteed by one of those entities and the conditions listed in paragraph 1
are also satisfied"if respect of that guarantee of the counter-guarantee.

[Note: This rule cgrresponds to Article 214 of CRR-] as it applied immediately before revocation by the

Treasury

Article 215 ADDITIONAL REQUIREMENTS FOR GUARANTEES UNDER THE RISK-WEIGHT

SUBSTITUTION METHOD AND THE PARAMETER SUBSTITUTION METHOD

An institution using the Risk-Weight Substitution Method or the Parameter Substitution Method
may use guarantees as eligible unfunded credit protection where all the conditions in Article
213 and all the following conditions are met:

(a) on the qualifying default of or non-payment by the obligor, the institution has the right to
pursue, in a timely manner, the guarantor for any monies due under the claim in respect of
which the protection is provided.

In the case of unfunded credit protection covering residential mortgage loans, the
requirements in point (c)(iii) of peint{c)-ofparagraph 1 of Article 213 and in the first
paragraph of this sub-paragraphpoint (a) may be satisfied within 24 months;



(aa) payment by the guarantor to the institution shall not be subject to the institution first having
to pursue the obligor-;

(b) the guarantee is an explicitly documented obligation assumed by the guarantor;
(c) either of the following conditions is met:

(i) the guarantee covers all types of payments the obligor is expected to make in respect
of the claim;

(i) where certain types of payment are excluded from the guarantee, the institution has
adjusted the value of the guarantee to reflect the limited coverage.

2. In the case of guarantees provided in the context of mutual guarantee schemes or provided by
or counter-guaranteed by entities listed in paragraph 2 of Article 214, the requirements+in points
(a) and (aa) of paragraph 1 shall be considered to be satisfied where either of, the following
conditions is met:

(a) on the qualifying default of or non-payment by the obligor, the institution has the right to
obtain in a timely manner a provisional payment by the guarantonthat meets both the
following conditions:

(i) itrepresents a robust estimate of the amount of the"less, including losses resulting
from the non-payment of interest and other typeswof-payment which the borrower is
obliged to make, that the institution is likelysto ineur;

(i) itis proportional to the coverage of the guarantee;

(b) the institution can demonstrate that the effects of the guarantee, which shall also cover
losses resulting from the non-payment of interest and other types of payments which the
borrower is obliged to make, justify/Such treatment.

[Note: This rule corresponds to Article 215 of CRR-] as it applied immediately before revocation by the

Treasury

Article 216 ADDITIONAL-REQUIREMENTS FOR CREDIT DERIVATIVES UNDER THE RISK-
WEIGHT SUBSTITUTION METHOD AND THE PARAMETER SUBSTITUTION
METHOD

1. An institution using the Risk-Weight Substitution Method or the Parameter Substitution Method
may us€ credit derivatives as eligible unfunded credit protection where all the conditions in
Article 213,and all the following conditions are met:

(a)) the credit events specified in the credit derivative contract include;

(i) the failure to pay the amounts due under the terms of the underlying obligation that
are in effect at the time of such failure, with a grace period that is equal to or shorter
than the grace period in the underlying obligation;

(i) the bankruptcy, insolvency or inability of the obligor to pay its debts, or its failure or
admission in writing of its inability generally to pay its debts as they become due, and
analogous events;

(iii) the restructuring of the underlying obligation involving forgiveness or postponement of
principal, interest or fees that results in a credit loss event;



(b) where credit derivatives allow for cash settlement:

(i) theinstitution has in place a robust valuation process in order to estimate loss
reliably;

(ii) there is a clearly specified period for obtaining post-credit-event valuations of the
underlying obligation;

(c) where the protection purchaser'sbuyer’s right and ability to transfer the underlying
obligation to the protection provider is required for settlement, the terms of the underlying
obligation provide that any required consent to such transfer shall not be unreasonably
withheld;

(d) the identity of the parties responsible for determining whether a credit event has,oectrred
is clearly defined;

(e) the determination of the credit event is not the sole responsibility of thesprotection provider;
and

(f) the protection buyer has the right or ability to inform the protectionprovider of the
occurrence of a credit event.

Where the credit events do not include restructuring of the underlying obligation as described in
point (a)(iii}-ef peint{a), the institution may nonetheless usesuch credit protection as eligible
unfunded credit protection, which unfunded credit prgtection shall (unless paragraph 3 applies)
be subject to a reduction in the value as specified,in‘paragraph 2 of Article 233.

2. The institution may use as eligible unfunded credit protection a credit derivative for which there
is a mismatch between the underlying obligation“and the reference obligation under the credit
derivative, or between the underlying obligation and the obligation used for purposes of
determining whether a credit event hasgccurred, only where both the following conditions are
met:

(a) the reference obligation o the obligation used for the purpose of determining whether a
credit event has occurfed) as the case may be, ranks pari passu with or is junior to the
underlying obligation;

(b) the underlying ebligation and the reference obligation or the obligation used for the
purpose ofi\détermining whether a credit event has occurred, as the case may be, share
the sameobligor and legally enforceable cross-default or cross-acceleration clauses are in
place.

3. By way‘erderogation from paragraph 1, for a corporate exposure covered by a credit
deiiVative, the credit event referred to in point (a)(iii) of that paragraph shall not need to be
Specified in the derivative contract, provided that all of the following conditions are met:

(a) a 100% vote of all those affected is needed to amend the maturity, principal, coupon,
currency, or seniority status of the underlying corporate exposure; and

(b) the legal domicile in which the corporate exposure is governed has a well-established
bankruptcy code that allows for a company to reorganise and restructure, and provides for
an orderly settlement of creditor claims.

[Note: This rule corresponds to Article 216 of CRR-} as it applied immediately before revocation by the

Treasury




ARTICLE 217

[Nete:-Article 217-is

Note: Provision left blank-]]

SECTION 4 CALCULATING THE EFFECTS OF CREDIT RISK MITIGATION

SUB-SECTION 1 FUNDED CREDIT PROTECTION

Article 218 CREDIT LINKED NOTES

1.

An institution using the Financial Collateral Simple Method, the Financial Collateral
Comprehensive Method or the Foundation Collateral Method may treat investments'in credit
linked notes issued by the institution as cash collateral for the purpose of calculating the effect
of funded credit protection in accordance with sub-section 1 of Section 4 ofthis-Part, provided
that the credit default swap embedded in the credit linked note qualifies as eligible unfunded
credit protection under this Part. For the purpose of determining whetherithe credit default swap
embedded in a credit linked note qualifies as eligible unfunded credit protection, the institution
may consider the condition in point (c) of paragraph 6 of Article’ 194 to be met.

[Note: This rule corresponds to Article 218 of CRR-} as it applied«irinediately before revocation by the
Treasury

Article 219 ON-BALANCE SHEET NETTING

1.

Where an institution has loans and deposits subject to an eligible on-balance sheet netting
agreement, the institution may calculate the‘exposure value as the greater of:

(a) zero; and
(b) the amount in point (ii) sdbtracted from the amount in point (i):

(i) the value of the exposure calculated in accordance with paragraph 1 of Credit Risk:
Standardised/Approach (CRR) Part Article 111 or paragraph 2 of Credit Risk: Internal
Ratings Based*Approach (CRR) Part Article 166A, as applicable, to the counterparty
subjectio-the on-balance sheet netting agreement;

(i) total value of loans to and deposits with the institution subject to the on-balance sheet
netting agreement, adjusted for any currency and maturity mismatches between the
eXxposure in point (i) and the loans and deposits in this point (ii) in accordance with
paragraphs 2 and 3.

Where there is a currency mismatch between the exposure referred to in point (b)(i) of
paragraph 1{b} and the loans and deposits referred to in point (b)(ii) of paragraph 1(b};, the
institution shall reflect the mismatch by applying the appropriate volatility adjustment specified
in Table 4 in paragraph 1 of Article 224 to the value of the protection. Where-marking-to-market
is-eonducted-daily-theThe institution shall apply a 10 business day liquidation period. Where
marking to market is not conducted daily, the institution shall scale up the volatility adjustment
using the formula in paragraph 1 of Article 226.

Where there is a maturlty mismatch be%ween%maﬂ*m&eﬁ@eue*pesw&reﬁe#ed—te#rp@%

determined by Amcles 237 or 238 the institution shall reflect the mismatch in accordarge with
paragraph 2 of Article 239. References to collateral in paragraph 2 of Article 239 sheuldshall be




read as references to the loans to and deposits with the institution subject to the eligible on-
balance sheet netting agreement for the purposes of this Article.

4, When-caledlating-the-effect- Subject to paragraph 1 of funded-creditprotectionArticle 228, an
institution shall use the exposure value as calculated under paragraph 1 as the exposure value
of the exposure to the counterparty arising from the loans and deposits subject to the eligible
on-balance sheet netting agreement for the purposes of Credit Risk: Standardised Approach
(CRR) Part Article 113 or the Credit Risk: Internal Ratings Based Approach (CRR) Part.

[Note: This rule corresponds to Article 219 of CRR-] as it applied immediately before revocation by the

Treasury

Article 220 USING THE FINANCIAL COLLATERAL COMPREHENSIVE METHOD FOR
MASTER NETTING AGREEMENTS

1. An institution using the Financial Collateral Comprehensive Method shall, when caleulating the
‘fully adjusted exposure value’ (E*) for the exposures subject to an eligible master netting
agreement covering securities financing transactions, calculate the volatilityadjustments in
accordance with that method.

2. For the purpose of calculating E*, the institution shall:

(a) calculate the net position in each group of securities-e+¢in éach type of commodity or in
cash positions by subtracting the amount in point (ii)/from-the amount in point (i):

(i) the total value of a group of securities or of”Cemmodities of the same type lent, sold or
provided under the master netting agreement_or the amount of cash lent or
transferred under that master netting’agreement;

(i) the total value of a group of seclrities or of commodities of the same type borrowed,
purchased, or received undef the master netting agreement or the amount of cash
borrowed or received untienthat master netting agreement;

(b) calculate the net position’in each currency, other than the settlement currency of the
master netting agreement; by subtracting the amount in point (ii) from the amount in

point (i):

(i) the sum.ofithe total value of groups of securities and_types of commodities
denominated in that currency lent, sold or provided under the master netting
agreement and the amount of cash in that currency lent or transferred under that
master netting agreement;

(i) the sum of the total value of groups of securities and types of commodities
denominated in that currency borrowed, purchased, or received under the master
netting agreement and the amount of cash in that currency borrowed or received
under that master netting agreement. Subject-to-Article-299-6f CRR-and-Counterparty

These calculations pursuant to points (i) and (ii) shall exclude groups of securities and
commodities where:

(1) the net position calculated in point (a) of paragraph 2 is negative; and
(2) the securities and commodities either:

198;of



3.

(A) are not included in the lists of eligible collateral set out in Articles 19&

198:-er and are not eligible collateral pursuant to Article 299 of C
Counterparty Credit Risk (CRR) Part Article 299A; or

(B) do not meet the requirements laid down in paragraphs 2 to¥4 of Article 207;.

’ m
m
where: &

im =the index that denotes groups of securities, types of commodities, or cash
positions under th r netting agreement; i i

e net position calculated in point (a) of paragraph 2 is negative; and

(b) the securities or commodities either:

C) (0] are not included in the lists of eligible collateral set out in Articles 197 and
198 and are not eligible collateral pursuant to Article 299 of CRR or
Counterparty Credit Risk (CRR) Part Article 299A; or

(i) do not meet the requirements laid down in paragraphs 2 to 4 of Article 207;

En=_the net position in each group of securities, type of commodities, or cash position under
the master netting agreement. This shall have a positive sign where the net position as
calculated in point (a) of paragraph 2 is positive, and a negative sign where the net
position as calculated in point (a) of paragraph 2 is negative.




k= the index that denotes all separate currencies in which any securities, commodities or
cash positions under the master netting agreement are denominated;

EX = the net position (positive or negati‘él&a given currency k other than the settlement
currency of the master netting ment as calculated under point (b) of paragraph 2;

H¥ = the foreign exchange v, Iat@djustment for currency k, which shall always be
expressed as a positi lue;

Epet = the net exposu@the master netting agreement, calculated as follows:

O
£® o]




applicable);

N = the total number of distinct groups of the same securities and distinct types of the same
commodities under the master netting agreement; for the purposes of this calculation,
those groups and types E3f°E,, for which {E3F<|E,, | is less than % -max(ERepmax(|En|)

m m
shall not be counted:. This index shall exclude groups of securities and types of
commodities where:

(a) the net position calculated in point (a) of paragraph 2 is negative; and

(b) the securities or commodities either:

(0] are not included in the lists of eligible collateral set out in A«tfeles 197 and
198 and are not eligible collateral pursuant to Article 299 of £RR or
Counterparty Credit Risk (CRR) Part Article 299A;@Qr

(i) do not meet the requirements laid down in paragraph$ 2 to 4 of Article 207;

Egross =  the gross exposure of the master netting agreement,‘caleulated as follows:

- E ESeel, (pysee E .
Egross = B e IEm| Hp
) m

For the purpose of calculating risk-weighted exposure amounts and expected loss amounts for
securities financing transactions covered by master netting agreements, an institution using the
Financial Collateral Comprehensive Method\shall use E* as calculated under paragraph 3 as
the exposure value of the exposure to the,counterparty arising from the transactions subject to
the master netting agreement for thé'purposes of Credit Risk: Standardised Approach (CRR)
Part Article 113 or the Credit RisK; Internal Ratings Based Approach (CRR) Part_Article 166B.

For the purposes of paragraphs'2 and 3, ‘group of securities’ means securities which are
issued by the same entity, have the same issue date, have the same maturity, are subject to
the same terms and conditions, are denominated in the same currency, and are subject to the
same liquidation pefiods as indicated in Article 224.

[Note: This rule corresponds to Article 220 of CRR-} as it applied immediately before revocation by the

Treasury

Article 221 USING THE SFT VAR METHOD

1.

1A

Aminstitution using the IRB Approach may, with the prior permission of the PRA, use the SFT
VaR Method if, when it applies for permission, it can demonstrate to the satisfaction of the PRA
that it is materially compliant with the requirements and standards in this Article.

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the
Capital Requirements Regulations applies-}]

(a) Aninstitution using the SFT VaR Method in accordance with paragraph 1 (including where
this is a further permission granted to the institution using the SFT VaR Method in
accordance with point (c) of paragraph 3) may only use the SFT VaR Method to calculate
the fully adjusted exposure value (E*) of transactions which:




1B.

2A.

2B.

(0] give rise to exposures for which the institution calculates risk-weighted exposure
amounts using the IRB Approach; and

(i) fall within the scope of paragraph 1B.

(b) An institution using the SFT VaR Method in accordance with paragraph 1 shall take into
account correlation effects between security positions as well as the liquidity of the
instruments concerned in the calculation of E*.

The transactions referred to in paragraphs 1A(a) and 3 are securities financing transactions
and capital market-driven transactions, but excluding derivative transactions, that are:

(a) transactions which are not treated as being subject to an eligible master netting agreement
and are therefore treated as single exposures;

(b) inthe case of securities financing transactions other than margin lending transactions,
transactions covered by an eligible master netting agreement provided that the SFT VaR
Method is used for all transactions covered by the agreement;

(c) inthe case of margin lending transactions, transactions covered.under‘a master netting
agreement that meets the requirements set out in Articles 295 t0'298 of the-CRR provided
that the SFT VaR Method is used for all transactions covered by the agreement.

[Note: Provision left blank]

For the purposes of paragraphs 1 and 10, an institution Shallbe considered to be materially
compliant with the requirements and standards in this*Article if the overall effect of any non-
compliance is immaterial.

Where an institution uses the SFT VaR Method/in-accordance with paragraph 1 (including
where this use is pursuant to a further permission granted to anthe institution using the SFT
VaR Method in accordance with_point (e).0f.paragraph 3), it shall do so for all counterparties
and securities where the transactionimeéets the criteria in point (a) of paragraph 1A, excluding
immaterial portfolios.

(a) An institution using.the IRB Approach that has received permission for an internal risk-
measurement model under Market Risk: Internal Model Approach (CRR) Part Articles
325az to 325bp, may use the SFT VaR Method for transactions that:

(i) fall Within the scope of that permission;

(ii) give rise to exposures for which the institution calculates risk-weighted exposure
amounts using the IRB Approach; and

(iir) fall within the scope of paragraph 1B,

provided that the institution has notified the PRA in advance that it intends to use the SFT
VaR Method for these exposures and as part of that notification has confirmed to the PRA
that it is materially compliant with the requirements and standards in this Article.

(b) Wherewhere an institution uses the SFT VaR Method in accordance with point (a) of
paragraph 3 only, it shall do so for all counterparties and securities where the transaction
meets the criteria in point (a) of paragraph 3, excluding immaterial portfolios.

(c) Anan institution may use the SFT VaR Method in accordance with this paragraph and also
in accordance with any further permission granted under paragraph 1 in relation to other
transactions falling within the scope of paragraph 1B.



4.

FheAn institution shall comply with the following qualitative standards:

@

©

(d)

®

(9)

(h)

0]
0]

(k)

@

(b)

the institution’s internal risk-measurement model used for calculating the potential price
volatility for the transactions is closely integrated into the daily risk-management process
of the institution and serves as the basis for reporting risk exposures to the senior
management of the institution;

the institution has a risk control unit that meets all the following requirements:

(i) itis independent from business trading units and reports directly to senior
management;

(ii) itis responsible for designing and implementing the institution’s risk-management
system;

(iii) it produces and analyses daily reports on the output of the internal risk-measurement
model and on the appropriate measures to be taken in terms of positien limits;

the daily reports produced by the risk-control unit are reviewed by aimember of senior
management with sufficient authority to enforce reductions of positions taken and of
overall risk exposure;

the institution has sufficient staff skilled in the use of sophistiCated models in the risk
control unit;

the institution has established procedures for monitoring and ensuring compliance with a
documented set of internal policies and controls,concerning the overall operation of the
risk-measurement system;

the institution’s models have a proven track record of reasonable accuracy in measuring
risks demonstrated through the bagkstesting of its output using at least one year of data;

the institution frequently conducts a rigorous programme of stress testing and the results
of these tests are reviewed by senior management and reflected in the policies and limits it
sets;

the institution conducts, as part of its regular internal auditing process, an independent
review of its riskzmeasurement system. This review shall include both the activities of the
business trading units and of the independent risk-control unit;

at least/once a year, the institution conducts a review of its risk-management system;

the,institution’s approach meets the requirements set out in paragraphs 8 and 9 of Article
292 and Article 294 of CRR;

where the approach is to be used for transactions covered by an eligible master netting
agreement, the institution’s system for managing the risks arising from those transactions
is conceptually sound and implemented with integrity.

An institution’s internal risk-measurement model shall capture a sufficient number of risk
factors in order to capture all material price risks.

An institution using empirical correlations within risk categories and across risk categories
shall have a system for measuring correlations that is sound and implemented with
integrity.



An institution with an SFT VaR Method Permission shall calculate E* in accordance with the

following formula:
E” = max [0 , (Z E; — Z Ci> + potential change in value
T T

where:

Ei== the exposure value for each separate exposure i under the master netting agreement
(or the exposure if there is no master netting agreement) that would apply in the absence
of the credit protection. -Subject to-Article 299-of CRR and Counterparty Credit Risk (CRR)
Part-Article 299A,-thisThis calculation sheuldshall exclude securities lent, sold with an
agreement to repurchase, or transacted in a manner similar to either securities lending or
a repurchase agreement where:

(a) the institution’s net position borrowed, purchased, or received of thdse securities
under the master netting agreement is positive; and

(b) the securities either:

(i) are notincluded in the lists of eligible collateral set ‘@ut in Articles 197 and 198
and are not eligible collateral pursuant to Article 299 of CRR or Counterparty
Credit Risk (CRR) Part Article 299A; or

(i) do not meet the requirements laid down,in paragraphs 2 to 4 of Article 207;

Ci = the value of the securities borrowed, ptrchased, or received or the cash borrowed or

received in respect of each such exposiire i. -Subjectto-Article 299-6F CRR-and
Counterparty Credit Risk(CRR)Rart-Article 299A-thisThis calculation sheuldshall

exclude securities borrowed spurehased, or received where:

(a) the institution’s net position borrowed, purchased, or received of those securities
under the master nétting“agreement is positive; and

(b) the securities either:

(i) are netineluded in the lists of eligible collateral set out in Articles 197 and 198;-er
and*are’hot eligible collateral pursuant to Article 299 of CRR or Counterparty
Credit Risk (CRR) Part Article 299A' or

(i1)./ do not meet the requirements laid down in paragraphs 2 to 4 of Article 207.

When, calculating risk-weighted exposure amounts under this paragraph, an institution shall use
the,previous business day’s model output.

The calculation of the potential change in value referred to in paragraph 6 shall be subject to all
the following standards:

(a) itshall be carried out at least daily;
(b) it shall be based on a 99th percentile, one-tailed confidence interval;

(c) itshall be based on a five-day equivalent liquidation period, except in the case of
transactions other than securities repurchase transactions or securities lending or
borrowing transactions where a 10-day equivalent liquidation period shall be used;



(d) it shall be based on an effective historical observation period of at least one year except
where a shorter observation period is justified by a significant upsurge in price volatility;

(e) the data set used in the calculation shall be updated every three months;

®

(i) theinstitution’s net position borrowed, purchased, or received of those securities
under the master netting agreement is positive; and

(ii) the securities either:

(2A) are not included in the lists of eligible collateral set out in Articles 197 and*198:
and are not eligible collateral pursuant to Article 299 of CRR or Coufterparty
Credit Risk (CRR) Part Article 299A; or

(bB) do not meet the requirements laid down in paragraphs 2 to.4 af Article 207.

Where the institution has a securities financing transaction or similar transaction or netting set

which meets the criteria set out in paragraphs-Article 285(2;-), (3)«and (4-ef-Article285) of CRR,
the minimum heldingliquidation period shall be brought in line withhthe margin period of risk that
would apply under those paragraphs, in combination with pdragraph-5-ef-Article 285(5) of CRR.

8. For the purpose of calculating risk-weighted exposure ameounts and expected loss amounts for
securities financing transactions covered by master fietting agreements or for single
transactions, an institution with an SFT VaR Method\Permission shall use E* as calculated
under paragraph 6 as the exposure value of the/exposure to the counterparty arising from such
transactions for the purposes of the-Credit)Risk*Internal Ratings Based Approach (CRR) Part
Article 166B.

9. [Note: Provision left blank]
10.

(a) An institution using the SET VaR Method in accordance with paragraph 1 (including where
this use is_pursuanito a further permission granted to an institution using the SFT VaR
Method in accordance with paragraph 3)(c)) may, with the prior permission of the PRA,
make a materiakchange to the modelapproach that it uses when using the SFT VaR
Method, ifwhen it applies for such a further-permission the institution can demonstrate to
the satisfaction of the PRA that either:

(i)."\.it/is materially compliant with the requirements and standards in this Article; or

(i) it is remediating instances of non-compliance in its model and the proposed changes
reduce the extent or degree of such non-compliance.

[Note: This is a permission under sections 144G and 192XC of FSMA to which Part 8 of the
Capital Requirements Regulations applies-}]

(b) An institution using the SFT VaR Method in accordance with paragraph 3 but where no
further permission has been granted to the institution under paragraph 1, may make a
material change to the model that it uses when using the SFT VaR Method provided that
the institution has notified the PRA in advance of the material change and as part of that
notification has confirmed to the PRA that the application materially complies with the
requirements and standards in this Article.



11.

12.

An institution with an SFT VaR Method Permission shall notify the PRA on at least a quarterly
basis of all changes to the model that it uses when using the SFT VaR Method for which a
permission from the PRA or a notification to the PRA in advance of implementation is not
required in accordance with this Article.

(a) Subject to paragraphpoint (b), an institution which has an SFT VaR Method Permission
shall comply with the requirements and standards in this Article.

(b) An institution which has an SFT VaR Method Permission that does not comply with the
requirements and standards in this Article, shall notify the PRA promptly and do one ofsthe
following:

H—(®0 demonstrate that the effect of non-compliance is immaterial; or

(i) _present a plan for addressing non-compliance in a timely return-to-way so that the
effect of non-compliance would become immaterial, and realise this'plan within a
reasonable time;-er period.

(c) Where-aninstitution-netifies-the PRA-underpeint(ii)For plgodses of point (b)(i), the
institution shall demonstrate that:

(i) it has taken into account all instances of ndn-compliance with the requirements and
standards in this Article; and

(iii) the overall effect of non-compliance is/immaterial.

Note: This rule corresponds to Article 221(1) to(8)*of CRR as it applied immediately before
revocation by the CRR-]Treasury

Article 222 FINANCIAL COLLATERAL SIMPLE METHOD

1.

3A.

An institution may use the Financial Collateral Simple Method only where it calculates risk-
weighted exposure amgunts under the Standardised Approach (including in relation to
exposures for which/the'institution may use the Standardised Approach instead of the IRB
Approach under the,Credit Risk: Internal Ratings Based Approach (CRR) Part). An institution
that chooses 6 us€ the Financial Collateral Simple Method in respect of exposures for which it
calculates risk-weighted exposure amounts using the Standardised Approach shall not use the
Financial Collateral Comprehensive Method in respect of any such exposures.

An_institution shall assign to eligible financial collateral a value equal to its market value as
determined in accordance with point (d) of paragraph 4 of Article 207.

The institution shall assign a risk weight to those portions of exposure values that are
collateralised by the market value of eligible collateral, being the risk weight that they would
assign under the Credit Risk: Standardised Approach (CRR) Part and Chapter 2 of Title Il of
Part Three of CRR where the institution had a direct exposure to the collateral instrument.

The risk weight of the collateralised portion shall be at least 20% except as specified in
paragraphs 4 to 6. The institution shall apply to the remainder of the exposure value the risk
weight that it would assign to an unsecured exposure to the counterparty under the Credit Risk:
Standardised Approach (CRR) Part and Chapter 2 of Title Il of Part Three of CRR.

For the purposes of paragraph 3, the institution shall:

(a) for an on-balance sheet exposure:



(0] where Article 219 applies, use the exposure value calculated in accordance with
that Article;

(i) where Article 219 does not apply, use the exposure value calculated in
accordance with paragraph 1 of Credit Risk: Standardised Approach (CRR) Part
Article 111; and

(b) for an off-balance sheet item, use an exposure value equal to 100% of the item’s value.

An institution shall assign a risk weight of 0% to the collateralised portion of the exposure
arising from securities financing transactions which fulfil the criteria in Article 227. Where the
counterparty to the transaction is not a core market participant, the institution shall assign a risk
weight of 10%.

[Note: Provision left blank-]]

For transactions other than those referred to in paragraph 4, the institution may assign a 0%
risk weight where the exposure and the collateral are denominated in the same, currency, and
either of the following conditions is met:

(a) the collateral is cash on deposit or a cash assimilated instrument;

(b) the collateral is in the form of debt securities issued by central governments or central
banks eligible for a 0% risk weight under Credit Risk: Standardised Approach (CRR) Part
and Chapter 2 of Title Il of Part Three of CRR, and its market value has been discounted
by 20%.

For the purposes of paragraph 6 debt securities issued/by central governments or central
banks shall include:

(a) debt securities issued by regional gevernments or local authorities, exposures to which are
treated as exposures to the central. gevernment in whose jurisdiction they are established
under paragraph 2 of Credit Risk" Standardised Approach (CRR) Part Article 115;

(b) debt securities issued by:multilateral development banks to which a 0% risk weight is
assigned under or by virtue of paragraph 2 of Credit Risk: Standardised Approach (CRR)
Part Article 117;

(c) debt securities jsstied by international organisations which are assigned a 0% risk weight
under Credit-Risk: Standardised Approach (CRR) Part Article 118.

(d) [Note: Rrovision left blank]

[Note: This rule corresponds to Article 222 of CRR-} as it applied immediately before revocation by the

Treasury

Articlen223 FINANCIAL COLLATERAL COMPREHENSIVE METHOD

Al.

1.

This Article applies to an institution using the Financial Collateral Comprehensive Method.

In order to take account of price volatility, an institution shall apply volatility adjustments to the
market value of collateral, as set out in Articles 224-te, 226, and 227, when valuing financial
collateral.

Where collateral is denominated in a currency that differs from the currency in which the
underlying exposure is denominated, the institution shall add an adjustment reflecting currency
volatility to the volatility adjustment appropriate to the collateral as set out in Articles 224-to,
226, and 227.



In the case of OTC derivatives transactions covered by netting agreements recognised by the
PRA under Atrticles 295 to 298 of CRR, the institution shall apply a volatility adjustment
reflecting currency volatility when there is a mismatch between the collateral currency and the
settlement currency. Where multiple currencies are involved in the transactions covered by the
netting agreement, the institution shall apply a single volatility adjustment.

The institution shall calculate the volatility-adjusted value of the collateral (Cy,) they need to
take into account as follows:

Cva=C- (1 —Hc—Hg)
where:
C = the value of the collateral;

H¢ = the volatility adjustment appropriate to the collateral, as calculated under Articles)224-te,
226, and 227;

Hg, = the volatility adjustment appropriate to currency mismatch, as calculated tinder Articles
224-te, 226, and 227.

LD, AT

The institution shall use the formula in this paragraph when calculating the volatility-adjusted
value of the collateral for all transactions except for those transagtions to which the provisions
set out in ArticlesArticle 220-and-221 apply.

The institution shall calculate the volatility-adjusted value‘of the exposure (EyzEy,) they need to
take into account as follows:

Evx=ESg 3 Hp)
E¢g2 E- (1 + Hg)
where:
E=

(a) where Article 219 applies, the exposure value calculated in accordance with that
Article;

(b) where Article, 219 does not apply, the exposure value as would be determined under
the Credit,Risk: Standardised Approach (CRR) Part, Chapter 2 of Title Il of Part
Three'ef*CRR or the Credit Risk: Internal Ratings Based Approach (CRR) Part as
applicable, as if the exposure was not collateralised;

Hg = thewolatility adjustment appropriate to the exposure, as calculated under Articles 224-to,
226, and 227.

Irrthe case of OTC derivative transactions, an institution using the methed-laid-down-in-Articles
283-to-294-of the-CRRIMM shall calculate Ey, as follows:

Eya =E

For the purpose of calculating E in paragraph 3 when Article 219 does not apply, the following
shall apply:

(a) for exposures where the institution calculates risk-weighted exposure amounts using the
Standardised Approach, it shall calculate the exposure value in accordance with Credit
Risk: Standardised Approach (CRR) Part Article 111, with the exception that for the
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[Note:

purposes of this paragraph the exposure value of an off-balance sheet item shall be 100%
of that item’s value;

(b) for exposures where the institution calculates risk-weighted exposure amounts using the
IRB Approach, it shall calculate the exposure value in accordance with Credit Risk:
Internal Ratings Based Approach (CRR) Part Articles 166A to 166D166C, with the
exception that for the purposes of this paragraph the exposure value of an off-balance
sheet item shall be 100% of its value.

The institution shall calculate the fully adjusted value of the exposure E*, taking into account
both volatility and the risk-mitigating effects of collateral as follows:

E* = max {0, Eyy — Cyam}

where:
Eya = the volatility adjusted value of the exposure as calculated in paragraph 3;
Cyam = Cy, further adjusted for any maturity mismatch in accordance with the provisions of

Section-5Articles 237 to 239.

Subject to paragraph 5A, the institution shall use the formula in this paragraph when calculating
the fully adjusted value of the exposure for all transactions except/for those transactions to
which the provisions set out in ArticlesArticle 220-anrd-221 apply.

For the purposes of the calculation under paragraph, in'the case of OTC derivative
transactions, an institution using the methods laid déwnsin Sections 3, 4 and 5 of Chapter 3 of
the-Counterparty Credit Risk (CRR) Part shall take into account the risk-mitigating effects of
collateral in accordance with the provisions laid/dewn in Sections 3, 4 and 5 of Chapter 3 of the
Counterparty Credit Risk (CRR) Part, as@pplicable.

[Note: Provision left blank-{]

Where the collateral consists of agnumber of eligible items, the institution shall calculate the
volatility adjustment (H) as follows:
H= Z aH,
i

where:

the proportign‘efithe value of an eligible item i in the total value of collateral;
the volatility’adjustment applicable to eligible item i.

This rule corresponds to Article 223 of CRR-} as it applied immediately before revocation by the

Treasury



Article 224

SUPERVISORY VOLATILITY ADJUSTMENT UNDER THE FINANCIAL
COLLATERAL COMPREHENSIVE METHOD

VOLATILITY ADJUSTMENTS
Table 1

Table 1 Rated debt securities and securitisation positions

Cred
it
quali
ty
step
with
whic
h the
credi
t
asse
ssm
ent
of
the
debt
secu
rity
is
asso
ciate
d

Res
idu
al
Mat
urit
y

<1
year

>1<

year

>3 <

year

Volatility
adjustments for
debt securities

issued by

entities

described in

point (b) of

paragraph 1 of

Article 197

20-day 10-

liquidation day

period (%) liqui
datio
n
peri
od
(%)

0.707 0.5

2.828 2

2.828 2

Volatility
adjustments for
debt securities
issued by
entities
described in
points (c) and (d)
of paragraph 1 of

Article 197
5- 20-day
day liquidation
liqui period (%)
datio
n
peri
od
(%)
0.35 1.414
4
1.41 4.243
4
1.41 5.657
4

10-
day
liqui
datio

peri

(%)

5-
day

liqui
datio

n
peri
od
(%)

0.70
7

212

2.82

An institution using the Financial Collateral Comprehensive Method shall, assumingwhere there
is daily revaluation, apply the volatility adjustments set out in Tables 1 to 4 of this paragraph.

Volatility
adjustmentsifor
securitisation
positions\and
meetingithe
criteria in point
(h).of paragraph
1'of Article 197

20-day 10-
liquidation day
period (%) liqui
datio
n
peri
od
(%)
2.828 2
11.314 8
11.314 8

Deleted Cells
Deleted Cells
Deleted Cells
Deleted Cells
Deleted Cells
Deleted Cells

day
liqui
datio

peri

(%)

141

5.65

5.65



2-3

>5 5.657
<10
year

>10 5.657
year

<1 1414
year

>1< 4.243

year

>3 < 4.243

year

>5 8.485
<10
year

> 10 8.485
year

all  21.213

Table 2

15

2.82

2.82

0.70

2.12

2.12

4.24

4.24

10.6
07

8.485

16.971

2.828

5.657

8.485

16.971

28.284

N/A

12

12

20

N/A

4.24

8.48

141

2.82

4.24

8.48

14.1
42

N/A

22.627

22.627

5.657

16.971

16.971

33.941

33.941

N/A

Table 2 Dglt Se8urities and securitisation positions with a short-term credit assessment

Credi
t
qualit
y
step
with
which
the
credit
asse
ssme
nt of
a
short-

Volatility
adjustments for
debt securities
issued by entities
described in point
(b) of paragraph 1
of Article 197 with
short-term credit
assessments

Volatility

adjustments for
debt securities
issued by entities
described in points
(c) and (d) of
paragraph 1 of
Article 197 with
short-term credit
assessments

Volatility
adjustments for
securitisation
positions and
meeting the criteria
in point (h) of
paragraph 1 of
Article 197 with
short-term credit
assessments

16

16

12

12

24

24

N/A

11.3
14

11.3
14

2.82

8.48

8.48

16.9

16.9
71

N/A

Deleted Cells
Deleted Cells
Deleted Cells
Deleted Cells
Deleted Cells
Deleted Cells



term
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perio
d (%)

0.5

5-day 20-day liquidation
liquid ' period (%)

ation
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0.354 1.414
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Table 3 Other collateral or exposure types

Main Index Equities, Main
Index Convertible Bonds

Other Equities or
Convertible Bonds listed
on a recognised exchange

Cash and cash-
assimilated instruments

Gold

20-day liquidation period

(%) (%)
28.284 20
42.426 30
0 0
28.284 20

Table 4 Volatility adjustment for currency mismatch

20-day liquidation period (%)

11.314

10-
day
liquid
ation
perio
d (%)

10-day liquidation period

10-day liquidation period (%)

5-day 20-day liquidation
liquid period (%)

ation

perio

d (%)

0.707  2.829828

1.414 5.657

(%)

14.142

21.213

14.142

10-
day
liquid
ation
perio
d (%)

5-day
liquid
ation
perio
d (%)

1414

2.828

5-day liquidation period

5-day liquidation period %?}(%)

5.657



2. The calculation of volatility adjustments in accordance with paragraph 1 shall be subject to the
following conditions:

(a) for secured lending transactions the liquidation period shall be 20 business days;

(b) for repurchase transactions, except insofar as such transactions involve the transfer of
commodities or guaranteed rights relating to title to commodities, and securities lending or
borrowing transactions, the liquidation period shall be five business days;

(c) for capital market-driven transactions for which no liquidation period is set out in point (a}
or{bh), the liquidation period shall be 10 business days.

Where an institution has a transaction or netting set which meets the criteria set out in Article
285(2), (3) and (4) of CRR, the minimum-heldingliquidation period shall be brought in line-with
the margin period of risk that would apply under those paragraphs. Where this resulisin a
liguidation period for which volatility adjustments are not set out in paragraphel, the institution
shall scale up or down, as applicable, the volatility adjustment for such liquigation period using
the formula in paragraph 2 of Article 226.

3. In Tables 1 to 4 of paragraph 1 and, in paragraphs 4 to 6, the credit quality step with which a
credit assessment of the debt security is associated is the credit g@ality step with which the
credit assessment is associated under the Credit Risk: Standardised Approach (CRR) Part and
Chapter 2 of Title Il of Part Three of CRR.

For the purpose of determining the credit quality step with,which a credit assessment of the
debt security is associated, as referred to in the firstsubparagraph, paragraph 7 of Article 197
also applies.

4, For non-eligible securities and commodities lent or sold under securities financing transactions,
the institution shall apply the same volatilitzadjustment as it would for equities which are not
equities included in a main index ertradedhut are listed on a recognised exchange.

5. For eligible units in ClUs:

(@) where the institution would be able to apply the look-through approach to a direct exposure
to the units under Credit Risk: Standardised Approach (CRR) Part Article 132A, the
institution shall apply the"'weighted average volatility adjustments that would apply, having
regard to the liquidation period of the transaction as specified in paragraph 2, to the assets
in which the fund_has invested;

(b) in all other cases, the institution shall apply the highest volatility adjustment that would
apply to'any of the assets in which the fund has the right to invest.

6. For unrated debt securities issued by institutions (or financial institutions exposures to which
may.be treated as exposures to institutions under Article 119(5) of CRR) and satisfying the
eligibility criteria in paragraph 4 of Article 197, the institution shall apply the same volatility
adjustment as for securities issued by institutions or corporates with an external credit
assessment associated with credit quality step 2 or 3.

[Note: This rule corresponds to Article 224 of CRR-} as it applied immediately before revocation by the

Treasury

ARHCLE225

[Nete:-Article 225-is

Note: Provision left blank]



Article 226 SCALING UP OF VOLATILITY ADJUSTMENT UNDER THE FINANCIAL
COLLATERAL COMPREHENSIVE METHOD

1. An institution using the Financial Collateral Comprehensive Method shall apply the volatility
adjustments set out in Article 224 where there is daily revaluation. Where the frequency of
revaluation is less than daily, the institution shall apply larger volatility adjustments. The
institution shall calculate the larger volatility adjustments by scaling up the daily revaluation
volatility adjustments, using the following square-root-of-time formula:

Ng + (T, — 1
Hsz_jR (T~ 1)

T \ %
where: &0

H = the volatility adjustment to be applied; @\

H,, = the volatility adjustment where there is daily revaluation; (\\Q

Ny = the actual number of business days between revaluations; &’

T = the liquidation period for the type of transaction in que .

Q

2. An institution using the Financial Collateral Comp, ive Method that has a transaction or
netting set which meets the criteria set out in tbﬁ&cond sub-paragraph of paragraph 2 of
Article 224 may scale up or down the voliility‘aﬁstments set out in Article 224 to reflect the

liquidation periods set out in the second aragraph of paragraph 2 of Article 224 (instead of
the liquidation periods set out in points@ b) or (c) of the first sub-paragraph of paragraph 2 of
Article 224, as applicable), for the transaction in guestion, using the following square-

root-of-time formula: ‘\

idation period that would apply to the transaction under points (a) to (c) of Article

0\234(2)-

Qm = the volatility adjustment based on the liquidation period T,;

H,_= the volatility adjustment based on the liquidation period T,,.

[Note: FhisParagraph 1 of this rule corresponds to Article 226 and paragraph 2 of this rule
corresponds to point (c) of Article 225(2) of CRR4], in each case as the provision in CRR applied
immediately before revocation by the Treasury]




Article 227 CONDITIONS FOR APPLYING A 0% VOLATILITY ADJUSTMENT UNDER THE
FINANCIAL COLLATERAL COMPREHENSIVE METHOD

1. In relation to securities financing transactions, where an institution uses the Financial Collateral
Comprehensive Method and where the conditions set out in points (a) to (i) of paragraph 2 are
satisfied, the institution may, instead of applying the volatility adjustments calculated under
Articles 224 and 226, apply a 0% volatility adjustment. An institution using the SFT VaR Method
shall not use the treatment set out in this Article.

2. The conditions referred to in paragraph 1 are:

(a) both the exposure and the collateral are cash or debt securities issued by central
governments or central banks within the meaning of point (b) of paragraph 1 of Article,197
and eligible for a 0% risk weight under the Credit Risk: Standardised Approach (CRR) Part
or Article 114(7) of CRR;

(b) both the exposure and the collateral are denominated in the same currencys

(c) either the maturity of the transaction is no more than one day orbeth,the exposure and the
collateral are subject to daily marking-to-market or daily re-margining;

(d) the time between the last marking-to-market before a failure'te re-margin by the
counterparty and the liquidation of the collateral is no more than four business days;

(e) the transaction is settled in a settlement system*proven for that type of transaction;

(f) the documentation covering the agreement @r transaction is standard market
documentation for securities financing transactions in the securities concerned;

(g) the transaction is governed by documentation specifying that where the counterparty fails
to satisfy an obligation to deliver.¢ash or securities or to deliver margin or otherwise
defaults, then the transaction.is immediately terminable;

(h) the counterparty is a core‘market participant, as set out in paragraph 3;

(i) upon any default event, including in the event of the bankruptcy or insolvency of the
counterparty, thednstitution has an unfettered, enforceable right immediately to seize and
liquidate the eollateral for its benefit.

3. The following entities are core market participants:

(a) thegentities referred to in point (b) of paragraph 1 of Article 197 where exposures to such
entities would be assigned a 0% risk weight under the Credit Risk: Standardised Approach
(CRR) Part or under Article 114(7) of CRR;

(b) institutions;

(ba) financial institutions exposures to which may be treated as exposures to institutions under
Article 119(5) of CRR;

(c) other financial undertakings that are an insurance undertaking or reinsurance undertaking,
an insurance holding company-{, as defined in the Solvency 2 Regulations};, or a mixed
financial holding company-expesuresto-which-are-assighed-a-20%risk-weight-under-the
Standardised Approach-or which, in the case of exposures, where an-institution calculates




(i) such financial undertaking has a credit assessment by an ECAI and exposures to it
would be assigned a 20% risk weight under the Standardised Approach; or

(i) __in the case of exposures where an institution calculates risk-weighted exposure
amounts and expected loss amounts using the IRB Approach, such financial
undertaking is internally rated by the institution using the IRB Approach and the
internal rating indicates comparable or better credit quality than a credit assessment
by an ECAI that would result in the condition in point (i) being met;

(d) regulated ClUs that are subject to capital or leverage requirements;
(e) regulated pension funds;
(f) recognised clearing organisations.

4, Where an institution is calculating the volatility adjustments to be applied for exposures subject
to an eligible master netting agreement under Article 220, the institution may“apply a 0%
volatility adjustment under this Article only if all of the conditions in paragraph-2 are met for all
transactions insubject to the master netting setagreement.

[Note: This rule corresponds to Article 227 of CRR-} as it applied immedi&tély before revocation by the
Treasury

Article 228 CALCULATING RISK-WEIGHTED EXPOSURE"AMOUNTS USING THE
FINANCIAL COLLATERAL COMPREHENS|VE METHOD AND APPLYING THE
STANDARDISED APPROACH

1. An institution using the Financial Collateral.Comprehensive Method and-applying-the
Standardised-Approach-shall use E* as _calctlated under paragraph 5 of Article 223 as the
exposure value for the purposes of Credit'Risk: Standardised Approach (CRR) Part Article 113.
In the case of off-balance sheet itemsythe institution shall use £*E*as the value to which the
percentages indicated in paragraph-1 of Credit Risk: Standardised Approach (CRR) Part Article
111 and in Credit Risk: IntegpmalMRatings Based Approach (CRR) Part Articles 166A to 166C, as
applicable, shall be applied te-arrive at the exposure value.

2. [Note: Provision left blahk]

[Note: This rule corresponds to Article 228(1) of CRR-} as it applied immediately before revocation by
the Treasury

Article 229 VALUATION PRINCIPLES FOR OTHER ELIGIBLE COLLATERAL UNDER THE
FOUNDATION COLLATERAL METHOD

Al This Atrticle applies to an institution using the Foundation Collateral Method.

1. For immovable property collateral, an institution shall ensure the collateral is valued at, or at
less than, the market value by a suitably robust statistical method or by an independent valuer
who possesses the necessary qualifications, ability and experience to execute a valuation. The
institution shall require-the-independentvaluerto-documentensure that the market value is

documented in a transparent and clear manner.

The value of the collateral shall be the market value reduced as appropriate:

(a) to reflect the results of the monitoring required under paragraph 3 of Article 208; and



(b) to take account of any claims on the immovable property with priority over the institution’s
claim;. This shall be done by reducing the value byof the sumproperty by:

P
(1 —H¢ —Hg)
where:

P = total value of all claims ranking higher than the institution’s claim;

H¢ and_Hg, are as determined pursuant to Article 230(1); and

(c) subject to the prior application of point (b), if applicable, if there are other claims ranking
equally with the institution’s claim, recognising only the proportion of the remaining value
that is attributable to the institution.

Where the calculations under this paragraph 1 result in a negative value, thednstitution shall
assign zero value to the collateral.

For receivables, an institution shall use the amount receivable as thesValue of receivables.

For physical collateral other than immovable property, an institution shall ensure the collateral
is valued at, or at less than, its market value, by a suitably robuststatistical method or by an
independent valuer who possesses the necessary qualificatiens;.ability and experience to
execute a valuation.

For the purposes of this Article, the market value is the estimated amount for which the
property would exchange on the date of valuation,between a willing buyer and a willing seller in
an arm’s-length transaction.

[Note: This rule corresponds to Article 229 of CRR-} as’it applied immediately before revocation by the

Treasury

Article 230 CALCULATING RISK-WEIGHTED EXPOSURE AMOUNTS AND EXPECTED LOSS

AMOUNTS FOR ELIGIBLE COLLATERAL UNDER THE FOUNDATION
COLLATERAL METHOD

Al.

This Article applies te-an,institution using the Foundation Collateral Method.

Subject to Artielel281, an institution shall use the effective LGD (LGD*) as the LGD for the
purposes of the-Credit Risk: Internal Ratings Based Approach (CRR) Part. The institution shall
calculate LGD%as follows:

Ey

Eg
LGD* = LGDy - (—————) + LGD - (—————
v (E~(1+HE))+ s (E~(1+HE))

where:
E = the exposure value calculated in accordance with paragraph 3 of Article 223;

Hg = the volatility adjustment appropriate to the exposure, as calculated under Articles 224-to,
226, and 227;

Es = the current value of the collateral received after the application of:

(a) the volatility adjustment applicable for the type of collateral (H:), as specified in
paragraph 2;



(b) a volatility adjustment for any currency mismatches between the exposure and the

collateral (Ho)-as-specifiedin-paragraph-2Hg,) in accordance with Articles 224, 226,
and 227;

(c) an adjustment for any maturity mismatches calculated in accordance with Sectien
SArticles 237 to 239.

Es is capped at the value of E - (1 + Hg);
Ey =E - (1 +Hg) — Eg;

LGDy = the LGD applicable for an unsecured exposure as set out in paragraph 1 of Credit
Risk: Internal Ratings Based Approach (CRR) Part Article 161;

LEEBLGDg = the LGD applicable to exposures secured by the type of collateral tsed in the
transaction, as specified in paragraph 2.

The values of L&B—LGDs and Hc are set out in the following table:

Type of collateral LGB-LGDg Hc

Financial collateral 0% Volatility adjustment calculated in

accefdance with Articles 224, 226 to,

and 227
Receivables 20% 40%
Immovable property 20% 40%
Other physical collateral 25% 40%

[Note: This rule corresponds to ArticleArticles 228(2) and 230 of CRR-} as they applied immediately
before revocatiort Byrthe Treasury]

ARTICLEAdIClen231  CALCULATING RISK-WEIGHTED EXPOSURE AMOUNTS AND

EXPECTED LOSS AMOUNTS IN THE CASE OF MIXED POOLS OF
COLLATERAL UNDER THE FOUNDATION COLLATERAL METHOD

Al.

This Article applies to an institution using the Foundation Collateral Method.

Where an institution has obtained multiple types of collateral for an exposure, it shall calculate
LGD* in accordance with the formula below instead of the formula in paragraph 1 of Article 230:

LGD* = LGDy - (——2Y ) + § LGDg - (—osi

=P (E-(1+HE)) ' Si\E-(1+Hg)
1

where:

E= the exposure value calculated in accordance with paragraph 3 of Article 223,;



Hg = the volatility adjustment appropriate to the exposure, as calculated under Articles 224
to 227;

Es, = min{C,E - (1 + Hg)}, C, is capped at E - (1 + Hg)

( -1 ) i-1
Es, = min (r,,g G +H Z Eé,{) {ci JE- (1 + Hp) —ZEsk], forii > 2,
k=1 k=1
i-1 i-1

Z Eg, is capped atE - (1 + Hg)
k=1 k=1

C; = the current value of the collateral i received after the application of:

(@) the volatility adjustment applicable for the type of collateral (Hc), as\specified
in paragraph 2 of Article 230;

(b) a volatility adjustment for any currency mismatches betweenythe exposure

and the collateral (Hc)as-specified-in-paragraph-2 of- Artlele 230H¢,) in
accordance with Articles 224, 226, and 227;

(c) an adjustment for any maturity mismatches calculated in accordance with
Section-5Articles 237 to 239.

EU=E~(1+1-1E)—ZEsi
i

LGDy = the LGD applicable for an unsecured,exposure as set out in paragraph 1 of Credit
Risk: Internal Ratings Based Approach/(CRR) Part Article 161;

LGDg; = the LGD applicable to exposuresisecured by the type of collateral i, as specified in
paragraph 2 of Article 230;

i= the index that denotes all*Separate types of collateral obtained for the exposure. The
institution may assign types of collateral to this index in any order;

k= the index that denotes all separate values of the index i.

For purposes ofparagraph 1,

(a) callateral with a currency mismatch shall be considered a different type of collateral to
cafldteral without a currency mismatch; and

(b) rhultiple items of collateral of the same type and currency but with differing maturities
shall be considered different types of collateral.

[No6te: TFhis rule corresponds to Article 231 of CRR+} as it applied immediately before revocation by the

Treasdry

Article 232 OTHER FUNDED CREDIT PROTECTION METHOD

Al.

1.

This Atrticle applies to an institution using the Other Funded Credit Protection Method.

Where the conditions set out in paragraph 1 of Article 212 are met, an institution may treat cash
on deposit with, or cash assimilated instruments held by, a third party institution in a non-
custodial arrangement and pledged to the institution as a guarantee provided by the third party
institution, in which case the institution shall take into account the-unfunded credit protection in
the calculation of the effect of credit risk mitigation for the purposes of calculating risk-weighted



exposure amounts and, where applicable, expected loss amounts in accordance with Article
235 or 236_as determined in accordance with the decision tree in Part 3 of Appendix 1.

2. Where the conditions set out in paragraph 2 of Article 212 are met, an institution shall subject
the portion of the exposure collateralised by the current surrender value of life insurance
policies pledged to the institution to the following treatment:

(@) where the exposure is subject to the Standardised Approach, it shall be risk-weighted by
using the risk weights specified in paragraph 3;

(b) where the exposure is subject to the Foundation IRB Approach, it shall be assigned an
LGD of 40%.

In the event of a currency mismatch, the institution shall reduce the current surrendenyalué in
accordance with paragraphs 3 and 4 of Article 233, the value of the credit protection being the
current surrender value of the life insurance policy.

3. For the purposes of point (a) of paragraph 2, the institution shall assign the fGllowing risk
weights on the basis of the risk weight assigned to a senior unsecured expesure to the
undertaking providing the life insurance:

(a) arisk weight of 20%, where the senior unsecured exposure tQ the undertaking providing
the life insurance is assigned a risk weight of 20%;

(b) arisk weight of 35%, where the senior unsecured expesure to the undertaking providing
the life insurance is assigned a risk weight of 30% or '50%;

(c) arisk weight of 70%, where the senior unsecured exposure to the undertaking providing
the life insurance is assigned a risk weight,0f,65%, 100% or 135%;

(d) arisk weight of 150%, where the seniorunsecured exposure to the undertaking providing
the life insurance is assigned a risk’weight of 150%.

4. An institution may treat instruments repurchased on request that are eligible under point (c) of
paragraph 1 of Article 200 as aguarantee by the issuing institution, in which case the institution
shall calculate risk-weighted exposure amounts and, where applicable, expected loss amounts
in accordance with Artiete,235 or 236- as determined in accordance with the decision tree in
Part 3 of Appendix ¥The value of the eligible credit protection shall be the following:

(a) where the instrtument will be repurchased at its face value, the value of the protection shall
be that amount;

(b) where)the instrument will be repurchased at market price, the value of the protection shall
bethe value of the instrument valued in the same way as the debt securities that meet the
conditions in paragraph 4 of Article 197.

5. /An institution using the Other Funded Credit Protection Method shall take into account any
maturity mismatch in accordance with the provisions of Seetien-5Articles 237 to 239.

[Note: This rule corresponds to Article 232 of CRR-} as it applied immediately before revocation by the

Treasury




SUB-SECTION 2 UNFUNDED CREDIT PROTECTION

Article 233 VALUATION UNDER THE RISK-WEIGHT SUBSTITUTION METHOD AND THE
PARAMETER SUBSTITUTION METHOD

1. For the purpose of calculating the effects of unfunded credit protection in accordance with sub-
section 2 of Section 4 of this Part, an institution using the Risk-Weight Substitution Method or
the Parameter Substitution Method shall use as the value of unfunded credit protection (G) the
amount that the protection provider has undertaken to pay in the event of the default or non-
payment of the borrower or on the occurrence of other specified credit events.

2. In the case of credit derivatives which do not include as a credit event restructuring of the
underlying obligation involving forgiveness or postponement of principal, interest or fees that
result in a credit loss event, the institution shall_(unless paragraph 3 of Article 216.,8pplies)
apply the following:

(a) where the amount that the protection provider has undertaken to pay is not higher than the
exposure value, the institution shall reduce the value of the credit proteetion calculated
under paragraph 1 by 40%;

(b) where the amount that the protection provider has undertaken to pay is higher than the
exposure value, the institution shall ensure that the valyéofthe credit protection shall be
no higher than 60% of the exposure value.

3. The institution shall adjust the amount of credit protection for foreign exchange risk as follows:

G" = G (I Hgy)

where:

G" = the amount of credit protectienradjusted for foreign exchange risk;

G= the nominal amount of the\credit protection;

He = the volatility adjustment for any currency mismatch between the credit protection and

the underlying obligation determined in accordance with paragraph 4.

Where there is no cdrrency mismatch Hg, is equal to zero.

4, The institution_shall.base the volatility adjustments for any currency mismatch on a 10 business
day liquidatienwperiod, assuming daily revaluation, and shall calculate them using the volatility
adjustments as set out in Article 224. The institution shall scale up the volatility adjustments in
accordance with paragraph 1 of Article 226 where applicable.

[Note: This,rule corresponds to Article 233 of CRR-} as it applied immediately before revocation by the

Treasugy

Article 234 CALCULATING RISK-WEIGHTED EXPOSURE AMOUNTS AND EXPECTED LOSS
AMOUNTS IN THE EVENT OF PARTIAL PROTECTION AND TRANCHING

1. Where an institution transfers a part of the risk of a loan in one or more tranches, the institution
shall comply with the requirements set out in Chapter 5 of Title Il of Part Three of CRR. An
institution shall consider materiality thresholds on payments below which no payment shall be
made in the event of loss to be equivalent to retained first loss positions and to give rise to a
tranched transfer of risk.



[Note: This rule corresponds to Article 234 of CRR-] as it applied immediately before revocation by the

Treasury

Article 235 CALCULATING RISK-WEIGHTED EXPOSURE AMOUNTS UNDER THE RISK-
WEIGHT SUBSTITUTION METHOD

1. For the purposes of point (a) of the definition of Risk-Weight Substitution Method, the formula
for-caledlatinginstitution shall separate each exposure into a covered part and an uncovered
part, and determine the size of these parts and the risk weightweights that apply to each part
separately as follows:

(&) The covered part shall be the portion of the exposure that is_in scope of the unfund.ﬁ@
credit protection. The size of this part prior to the application of any applicablewasion
factors, Eg, shall equal min{G,, E}, where: K

; >
E=—)E=__ &/
(i) for exposures where the institution calculates’ @k-weighted exposure
amounts using the Standardised Approax exposure value in
accordance with Credit Risk: Standar pproach (CRR) Part Article 111,

with the exception that for the purposes of this paragraph the exposure value
of an off-balance sheet item s% 00% of its value;
ins

(b)ii) for exposures wher titution calculates risk-weighted exposure
amounts using the IR prodch, the exposure value in accordance with
Credit Risk: Internal %& Based Approach (CRR) Part Articles 166A to
166D, with the ex that for the purposes of this paragraph the exposure
value of an oﬁ-@%\ce sheet item shall be 100% of its value;

G, = the amount of crﬁ% risk protection as calculated under paragraphs 3 and 4 of
Article 233 (G*@thher adjusted for any maturity mismatch as laid down in

gh O
g The risk:Ne‘%wt that applies to the covered part shall be:
rg= risk weight of a comparable direct exposure to the protection provider as

Q specified under the Credit Risk: Standardised Approach (CRR) Part and Chapter 2
of Title Il of Part Three of CRR.

{Eﬁﬁe uncovered part shall be the remainder of the exposure, and the size of this part prior
< ’V to the application of any applicable conversion factors, E,, shall be calculated by
subtracting the size of the covered part (E;) from the size of the total exposure (E).

The risk weight that applies to the uncovered part shall be:

= the risk weight of the exposure calculated as if there were no unfunded credit
protection.

(c) Having made these calculations, the risk weight that shall apply to such exposure in its
entirety is determined by the following formula:

Ep-rp+Eg g
E



where E, in respect of the entire exposure, is determined as in point (a).

1A. For the purposes of point (b) of the definition of Risk-Weight Substitution Method, the formula
forcaledlatinginstitution shall calculate the expected loss isseparately for the covered and
uncovered parts of the exposure as follows:

e=——uncovered part, ey, shall be the expected loss of the exposure I@ed in accordance
with Credit Risk: Internal Ratings BasedBase Approach (CRR%I Article 158 as if there
Y4

waswere no unfunded credit protection;.

(b)  The expected loss for the covere eg, shall be zero.

(c)  Having made these calculatior@ expected loss that shall apply to such exposure in
its entirety is determined b &ollowinq formula:

& En-eq
E
where: Q

E is determi ﬂ s in point (a) of paragraph 1; and

ed as in point (b) of paragraph 1.

N
2. Where the cted amount (G,) is less than the exposure (E), an institution may apply the
formu cified in paragraphs 1 and 1a only where the protected and unprotected parts of the

ex e of equal seniority.

3. the purpose of applying paragraph 1, an institution may extend the treatment set out in

C))aragraph 4 of Credit Risk: Standardised Approach (CRR) Part Article 114 and paragraph-7-of
Article 114(7) of CRR to exposures or parts of exposures guaranteed by the central
government or central bank, where the guarantee is denominated in the domestic currency of
that central government or central bank and the exposure is funded in that currency.

[Note: This rule corresponds to Article 235 of CRR _as it applied immediately before revocation by the

Treasury




Article 236 CALCULATING RISK-WEIGHTED EXPOSURE AMOUNTS AND EXPECTED LOSS
AMOUNTS UNDER THE PARAMETER SUBSTITUTION METHOD

1. For the purposes of point (a) of the definition of Parameter Substitution Method, the fermulafer
caledlatinginstitution shall separate each exposure into a covered part and an uncovered part
and determine the risk-weightsize of these parts and the risk weights that apply to each part
separately as follows:

(a) The covered part shall be the portion of the exposure that is_in scope of the unfunded
credit protection. The size of this part prior to the application of any applicable conversion
factors, Eg, shall equal min{G,, E}, where:

E
where:
E = the exposure value in accordance with Credit Risk: Internal Ratings'Based

Approach (CRR) Part Articles 166A to 166D, with the exception'that for the
purposes of this paragraph the exposure value of an offsbalance sheet item shall
be 100% of its value;

G, = the amount of credit risk protection as calculated Under paragraphs 3 and 4 of
Article 233 (G*) further adjusted for any maturity/mismatch as laid down in Sectien
5-ofthisPart:Articles 237 to 239.

(€Y The risk weight that applies to thegmvered part shall be:

g =

(i) where a comparahlesdirect exposure_to the protection provider would be
assigned tofthe ‘exposures to institutions’ or ‘exposures to corporates’ class in
accordancewith Credit Risk: Internal Ratings Based Approach (CRR) Part
Article 147+the risk weight calculated in accordance with Credit Risk: Internal
Ratings Based Approach (CRR) Part Article 153 where:

PD=  the PD which would be assigned to a comparable direct exposure to
the protection provider calculated in accordance with the Credit Risk:
Internal Ratings Based Approach (CRR) Part, after application of the
input floor specified in paragraph 1 of Credit Risk: Internal Ratings
Based Approach (CRR) Part Article 160, and increased as necessary
to comply with the obligation in paragraph 4 of Credit Risk: Internal
Ratings Based Approach (CRR) Part Article 160;

LGD = the LGD of the exposure calculated as if there waswere no unfunded
credit protection calculated in accordance with the Credit Risk:
Internal Ratings Based Approach (CRR) Part, after application of the
input floor specified in paragraph 5 of Credit Risk: Internal Ratings
Based Approach (CRR) Part Article 161 in accordance with
paragraph 5A of Credit Risk: Internal Ratings Based Approach (CRR)
Part Article 161-and-increased-as-necessary-to-comply-with-the
Internal Ratings Based Approach (CRR) Part Article 160. . The



(b)

institution may instead choose to apply the LGD that would be
applicable to the guarantee under the Foundation IRB Approach if it
were a direct exposure to the protection provider taking into account
the seniority of the guarantee. In either case such LGD shall be
increased as necessary to comply with the obligation in paragraph 4
of Credit Risk: Internal Ratings Based Approach (CRR) Part Article
160 as referred to in paragraph 3 of Credit Risk: Internal Ratings
Based Approach (CRR) Part Article 161;

the maturity of the exposure calculated in accordance with Credit
Risk: Internal Ratings Based Approach (CRR) Part Article 162;

the correlation coefficient that would be assigned to a comparable
direct exposure to the protection provider;

(bi)) where a comparable direct exposure _to the protection provider would be
assigned to the ‘retail exposures’ class in accordance with Credit Risk:
Internal Ratings Based Approach (CRR) Part Article* 147, the risk weight
calculated in accordance with Credit Risk: Internal Ratings Based Approach
(CRR) Part Article 154 where:

PD =

LGD =

the PD which would be assigned t6;a. comparable direct exposure to
the protection provider calculatédhinfaccordance with the Credit Risk:
Internal Ratings Based Approach (CRR) Part, after application of the
input floor specified in paragraph 1 of Credit Risk: Internal Ratings
Based Approach (CRR),Part Article 163, and increased as necessary
to comply with the ohligation in paragraph 4 of Credit Risk: Internal
Ratings Based Approach (CRR) Part Article 163;

the LGD of*the exposure calculated as if there waswere no unfunded
credit protection calculated in accordance with the Credit Risk:
Intérnal Ratings Based Approach (CRR) Part, after application of the
input floor specified in paragraph 4 of Credit Risk: Internal Ratings
Based Approach (CRR) Part Article 164 in accordance with
paragraph 4A of Credit Risk: Internal Ratings Based Approach (CRR)
Part Article 164, and increased as necessary to comply with the
obligation in paragraph 2-efCredit Risk—nternal-Ratings Based
Approach-(CRR)-Part-Article 164-and-paragraph-4 of Credit Risk:
Internal Ratings Based Approach (CRR) Part Article 163-The
institution may instead choose_as referred to apply the LGD that

paragraph 2 of Credit Risk: Internal Ratings Based Approach (CRR)
Part Article 164;

the correlation coefficient that would be assigned to a comparable
direct exposure to the protection provider.

The uncovered part shall be the remainder of the exposure, and the size of this part prior

to the application of any applicable conversion factors, En, shall be calculated by

subtracting the size of the covered part (Eg) from the size of the total exposure (E) as

defined in point (a).

The risk weight that applies to the uncovered part shall be:




1A

2.
3.

rn = the risk weight of the exposure calculated as if there were no unfunded credit
protection.

(©) Having made these calculations, the risk weight that shall apply to such exposure in its
entirety is determined by the following formula:

Ep-rp+Eg g
E

where E, in respect of the entire exposure, is determined as in point (a).

For the purposes of point (b) of the definition of Parameter Substitution Method, the fermulafer
caledlating-institution shall calculate the expected loss isseparately for the covered and
uncovered parts of the exposure as follows: 6

L2 Taid down in Section

R <
(@) e=The expected loss for the uncovered part, €p, s@be the expected loss of the
exposure calculated in accordance with Credi k: Internal Ratings Based Approach
(CRR) Part Article 158 as if there Waswerea@unfunded credit protection;.

(b) = The expected loss for the
purpesecovered part, eg, shall be D, where PD and LGD are as defined for the

purposes of applymg-calculatias@' point (a) of paragraph 1;.
(¢) Leb=——Having made t% alculations, the expected loss that shall apply to such
etér

exposure in its entiretv%l mined by the LGB-used-to-caleulatefollowing formula:

O En-eq+Eg-eg

E
where E, inr p?)f the ingentire exposure, is
determine@ In point (a) of paragraph 1.

[Note: Provision, left blank-{]
[Note: ision left blank-]]

[Note: This rule corresponds to Article 236 of CRR-} as it applied immediately before revocation by the

Treas; gb
S ON 5 MATURITY MISMATCHES

Article 237 MATURITY MISMATCH

Al.

This Article-enty applies to an institution using one of the methods set out in paragraph 1A of
Article 238.

For the purpose of calculating risk-weighted exposure amounts, a maturity mismatch occurs
when the residual maturity of the credit protection is less than that of the protected exposure.
Where protection has a residual maturity of less than three months and the maturity of the



protection is less than the maturity of the underlying exposure an institution may not use that
protection as eligible credit protection.

Where there is a maturity mismatch, an institution may not use the credit protection as eligible
credit protection where either of the following conditions is met:

(a) the original maturity of the protection is less than one year;
(b) the exposure is a short-term exposure that is subject to a one-day floor in respect of the

maturity value (M) under paragraph 3 of Credit Risk: Internal Ratings Based Approach
(CRR) Part Article 162.

[Note: This rule corresponds to Article 237 of CRR-] as it applied immediately before revocation by'the

Treasury

Article 238 MATURITY OF CREDIT PROTECTION

1.

1A.

An institution using any of the methods set out in paragraph 1A shall take the’effective maturity
of the underlying to be the longest possible remaining time before the«obligor is scheduled to
fulfil its obligations, subject to a maximum of five years. Subject to pafagraph 2, the institution
shall take the maturity of the credit protection to be the time to thefearliest date at which the
protection may terminate or be terminated; except that, solely ifi the*case of point (a) of
paragraph 1A, this shall be the time to the earlier of (a) the dafe When the netting agreement
may terminate or be terminated and (b) the date when thé 8eposit with the institution can be
withdrawn or the loan to the institution called.

The methods are:
(a) on-balance sheet netting;

(b) the Financial Collateral ComprehensivesMethod, but not where it is used for securities
financing transactions with a mastef netting agreement;

(c) the Foundation Collateral Methad;

(d) the Other Funded Credit.Protection Method;
(e) the Risk-Weight Substittition Method;

(f) the Parameter Substitution Method.

Where there iS an‘option to terminate the protection which is at the discretion of the protection
seller, the institution shall take the maturity of the protection to be the time to the earliest date at
which that ‘option may be exercised. Where there is an option to terminate the protection which
is at the'discretion of the protection buyer:

()4, ifthe terms of the arrangement at origination of the protection contain a positive incentive
for the institution to call the transaction before contractual maturity, the institution shall take
the maturity of the protection to be the time to the earliest date at which that option may be
exercised;

(b) otherwise the institution may consider that such an option does not affect the maturity of
the protection.

The second sub-paragraph applies where:

(a) credit protection is in the form of a credit derivative;

(b) the underlying contract allows a grace period before there is a default as a result of a
failure to pay;



(c) the credit derivative is not prevented from terminating prior to expiration of the grace
period.

Where this sub-paragraph applies, the institution shall reduce the maturity of the protection by
the length of the grace period.

[Note: This rule corresponds to Article 238 of CRR-} as it applied immediately before revocation by the

Treasury

Article 239 VALUATION OF PROTECTION

1.

For transactions subject to funded credit protection where there is a mismatch between the
maturity of the exposure and the maturity of the protection, an institution using the Finarcial
Collateral Simple Method may not use the collateral as eligible funded credit protectient

For transactions subject to an eligible on-balance sheet netting agreement or subjectto funded
credit protection, an institution using any of the methods set out in points (a),to\(d) of paragraph
1A of Article 238 shall reflect the maturity of the credit protection and of the ‘exposure in the
adjusted value of the collateral in accordance with the following formula:

(t—t9)

Cvam = Cya - D)

where:

Cya = the volatility adjusted value of the collateral as specified in paragraph 2 of Article 223
or the amount of the exposure, whichever (s loewer;

t= the number of years remaining to the"maturity date of the credit protection calculated
in accordance with Article 238,,ar the'value of T, whichever is lower;

T= the number of years remainifngto the maturity date of the exposure calculated in
accordance with Article 238, oOf five years, whichever is lower;

tr= 0.25.

An institution_using the Einari€ial Collateral Comprehensive Method shall use Cyay as Cya
further adjusted for maturity mismatch in the formula for the calculation of the fully adjusted
value of the exposure (E*) set out in paragraph 5 of Article 223.

For transactions'stibject to unfunded credit protection, an institution using either of the methods
set out in &iALSpoint (e) or (f) of paragraph 1A of Article 238 shall reflect the maturity of the
credit protection and of the exposure in the adjusted value of the credit protection in
accordance with the following formula:

(t—t)

G =G

where:

G = G* adjusted for any maturity mismatch;
G* = the amount of the protection adjusted for any currency mismatch;

t= the number of years remaining to the maturity date of the credit protection calculated in
accordance with Article 238, or the value of T, whichever is lower;

T = the number of years remaining to the maturity date of the exposure calculated in
accordance with Article 238, or five years, whichever is lower;



t*= 0.25.

The institution shall use G, as the value of the protection for the purposes of Articles 233 to
236.

[Note: This rule corresponds to Article 239 of CRR-] as it applied immediately before revocation by the

Treasury

SECTION 6: BASKET CRM TECHNIQUES

ARTICLE 240
o 2
[Note=Article 240-is \\
Note: Provision left blank-]] K\)
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APPENDIX 1

PART ONE: FUNDED CREDIT PROTECTION COVERING AN EXPOSURE THAT

GIVES RISE TO COUNTERPARTY CREDIT RISK

Does the funded credit
protection cover an
exposure arising from a

Institution shall reflect the effect
of the funded credit protection in
accordance with Chapter 6 of Title
Il of Part Three of CRR and Chapter
3 of the Counterparty Credit Risk

derivative instrument
listed in Annex 1l of
CRR?

Is the exposure in

+| (CRR) Part when determining the
YES exposure value in accordance with
paragraph 2 of the Credit Risk:
Standardised Approach [CRR) Part
Article 111 or paragraph 2 of
Credit Rigk: Internal Ratings Based
Approach (CRR) Part Article 1668

Institution shall take into account the

scope of an MM

; ’
vT unded credit protection when

Permission granted
to the institution?

Stondardised Approoch

Has the institution
chosen to use the
Financial Collateral
Simple Method under
Article 222(1)?

YES

Does the institution
apply the
Standardised
Approach or the IRB
Approach to the

exposure?

Institution shall take into

account the funded credit into account the
protection when determining funded credit

the risk weight using the protection when

Financial Collateral Simple determining the

Method but the institution shall exposure value using

not recognise the effect of any the Financial
master netting agreement for Collateral
the purpose of determining the Comprehensive

risk weight Method

Institution shall take

determining the exposure value by
using the MM to the full extent of the
IMM Permission granted

IRB Approach

Is the exposure in
scope of an SFT
VaR Method
Permission for

the institution?

NO

Institution shall take
into account the funded
credit protection when
determining the
exposure value by using
the SFT Vo Method

Institution shall take
into account the funded
credit protection when

determining the
exposure value using
the Finoncial Collateral
Comprehensive Method




Does the funded credit

arising from a derivative

CRR?

NO

Institution shall reflect the effect of the funded
credit protection in accordance with Chapter 6 of
Title Il of Part Three of CRR and Chapter 3 of
Counterparty Credit Risk (CRR) Part when
determining the exposure value in accordance
with paragraph 2 of the Credit Risk: Standardised
Approach (CRR) Part Article 111 or paragraph 2 of
Credit Risk: Internal Ratings Based Approach (CRR)
Part Article 166B

Is the exposure in scope of an
IMM Permission granted to the

protection cover an exposure YES
instrument listed in Annex Il of
| YES

Institution shall take into account the funded
credit protection when determining the exposure
value by using the IMM to the full extent of the

institution? o
IMM Permission granted
NO
Does the institution apply the
Standardised Approach or the IRB
Approach to the exposure?

Standardised IRB Approach
Approach l

Has the institution chosen to use the Financial
Collateral Simple Method under Article 222(1)?

Is the exposure in scope of an SFT VaR
Method Permission for the institution?

YES/\?

YES / NO

Institution shall take into
account the funded credit
protection when
determining the risk weight
using the Financial Collateral
Simple Method but the
institution shall not
recognise the effect of any
master netting agreement
for the purpose of
determining the risk weight

Institution shall
take into account
the funded credit
protection when
determining the

exposure value

using the Financial
Collateral
Comprehensive
Method

Institution shall

Institution shall
take into account
the funded credit
protection when
determining the

exposure value
by using the SFT

VaR Method

take into account
the funded credit
protection when
determining the
exposure value
using the
Financial
Collateral
Comprehensive
Method




APPENDIX 1

PART TWO: FUNDED CREDIT PROTECTION COVERING AN EXPOSURE THAT

DOES NOT GIVE RISE TO COUNTERPARTY CREDIT RISK

15 the funded
credit protection
an-balance sheet
netting?

YES

Institution shall determine the
exposure value in accordance
with Article 219,

Institution shall take into account
the effect of the funded credit
protection using the LGD

Modelling Collateral Method

Institution shall not take into

‘Which credit risk Advonced IRB
approach does the Approach
institution apply to

Standardised the exposure?
Approach of Slotting Approach
Foundation IRB N
Approach "

account funded credit protection

Is the funded credit
protection other
funded credit
protection?

YES

Institution shall take into account
the effect of the funded credit

Funded Credit Protection Method

protection using the Other

Standardised
Approach

Does the institution apply
the Standardised
Approach or the

Foundation IRB Approach

to the exposure?

YES

Foundation IRE Approach

Institution shall take into account
the funded credit protection when
determining the risk weight using
the Financial Collatera! Simple
Method

Institution shall take into account
the effect of the funded credit
protection using the Foundation
Collateral Method

Has the nstitution
chosen to use the
Financial Collateral
Simple Method
under Article 222(1)?

MO

Institution shall take into account
the funded eredit protaction
when determining the exposure
value using the Financial
Collateral Comprehensive Method




Is the funded credit protection on-balance sheet netting?

.

YES

Which credit risk approach does the
institution apply to the exposure?

Institution shall determine the exposure value
in accordance with Article 219

Standardised
Approach or Slotting
Foundation Advanced IRB Approach
IRB Approach Approach L 4
A 4
Institution shall take into Institution shall take into
Is the funded credit protection account the effect of the account the funded credit
other funded credit funded credit protection protection when determining
protection? using the LGD Modelling the exposure value using the
Collateral Method Financial Collateral
Comprehensive Method

NO

A

YES

Does the institution apply the
Standardised Approach or the
Foundation IRB Approach to
the exposure?

Institution shall take into account the
effect of the funded credit protection using
the Other Funded Credit Protection Method

Standardised Foundation IRB Approach
Approach
Has the institution chosen to
use the Financial Collateral Institution shall take into account the
Simple Method under Article effect of the funded credit protection using
222(1)? the Foundation Collateral Method
YES NO
A
Institution shall take into Institution shall take into account the
account the funded credit funded credit protection when
protection when determining determining the exposure value using the
the risk weight using the Financial Collateral Comprehensive
Financial Collateral Simple Method
Method




Appendix 1 PART THREE: UNFUNDED CREDIT PROTECTION COVERING AN EXPOSURE
Standardised
Approach or
Advanced IRB slotting Institution shall take inte account

Which credit risk
approach does the
institution apply to the
exposura?

Approach

Approoch the effect of the unfunded credit

protection using the Risk-Welght
Substitution Method

Foundation IR8 Approach

which credit risk approach
wiould the institution apply
to a comparable direct
exposure to the protection
provider?

Foundation IRE Approach or

Stondardised

Institution shall take into account
Approach

the effect of the unfunded credit
protection using the Risk-Weight
Substitution Method

Institution shall take into account

Advanced IR8 Approach the effect of the unfunded credit

Which credit risk approach
wiould the institution apply
to a comparable direct
exposure to the protection
provider?

Advanced IRE
Approach

Foundation IRB Approach

protection using the Parameter
Substitution Method

Stondardised
Approach

Institution shall take into account

the effect of the unfunded credit

protection using the Risk-Weight
Substitution Method

Institution shall take into account
the effect of the unfunded credit

Institution shall take into account the effect of
the unfunded credit protection using either
the Parameter Substitution Method or the LGD
Adjustment Method

protection using the Parometer
Substitution Method




Which credit risk approach does the institution apply to the exposure?

Advanced
IRB
Approach

Which credit risk
approach would the
institution apply to a

comparable direct

exposure to the
protection provider?

Foundation
IRB Approach

A 4

Standardised Approach
or Slotting Approach

Which credit risk
approach would the
institution apply to a

comparable direct

exposure to the
protection provider?

Institution shall take into
account the effect of the
unfunded credit
protection using the Risk-
Weight Substitution
Method

Institution shall take
into account the
effect of the
unfunded credit
protection using the
Risk-Weight
Substitution Method

Standardised Standardised
Approach Appreach

Institution shall take
into account the effect
of the unfunded credit

Institution shall take
into account the
effect of the
unfunded credit
protection using the
Parameter
Substitution Method

Foundation IRB
Approach or

protection using the
Risk-Weight
Substitution Method

Institution shall take
into account the effect
of the unfunded credit

Institution shall take
into account the
effect of the
unfunded credit
protection using
either the Parameter
Substitution Method
or the LGD
Adjustment Method

Faundation Advanced IRB
IRB Approach Approach
Advanced
IRB
Approach

protection using the
Parameter Substitution
Method




Appendix 1

PART FOUR: EXPOSURE COVERED BY UNFUNDED CREDIT PROTECTION

WHICH IS COVERED BY FUNDED CREDIT PROTECTION

Is the institution permitted to take the
unfunded credit protection into account
according to the unfunded credit
protection decision tree in Appendix 1 Part
Three if the criteria in Article 201 are
disregarded?

Yes

No

Does the institution wish to disregard the
unfunded credit protection or is the
institution prevented from taking the
unfunded credit protection into account
by Article 201, where applicable?

Institution shall not take\the unfunded credit
protection or the fupded‘eredit protection into
aeccount

Yes

No

Institution shall not take the unfunded credit
protection into account.

Institution may take the funded cfedit
protection into account by applying the
applicable funded credit proteetion decision
tree in Appendix 1 Part Op€orPart Two as if
the exposure to the gbligor were directly
secured by the fuhded credit protection,
except that matlpity and currency mismatch
adjustmentsforithe funded credit protection
shall be determined by comparing the
funded\credit protection to the unfunded
credit protection.

For exposures subject to the Standardised
Approach or Foundation IRB Approach, the
value of any recognised funded credit
protection, after applying any applicable
haircuts, shall be capped at the value of the
unfunded credit protection as determined
under Article 233, further adjusted for any
maturity mismatch as laid down in Articles
237 to 239.

Institution shall take the unfunded credit
protection into account using the unfunded credit
protection decision tree in Appendix 1 Part Three.

Institution may take the funded credit protection
into account by applying the applicable funded
credit protection decision tree in Appendix 1 Part
One or Part Two as if the covered part of the
exposure, as determined by Article 235 or 236
where relevant, were a direct exposure to the
protection provider secured by the funded credit
protection. Maturity and currency mismatch
adjustments for the funded credit protection shall
be determined by comparing the funded credit
protection to the unfunded credit protection.

Where an institution applies the Risk-Weight
Substitution Method or the Parameter Substitution
Method, the value of any recognised funded credit
protection (after applying any applicable haircuts)
shall be capped at the value of the unfunded credit

protection as determined under Article 233,
further adjusted for any maturity mismatch as laid

down in Articles 237 to 239.
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Market Risk: General Provisions (CRR) Part

In this Annex; the text is all new and is not underlined. This Annex accompanied near-final PS17/23
and remains unchanged other than minor corrections. ICR firm and ICR consolidation entity are terms

defined in the near-final rules in PRA Rulebook: CRR Firms: SDDT Regime (Interim Capital Regime)

Instrument 2024.

Part

MARKET RISK: GENERAL PROVISIONS (CRR)

Chapter content
APPLICATION AND DEFINITIONS

LEVEL OF APPLICATION

ORGANISATIONAL STRUCTURE AND CONTROL MECHANISMS
GENERAL PROVISIONS (PART THREE, TITLE IV, CHAPTER 1 €RR)

1.

2
3.
4

ARTICLE 325

ARTICLE 325al

ARTICLE 325a

ARTICLE 325b1
ARTICLE 325b

APPROACHES FOR CALCULATING THE ®WN FUNDS
REQUIREMENTS FOR MARKET RISK

TREATMENT OF NON-TRADING,BOOK POSITIONS SUBJECT
TO FOREIGN EXCHANGE RISK'OR COMMODITY RISK
CRITERIA FOR USING THESIMPLIFIED STANDARDISED
APPROACH

INSTRUMENTS FORAWHICH NO TREATMENT SPECIFIED
PERMISSION,FOR CONSOLIDATED REQUIREMENTS



1 APPLICATION AND DEFINITIONS

1.1  This Part applies to:
(al) a firm that is a CRR firm but not aTCRan ICR firm; and

(b2) a CRR consolidation entity that is not a-FSRan ICR consolidation entity;.

1.2

non-trading book position

means a position which is held by an institution and which is not held ifi fje trading book.

2 LEVEL OF APPLICATION

Application of requirements on an individual basis

2.1 Aninstitution shall comply with this Part on an individual basis:
[Note: Rule 2.1 sets out an equivalent provision to Article 6(2) of CRR that applies to this Part]

2.2 Where an institution has been given permission under Article 9(1) of CRR it shall incorporate
relevant subsidiaries in the calculation undertaken to comply with rule 2.1.

[Note: Rule 2.2 applies Article 9(1) of CRR to this Rart where a permission under that Article has been
given]

Application of requirements on a consolidated basis

2.3 A CRR consolidation entity(shall comply with this Part on the basis of its consolidated situation.

[Note: Rule 2.3 sets out an equivalent provision to the first sentence of Article 11(1) of CRR that
applies to this Part]

2.4  For the purposes of‘applying this Part on a consolidated basis, the terms “institution™institution’
and “'UK parent institution”institution’ shall include a CRR consolidation entity (if it would not
otherwise-have been included).

[Note: Rule{24 sets out an equivalent provision to the first sub-paragraph of Article 11(2) of CRR that
applies,to this Part]

25 The expression “consolidated situation”situation’ applies for the purposes of this Part as it does
for the purposes of Parts Two and Three of CRR.

[Note: The term “censelidation-situation” consolidated situation’ is defined in Article 4(1)(47) of CRR]

Application of requirements on a sub-consolidated basis

2.6 Aninstitution that is required to comply with Parts Two and Three of CRR on a sub-
consolidated basis, shall comply with this Part on the same basis.

[Note: This rule sets out Article 11(6) of CRR that it applies to this Part]


https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52111/13-05-2022
https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52111/13-05-2022
https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52111/13-05-2022

3 ORGANISATIONAL STRUCTURE AND CONTROL MECHANISMS

3.1 ACRR consolidation entity and an institution shall set up a proper organisational structure and
appropriate internal control mechanisms in order to ensure that the data required for
consolidation for the purposes of this Part are duly processed and forwarded.

[Note: Rule 2.7 sets out an equivalent provision to the second sentence of Article 11(1) of CRR that
applies to this Part]

3.2 A CRR consolidation entity and an institution shall ensure that a subsidiary not subject to this
Part implements arrangements, processes and mechanisms to ensure proper consolidation for
the purposes of this Part.

[Note: Rule 2.8 sets out an equivalent provision to the third sentence of Article 11(1) of CRR that
applies to this Part]

4 GENERAL PROVISIONS (PART THREE, TITLE IV, CHAPTER 1 CRR)

Article 325 APPROACHES FOR CALCULATING THE OWN FUNDS REQUIREMENTS FOR
MARKET RISK

General Approach

1. An institution shall calculate the own funds requirements fox market risk of all trading book
positions and in relation to non-trading book positions, that'are subject to foreign exchange risk
or commodity risk in accordance with the following approaches:

(a) the advanced standardised approach setout in the Market Risk: Advanced Standardised
Approach (CRR) Part;

(b) the simplified standardised approach teferred to in paragraph 2, if it meets the conditions
set out in Article 325a; or

(c) the internal model approach ‘setout in the Market Risk: Internal Model Approach (CRR)
Part, subject to the prior.permission of the PRA in accordance with Market Risk: Internal
Model Approach (CRR),Part Article 325az.

2. The own funds requirements for market risk calculated in accordance with the simplified
standardised approachreferred to in point (b) of paragraph 1 shall mean the sum of the
following own funds’requirements, as applicable:

(a) the owffunds requirements for position risk referred to in the Market Risk: Simplified
Standardised Approach (CRR) Part, multiplied by:

(i) » 2.3 for own funds requirements relating to general and specific risk of positions in
debt instruments as calculated in accordance with Market Risk: Simplified
Standardised Approach (CRR) Part Articles 334 to 340;

(i) 3.5 for own funds requirements relating to the general and specific risks of positions in
equity instruments, as calculated in accordance with Market Risk: Simplified
Standardised Approach (CRR) Part Articles 341 to 344, 346 and 347; and

(iii) 3.5 for own funds requirements calculated in accordance with Market Risk: Simplified
Standardised Approach (CRR) Part Article 348 for ClUs;

(b) the own funds requirements for foreign exchange risk referred to in Market Risk: Simplified
Standardised Approach (CRR) Part Articles 351 to 354, multiplied by 1.2; and

(c) the own funds requirements for commodity risk referred to in Market Risk: Simplified
Standardised Approach (CRR) Part Articles 355 to 361, multiplied by 1.9.


https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/128409/13-05-2022
https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52111/13-05-2022
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[Note: Provision left blank]

An institution may use in combination the approaches set out in points (a) and (c) of paragraph
1 of this Article on a permanent basis within a group.

An institution shall not use the approach set out in point (c) of paragraph 1 for instruments in
their trading book that are securitisation positions or positions included in the ACTP as set out
in paragraphs 6, 7 and 8 of this Article.

ACTP

An institution shall include securitisation positions and nth-to-default credit derivatives that meet
all the following criteria in the ACTP:

(a) the positions are neither re-securitisation positions, nor options on a securitisation tranche,
nor any other derivatives of securitisation exposures that do not provide a pro-rata‘share in
the proceeds of a securitisation tranche; and

(b) all their underlying instruments are:

(i) single-name instruments, including single-name credit derivativesyfor which a liquid
two-way market exists; and

(i) commonly-traded indices based on the instruments referred to in point (i).

A two-way market is considered to exist where there are indépendent bona fide offers to buy
and sell, so that a price that is reasonably related to the |ast,sales price or current bona fide
competitive bid and offer quotations can be determined within one day and settled at that price
within a relatively short time conforming to trade custom.

An institution shall not include positions with apyofithe following underlying instruments in the
ACTP:

(a) underlying instruments that are assighed to the exposure classes referred to in point (h) or
(i) of paragraph 1 of Credit Risk{ Standardised Approach (CRR) Part Article 112(1);; and/or

(b) aclaim on a special purpose‘entity, collateralised, directly or indirectly, by a position that,
in accordance with paragraph 6, would itself not be eligible for inclusion in the ACTP.

An institution may include in‘the ACTP positions that are neither securitisation positions nor
nth-to-default credit detivatives but that hedge other positions in that portfolio, provided that a
liquid two-way market as described in paragraph 6 exists for the instrument or its underlying
instruments.

Structural FX

9.

Any risk\positions which an institution uses to hedge against the adverse effect of foreign
exchange rates on any of its capital ratios in accordance with Required Level of Own Funds
(ERR) Part Article 92 may be excluded by an institution from the calculation of own funds
reguirements for foreign exchange risk set out in paragraph 1 of this Article, with the prior
permission of the PRA to the extent and subject to any modifications set out in the permission
if, on applying for such permission, an institute is able to demonstrate to the satisfaction of the
PRA:

(a) the risk positions are deliberately taken or maintained for the purpose of hedging partially
or totally against the potential that changes in foreign exchange rates could have an
adverse effect on its capital ratios;

(b) the risk positions are of a non-dealing or structural nature;

(c) the amount of the risk position excluded is limited to the amount that neutralises the
sensitivity of the capital ratio to movements in foreign exchange rates;



(d) the risk positions are excluded from the calculation of own funds requirements for at least
six months;

(e) the risk positions excluded are established and managed in accordance with a clear risk
management policy that the PRA has approved; and

(f) the risk positions excluded are documented and can be made available for the PRA.

An institution that has been granted the permission set out in the first sub-paragraph shall
comply with the requirements set out in that first sub-paragraph.

[Note: This is a permission created under sections 144G(2) and 192XC of FSMA to which Part 8 of
the Capital Requirements Regulations applies-}]

Approach to ClUs in the trading book

10. Aninstitution shall not use the approach set out in point (c) of paragraph 1 of Article, 325 for
ClUs in their trading book that cannot be looked through.

[Note: Paragraphs 1 to 5 and 7 to 8 of this rule correspond to paragraphs-1-to-8-of ArtiCle 325(1) to (5)
and (7) to (8) of CRR, paragraph 6 of this rule corresponds to Article 325(6) ahd\338(1) of CRR, and
paragraph 9 of this rule corresponds to paragraph-2-ef-Article 352(2) of €RR. in each case as the
provision of CRR applied immediately before revocation by the Treasury]

Article 325al TREATMENT OF NON-TRADING BQOK“POSITIONS SUBJECT TO
FOREIGN EXCHANGE RISK OR COMMODITY RISK

Calculation of the own funds requirements under the“advanced standardised approach for
non-trading book positions subject to foreign exchafigerisk

1. Where calculating the own funds requirementf@r/non-trading book positions subject to foreign
exchange risk under the sensitivities-basedimethod in accordance with of Market Risk:
Advanced Standardised Approach (CRR), Part Articles 325d to 325j, with the exception of those
positions subject to commodity risk as detailed in paragraph 5, an institution shall use the last
available accounting value of a n@n-trading book position that is subject to foreign exchange
risk as a basis.

2. By way of derogation from paragraph 1, an institution may use the last available fair value of a
non-trading book positionithat is subject to foreign exchange risk, provided that the fair value of
all non-trading book/positions is calculated at least on a quarterly basis. Where an institution
applies this paragraph, it shall apply it consistently to all non-trading book positions subject to
foreign exchange.risk.

3. An institution shall update the last available value that is used as a basis for computing the own
fundsfonforeign exchange risk in accordance with paragraphs 1 and 2 at least on a monthly
basistin order to reflect changes in the value of the foreign exchange risk factors.

4. \Where an institution computes the own funds requirements for market risk on a consolidated
basis, institutiensthe institution shall identify the currency of denomination of an item as the
reporting currency of the institution which recognises that item in its individual financial
statement, where all of the following conditions are met:

(a) theitem is not measured at fair value;
(b) the item is subject to the risk of impairment due to foreign exchange risk;

(c) the institution’s reporting currency or base currency differs from the reporting currency of
the institution that recognises the item in its individual financial statement; and



(d) the item’s accounting value is not updated at each reporting date to reflect the changes in
the exchange rate between the foreign currency and the reporting currency of the
institution recognising the item in its individual financial statement.

Calculation of the own funds requirements under the advanced standardised approach for
non-trading book positions subject to commodity risk

5.

Where calculating the own funds requirement for non-trading book positions subject to
commodity risk under the sensitivities-based method in accordance with Market Risk:
Advanced Standardised Approach (CRR) Part Articles 325d to 325j, an institution shall use the
latest available fair value of those positions as a basis. An institution shall fair value those
positions at least on a monthly basis.

Calculation of the own funds requirements under the internal model approach for nenstrading
book positions subject to foreign exchange risk and not to commodity risk

6.

10.

Where calculating the own funds requirements for non-trading book positions\subject to foreign
exchange risk and not to commodity risk assigned to trading desks in accordance with the
internal model approach as set out in the Market Risk: Internal Model Appreach (CRR) Part, an
institution shall use the last available accounting value of a non-trading‘book position that is
subject to foreign exchange risk as a basis.

By way of derogation from paragraph 6, an institution may use theylast available fair value of a

non-trading book position as referred to in paragraph 6 as a(basis for calculating the own funds
requirements, provided that the fair value of all non-trading ook positions is calculated at least
on a quarterly basis. Where an institution applies this\paragraph, it shall apply it consistently to

all non-trading book positions referred to in paragraph.6.

An institution shall update the last available value, that is used as a basis for computing the own
funds for foreign exchange risk in accordance with paragraphs 6 and 7 on a daily basis in order
to reflect changes in the value of the foreign €xchange risk factors.

By way of derogation from paragraph, 8;*when updating the last available value of a non-trading
book position on a daily basis, anlinstitution shall reflect changes in the value of all risk factors
for a position for which it used'the derogation referred to in paragraph 15.

For the purposes of calculating the expected shortfall risk measure referred to in Market Risk:
Internal Model Approach (CRR) Part Article 325bb and the stress scenario risk measure
referred to in Market Risk: Internal Model Approach (CRR) Part Article 325bk in relation to non-
trading book pesitions subject to foreign exchange risk and not to commodity risk, an institution
shall apply scénarios of future shock only to risk factors that belong to the foreign exchange
broad risk factor category.

Calculation-ofithe own funds requirements under the internal model approach for non-trading
book positians subject to commodity risk

11,

12.

\Where calculating the own funds requirementrequirements for non-trading book positions
subject either to commodity risk or both to commodity and foreign exchange risk assigned to
trading desks in accordance with the internal model approach as set out in the Market Risk:
Internal Model Approach (CRR) Part, an institution shall use the last available fair value of
those positions. An institution shall fair value those positions on a daily basis.

In relation to non-trading book positions subject to commodity risk and not to foreign exchange
risk, an institution shall apply scenarios of future shock, for the purposes of calculating the
expected shortfall risk measure referred to in Market Risk: Internal Model Approach (CRR) Part
Article 325bb or the stress scenario risk measure referred to in Market Risk: Internal Model
Approach (CRR) Part Article 325bk, only to risk factors that belong to the commodity broad risk
factor category.



13.

In relation to non-trading book positions subject to commaodity risk and foreign exchange risk,
an institution shall apply scenarios of future shock for the purpose of calculating the expected
shortfall risk measure referred to in Market Risk: Internal Model Approach (CRR) Part Article
325bb or the stress scenario risk measure referred to in Market Risk: Internal Model Approach
(CRR) Part Article 325bk, only to risk factors that belong to the commodity or foreign exchange
broad risk factor category.

Computation of the hypothetical and actual changes related to non-trading book positions
subject to foreign exchange risk or commodity risk under Market Risk: Internal Model
Approach (CRR) Part Articles 325bf and 325bg

14.

15.

16.

17.

By way of derogation from paragraphs 9 to 12 of Market Risk: Internal Model Approach (CRR)
Part Article 325bf, an institution computing the hypothetical and the actual changes in th€
portfolio’s value referred to in Market Risk: Internal Model Approach (CRR) Part Articleés 325bf
and 325bg in relation to a non-trading book position which is subject to foreign exchange risk
and not to commaodity risk shall calculate the value of that non-trading book paesition at the end
of the day following the computation of the value-at-risk number referred to fniMarket Risk:
Internal Model Approach (CRR) Part Article 325bf using the value of thatfien=trading book
position at the end of the previous day and updating its component reflecting the foreign
exchange risk.

Where the value of a non-trading book position does not change/linearly with movements in an
exchange rate to which it is subject, an institution may, in deregation from paragraph 14,
calculate the value of that non-trading book position at the end of the day following the
computation of the value-at-risk number by using the-value of that non-trading book position at
the end of the previous day and updating all the cemponents the institution uses to value that
non-trading book position, including those components not pertaining to the foreign exchange
risk broad risk factor category.

Where-applyingthis-paragraph,—anAn institution shall apply ithe first sub-paragraph
consistently to all positions in the trading.desk that do not change linearly with movements in an
exchange rate to which they are subjeet.

By way of derogation from paragraphs 9 to 12 of Market Risk: Internal Model Approach (CRR)
Part Article 325bf, an institution computing the hypothetical and the actual changes in the
portfolio’s value referredto in Market Risk: Internal Model Approach (CRR) Part Articles 325bf
and 325bg in relation~to“a non-trading book position which is subject to commodity risk shall
calculate the value ofthat non-trading book position at the end of the day following the
computation of the-value-at-risk number referred to in Market Risk: Internal Model Approach
(CRR) Part/Article 325bf of that Regulation in accordance with either of the following, provided
that they-use-it consistently for all non-trading book positions subject to commodity risk in the
tradinghdesk:

(@), “an institution shall use the value of that non-trading book position at the end of the
previous day and update only the components reflecting the foreign exchange and
commaodity risk; or

(b) an institution shall use the value of that non-trading book position at the end of the
previous day and update all the components the institution uses to value that non-trading
book position, including those not pertaining to the foreign exchange or commodity risk
broad risk factor categories.

An institution shall apply paragraphs 14 to 16 only to non-trading book positions that are
included both in the portfolio on the day of the computation of the Value-At-Risk number
referred to in Market Risk: Internal Model Approach (CRR) Part Article 325bf, and in the
portfolio on the day following the computation of that Value-At-Risk number.



Article 325a  CRITERIA FOR USING THE SIMPLIFIED STANDARDISED APPROACH

1.

An institution shall be eligible to use the approach set out in point (b) of paragraph 1 of Article
325 to calculate the own funds requirements for market risk of all trading book positions and
non-trading book positions that are subject to foreign exchange risk or commodity risk, provided
that the size of the institution's on- and off-balance-sheet business that is subject to market risk
is equal to or less than each of the following thresholds, on the basis of an assessment carried
out on a monthly basis using data as of the last day of the month:

(@) 10% of the institution’s total assets; and
(b) £GBP 440 million.

An institution shall calculate the size of its on- and off-balance-sheet business that is subjectto
market risk using data as of the last day of each month in accordance with the following
requirements:

(a) all the positions assigned to the trading book shall be included, except credit derivatives
that are recognised as internal hedges against non-trading book credit'risk exposures and
the credit derivative transactions that perfectly offset the market isk\of the internal hedges
as referred to in paragraph 3 of Trading Book (CRR) Part Article 106-;

(b) all non-trading book positions that are subject to foreign exehange risk or commodity risk
shall be included;

(c) all positions shall be valued at their market values of that date, except for:
(i) positions referred to in point (b);

(i) where the market value of a trading hook position is not available on a given date, an
institution shall take a fair value for the frading book position on that date;

(iiiy where the fair value and marketwalue of a trading book position are not available on a
given date, an institution shalltake the most recent market value or fair value for that
position;

(d) all non-trading book positions that are subject to foreign exchange risk shall be considered
as an overall net foreign exchange position and valued in accordance with Market Risk:
Simplified Standardised Approach (CRR) Part Article 352;

(e) all the non-trading,book positions that are subject to commodity risk shall be valued in
accordancewith Market Risk: Simplified Standardised Approach (CRR) Part Articles 357
and 358;

(f) the absolute value of long positions shall be added to the absolute value of short positions.
An inétitution shall immediately notify the PRA when they:

(@), ‘becemeare both eligible to calculate and elect to calculate; or

(b) cease being eligible to calculate,

their own funds requirements for market risk in accordance with this Article.

An institution that no longer meets one or more of the conditions set out in paragraph 1 shall
immediately notify the PRA thereof.

An institution shall cease to be eligible to use the simplified standardised approach referred to
in point (b) of paragraph 1 of Article 325 to calculate the own funds requirements for market risk
of all trading book positions and non-trading book positions that are subject to foreign exchange
risk or commodity risk on the date falling three months after the occurrence of either of the
following cases:



(a) the institution does not meet the condition set out in point (a) or (b) of paragraph 1 for
three consecutive months; or

(b) the institution does not meet the condition set out in point (a) or (b) of paragraph 1 during
more than 6 out of the last 12 months.

Where an institution ceases to be eligible to use the approach set out in point (b) of paragraph
1 of Article 325 to calculate the own funds requirements for market risk of all trading book
positions and non-trading book positions that are subject to foreign exchange risk or commodity
risk in accordance with paragraph 5 of this Article, the institution must notify the PRA that all the
conditions set out in paragraph 1 of this Article have been met for an uninterrupted 12-month
period prior to recommencing use of that approach.

An institution shall not enter into, buy or sell a position only for the purpose of complying/ith
any of the conditions set out in paragraph 1 during the monthly assessment.

An institution that is eligible for the treatment set out in Trading Book (CRR) Rart Asticle 94 shall
be eligible use the approach set out in point (b) of paragraph 1 of Article 325"t ealculate the
own funds requirements for market risk of non-trading book positions that“are-Subject to foreign
exchange risk or commodity risk.

[Note: This rule corresponds to Article 325a of CRR_as it applied immediatély before revocation by the

Treasury

Article 325b1 INSTRUMENTS FOR WHICH NO TREATMENT'SPECIFIED

1.

Where an institution has a position in a financial instfUment for which no treatment has

been specified in CRR or CRR rules, it must calcdlatgits own funds requirement for that
position by applying the most appropriate ruleg relating to positions that are specified in CRR or
CRR rules, if doing so is prudent and apprepriate, and if the position is sufficiently similar to
those covered by the relevant rules.

An institution must document its pelicies“and procedures for calculating own funds for such
positions in its trading book policy,statement.

If there are no appropriate treatments the institution must calculate an own funds requirement
of an appropriate percentage.of the current value of the position. An appropriate percentage is
either 100%, or a percentage that takes into account the characteristics of the position.

For the purposes,ef'paragraph 2, trading book policy statement means the statement of policies
and proceduresyelating to the trading book.

Article 325b _.PERMISSION FOR CONSOLIDATED REQUIREMENTS

1.

Subjécttovparagraph 2, and only for the purpose of calculating net positions and own funds
requirements for market risk on a consolidated basis, institutions may use positions in one
stitution or undertaking to offset positions in another institution or undertaking.

An institution may only apply paragraph 1 with the prior permission of the PRA to the extent
and subject to any modifications set out in the permission if, on applying for such permission, it
is able to demonstrate to the satisfaction of the PRA:

(a) there is a satisfactory allocation of own funds within the group; and

(b) the regulatory, legal or contractual framework in which the institution operates guarantees
mutual financial support within the group.

An institution that has been granted the permission set out in the first sub-paragraph shall
comply with the requirements set out in that first sub-paragraph.



[Note: This is a permission created under sections 144G(2) and 192XC of FSMA to which Part 8 of
the Capital Requirements Regulations applies-}]

3. Where there are undertakings located in third countries, all the following conditions shall be met
in addition to those set out in paragraph 2:

(a) such undertakings have been authorised in a third country and either satisfy the definition
of a credit institution or are third country investment firms;

(b) on an individual basis, such undertakings comply with own funds requirements equivalent
to those laid down in CRR and CRR rules; and

(c) no regulations exist in the third countries in question which might significantly affect t
transfer of funds within the group.

4. Where the PRA has granted the permission in paragraph 2, an institution shall cal(;uﬁ\the
own funds requirements for market risk on a consolidated basis for all institutions&
undertakings which have been granted such permission as the sum of:

(a) the own funds requirements for market risk for all the positions th’at hg@een allocated to
a dedicated general interest rate internal hedge portfolio in acc N with paragraph 9 of
Trading Book (CRR) Part Article 106; and

4
(b) the own funds requirements for market risk for all the p?@hat have not been

allocated to a dedicated general interest rate internal h ortfolio in accordance with
paragraph 9 of Trading Book (CRR) Part Article 106"\

N\
5. Where the PRA has not granted the permission in péraph 2 for all institutions or
undertakings in a group, an institution shall calcu(( e own funds requirements for market

risk for that group as the sum of:

(a) the own funds requirements calcul ‘Q accordance with paragraph 4 above; and

(b) the sum of own funds requireme r each institution or undertaking that has not been
granted the permission in pal Qh_p 2, each calculated on an individual basis and in
accordance with points (%&u b) of paragraph 4.

[Note: This rule corresponds to Ar@
the Treasury Q
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25b of CRR}-as it applied immediately before revocation by




Annex GH

Market Risk: Internal Model Approach (CRR) Part

In this Annex; the text is all new and is not underlined. This Annex accompanied near-final PS17/23
and includes further changes that are minor. ICR firm and ICR consolidation entity are terms defined
in the near-final rules in PRA Rulebook: CRR Firms: SDDT Regime (Interim Capital Regime)
Instrument 2024.

Part
MARKET RISK: INTERNAL MODEL APPROACH (CRR)

Chapter content
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3. _ORGANISATIONAL STRUCTURE AND CONTROL MECHANISMS
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APPLICATION AND DEFINITIONS

11

Subject to 1.2, this Part applies to
(1) aCRR firm that is not aFCRan ICR firm; and
(2) a CRR consolidation entity that is not aFERan ICR consolidation entity,

which for the purposes of calculating own funds for requirements for market risk for a portfolio
of all positions (other than ineligible positions) assigned to a trading desk in respect of those
positions has a permission from the PRA (an IMA permission) to:

(a) except as otherwise provided in this Part, disapply the provisions of:
(i) Market Risk: Simplified Standardised Approach (CRR) Part; and
(i) Market Risk: Advanced Standardised Approach (CRR) Part; and

(b) apply the requirements of this Part, to the extent, and subject t6 any modifications, set
out in the permission.

[Note: This is a permission created under sections 144G{2) and 192XG,0f,FSMA to which Part 8 of
the Capital Requirements Regulations applies]

[Note: This rule corresponds to Article 325az(2) of CRR as it agblled immediately before revocation by

the Treasury

1.2.

13

In this Part, Article 325az(1A) applies to an institution which is applying for an IMA permission.

In this Part, the following definitions shall"apply:

back-testing requirements

means the requifements in respect of back-testing set out in Article 325bf(3).
IMA permission

meang thevpermission granted by the PRA referred to in 1.1.
IMA standards

means the standards set out in Annex 1.
meligible position

means a position which is:

(1) a securitisation or re-securitisation position or a position that is included in the ACTP;
or

(2) a CIU position (other than a CIU position of the type specified out in Article 325az(9))
for which the institution is unable to look through to the underlying positions of the
CIU.

internal default risk model



means an internal default risk model for which the institution has been granted a
permission to use by the PRA as part of its IMA permission and as further specified in
Section 3 of this Part.

Kolmogorov-Smirnov test metric
has the meaning set out in paragraphs 4 and 6 of Article 325bg.
multilateral systems

means any system or facility in which multiple third-party buying and selling trading
interests in financial instruments are able to interact in the system.

non-trading book position
means a position which is held by an institution and which is not held in the trading‘beok.
P&L attribution requirements

means the profit and loss attribution requirements for a trading desk set-gut,in
Article 325bg.

quarterly reporting reference date
means 31 March, 30 June, 30 September and 31 December:
risk measurement model

means the risk measurement model used for the putpose of calculating the partial
expected shortfall calculations referred to in Article 325bc of this Part.

Spearman correlation coefficient
has the meaning set out in paragraphs 4 and'5 of Article 325bg.
third-party vendor

means an undertaking that provides’data on transactions or quotations to institutions for
the purpose of Atrticle 1, incliding data reporting service providers as defined in the Data
Reporting Service Regulations 2017 and multilateral systems.

1.4  Except as otherwise providéekin this Part, references to a trading desk shall include a notional
trading desk as referred t&in paragraphs 3 and 4 of Trading Book (CRR) Part Article 104b.

2 LEVEL OF ARPLIEATION

Application of requirements on an individual basis

2.1  Annstitution shall comply with this Part on an individual basis.
[Note: Rule 2.1 sets out an equivalent provision to Article 6(1) of CRR that applies to this Part]

2.2._/Where an institution has been given permission under Article 9(1) of CRR it shall incorporate
relevant subsidiaries in the calculation undertaken to comply with rule 2.1.

[Note: Rule 2.2 applies Article 9(1) of CRR to this Part where a permission under that Article has been
given]

Application of requirements on a consolidated basis

2.3 A CRR consolidation entity shall comply with this Part on the basis of its consolidated situation.

[Note: Rule 2.3 sets out an equivalent provision to the first sentence of Article 11(1) of CRR that
applies to this Part]
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2.4 For the purposes of applying this Part on a consolidated basis, the terms ‘institution’ and
UK'UK parent institution’ shall include a CRR consolidation entity (if it would not otherwise
have been included).

[Note: Rule 2.4 sets out an equivalent provision to the first sub-paragraph of Article 11(2) of CRR that
applies to this Part]

2.5 The expression ‘conselidated’'consolidated situation’” applies for the purposes of this Part as it
does for the purposes of Parts Two and Three of CRR.

[Note: Rule-The term ‘censelidation’consolidated situation’ is defined in Article 4(1)(47) of CRR]
Application of requirements on a sub-consolidated basis

2.6 Aninstitution that is required to comply with Parts Two and Three of CRR on a sub-
consolidated basis, shall comply with this Part on the same basis.

[Note: Rule 2.6 sets out an equivalent provision to Article 11(6) of CRR that applies.toithis Part]

3 ORGANISATIONAL STRUCTURE AND CONTROL MECHANISMS

3.1 A CRR consolidation entity and an institution shall set up a proper{organisational structure and
appropriate internal control mechanisms in order to ensure that the data required for
consolidation for the purposes of this Part are duly processed/and forwarded.

[Note: Rule 3.1 sets out an equivalent provision to the second sentence of Article 11(1) of CRR that
applies to this Part]

3.2 A CRR consolidation entity and an institution shall,ensure that a subsidiary not subject to this
Part implements arrangements, processes and/mechanisms to ensure proper consolidation for
the purposes of this Part.

[Note: Rule 3.2 sets out an equivalent provisioh to the third sentence of Article 11(1) of CRR that
applies to this Part]

4 TRANSITIONALS

4.1 By way of derogation, diring the period from and including 1 January 20252026 to and
including 31 Decembeér, 20252026, an institution:

(1) shall apply,thisS)Part for the purposes of calculating its own funds requirement for market
risk undéerarticleArticle 325ba on the basis that, throughout that period, every trading desk
for whieh'the institution has an IMA permission is classified as a green desk in accordance
with afticleArticle 325bg; and

(2), \shall not be required to demonstrate compliance with paragraph 6(a) of the IMA standards
for the purposes of an application for an IMA permission.

5 CAPITAL REQUIREMENTS FOR MARKET RISK INTERNAL MODEL APPROACH (CRR)

SECTION 1 PERMISSION AND OWN FUND REQUIREMENTS

Article 325az PERMISSION TO USE INTERNAL MODELS

Al. Aninstitution which applies for an IMA permission in respect of a trading desk must provide, as
part of its application, documentation which explains, to the satisfaction of the PRA, how the
institution meets the IMA standards.

1. An institution must:
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(a) calculate its own funds requirements for the portfolio of all positions assigned to a trading
desk by using its internal models in accordance with Article 325ba-te-365be, except as
provided otherwise in this Part; and

(b) ensure at all times that:

(i) the trading desk (other than a notional trading desk) at all times meets the
requirements of paragraph 2 of Trading Book (CRR) Part Article 104b;

(i) its rationale for the inclusion of the trading desk in the scope of the internal model
approach continues to apply; and

(iii) it-dees-netassignany ineligible positions assigned to the trading desk:
{1)—any-securitisation-orre-securitisation-positions-or_are treated separatelffor the

purposes of calculating own funds requirements for market risk in fespect of
those ineligible positions that-are-included-in-the-ACTFP;-or
{2)—any-ClU-pesitionsas if they were assigned to a trading desk forfWhieh the institution is
e i iti Cigiftaswot been granted an

IMA permission.

An institution shall immediately notify the PRA when a trading,désk that is subject to the
permission no longer meets at least one of the requirementsé&et out in paragraph 1 of this
Article. From the date of that notification, the institution:

(a) shall not use internal models in accordance with,this Part in relation to any of the positions
assigned to that trading desk; and

(b) shall apply Market Risk: Advanced Standardised Approach (CRR) Part to calculate the
own funds requirements for marketrisk for all the positions assigned to that trading desk
from the next earliest reporting date.

The institution may resume the use-of internal models in accordance with this Part to calculate
own funds requirements for market risk for the positions of that trading desk if it provides to the
PRA a reasoned confirmation-that the trading desk is compliant with the requirements in
paragraph 1 of this Article®

By way of derogation.from paragraph 2 of this Article, in exceptional circumstances, an
institution may.bhe granted permission by the PRA to continue using its internal models for the
purpose of galeulating the own funds requirements for the market risk of a trading desk that has
ceased tesmeet either:

(a) ~thewequirements set out in Article 325bf(3) for the preceding twelvel2 months; or

(b)) the requirements set out in in Article 325bg(1).

[Note? This is a permission under sectiensections 144G _and 192XC of FSMA to which Part 8 of the
Capital Requirements Regulations applies]

4.

An institution shall identify and measure deficiencies in risk capture in its internal models used
in accordance with Article 325ba. An institution that identifies material deficiencies in risk
capture shall calculate and fulfil an additional own funds requirement within its internal model
approach which is adequate to mitigate such material risk deficiencies in addition to the own
funds requirements calculated under articleArticle 325ba.

An institution which is required to use Market Risk: Advanced Standardised Approach (CRR)
Part in the calculation of own funds requirements for market risk for all positions assigned to a



trading desk in accordance with paragraph 2 of this Atrticle shall also to continue to fulfil the
additional own funds requirement calculated for those positions in accordance with paragraph 4
of this Article.

For positions assigned to a trading desk for which an institution has not been granted an IMA
permission, the institution shall calculate the own funds requirements for market risk in
accordance with Market Risk: Advanced Standardised Approach (CRR) Part. Forthe-purpeses

Where ineligible positions are assigned to a trading desk for which an institution has been

granted an IMA permission, the institution shall calculate the own funds requirements for
market risk for those ineligible positions in accordance with Market Risk: Advanced
Standardised Approach (CRR) Part.

For the purposes of the calculations in paragraphs 6 and 7 of this Article the institutiof shall

include all those positions in the calculation of CU as defined in Article 325ba(3).

For the purposes of this Part, an institution shall treat a position in a ClU#ié# is a closed-

ended investment fund with a premium listing as an equity position if\&ecardance with this Part.

For the purposes of this paragraph, the terms ‘closed-ended invesiment fund’ and ‘premium
listing’ shall have the meaning given to such terms in the FCA Hardbook.

[Note: Paragraphs {1)-ane-{, 2}, 3 and 6 of this rule correspond to Article 325ba{1){325az (2), (4), (5)
and (6) of CRR as it applied immediately before revocation by the\Treasury-}]

Article 325azx MATERIAL CHANGES AND EXTENSIONS TO PERMISSION

1.

An institution which has an IMA permission to‘use-internal models may with the permission of
the PRA make:

(a) a material change to the use of those-internal models;
(b) a material extension of the use of those internal models; and

(c) a material change to thie institution's choice of the subset of the modellable risk factors
referred to in Article,325bc(2).

From the date specified in such permission, the institution shall calculate the own funds
requirements using’its internal models in accordance with and incorporating the permitted
change or extension.

For the pugpose of this paragraph, a change or extension to the use of internal models shall be
considered material, if it fulfils any of the conditions set out in Part A of Annex 2.

Whep making an application for the permission referred to in this paragraph, an institution shall
provide the PRA with the documentation specified in paragraph 1 of Part C of Annex 2.

[Note? This is a permission under sectionsections 144G _and 192XC of FSMA to which Part 8 of the
Capital Requirements Regulations applies]

2.

Where an institution has been granted permission by the PRA for a change or extension:

(a) inthe case of delay of the implementation of that permitted change or extension, the
institution shall promptly notify the PRA and present to the PRA a plan for a timely
implementation of the permitted change or extension; or

(b) an institution which fails to implement that permitted change or extension on the date
specified in that permission, and which has not notified the PRA in accordance with point



(a) of this paragraph must not implement the change or extension and may do so only with
the further permission of the PRA, as referred to in paragraph 1 of this Article.

An institution must assign changes and extensions to the category of the highest potential
materiality for the purpose of determining whether one or more of the materiality thresholds in
Part A of Annex 2 is met. An institution must not split an extension or change into several
changes or extensions of lower materiality.

An institution shall notify the PRA of all changes and extensions to the use of the internal
models other than those that are material for the purpose of paragraph 1 of this Article:

(a) inthe case of a change or extension set out in Part B of Annex 2, at least two weeks
before implementation; and

(b) in all other cases, at least annually.

When making a notification in accordance with point (a) of this paragraph, an institution shall
provide the PRA with the documentation specified in paragraph 2 of Part Clof Annex 2. An
institution shall notify the PRA promptly if, having notified the PRA of a change or extension in
accordance with point (a) of this paragraph, it decides not to implement the extension or
change.

[Note: Paragraph 1 of this rule corresponds to Article 325az(7) of CRR(as it applied immediately

before revocation by the Treasury]

Article 325ba OWN FUNDS REQUIREMENTS WHEN USING INTERNAL MODELS

1.

An institution using an internal model shall calculate the own funds requirements for the
portfolio of all positions assigned to the tradingdesks for which the institution has been granted
an IMA permission as the higher of:

(a) the sum of the following values;

(i) the institution's previous‘day's expected shortfall risk measure, calculated in
accordance with Article 325bb (ES;.1); and

(ii) the institutioniS'previous day's stress scenario risk measure, calculated in accordance
with Article”325bk{ (SSt1); or

(b) the sum,of the following values:

(i),.the average of the institution's daily expected shortfall risk measure, calculated in
accordance with Article 325bb for each of the preceding sixty60 business days
(ESavg), multiplied by the multiplication factor (mc); and

(i) the average of the institution's daily stress scenario risk measure, calculated in
accordance with Article 325bk for each of the preceding sixty60 business days
(SSavg).

An institution which holds positions in traded debt and equity instruments that are included in
the scope of the internal default risk model and assigned to the trading desks referred to in
paragraph 1 shall fulfil an additional own funds requirement, expressed as the higher of the
following values:

(a) the most recent own funds requirement for default risk, calculated in accordance with
Section 3 of this Part; or

(b) the average of the amount referred to in point (a) over the preceding 12 weeks.



For the purpose of point (a) of paragraph 1 of this Article, and in accordance with the back-
testing requirements and P&L attribution requirements, an institution shall calculate the total
own funds requirements for all its trading book positions and all its non-trading book positions
generating foreign exchange or commodity risks as the sum of the results of formulas (a) and
(b) as follows:

(&) min (IMAggy+Capital surcharge + Cu;SAai desks)
(b) max (IMAggy - SA gey;0)
Where:

IMAge,=  the own funds requirements calculated in accordance with this Article for the
portfolio of all positions assigned to trading desks that meet the requirements’set
out in Article 325bf(3) for the preceding twelve12 months and have been tlassified
as green or yellow desks among those in accordance with Article, 325bg and for
which the institution calculates the own funds requirements in aceordance with this
Part:;

SA the own funds requirements calculated in accordance with Market Risk: Advanced
Standardised Approach (CRR) Part for the portfolio of all positions assigned to
trading desks that meet the requirements set out in/Article 325bf(3) for the
preceding twelve12 months and have been classified as green zone or yellow
zone trading desks among those in accordance.with Article 325bg and for which
the institution has permission to calculatesthe own funds requirements using

internal models in accordance with this Rart;

g&y=

Capital surcharge= the capital surchargé,calculated in accordance with paragraph 4;

Cr= the own funds requirementsicalculated in accordance with Market Risk: Advanced
Standardised Approach (CRR) Part for the portfolio of positions not assigned to
trading desks for whith‘theinstitution has permission to calculate the own funds
requirements usjng interal models in accordance with this Part, including the
positions that are assigned to red zone or orange zone trading desks as specified
in Paragraph 7,0f Article 325bg or to trading desks that cease to meet the
requirements set out in Article 325bf(3) for the preceding twelvel2 months;

SAgai desks)=  the own funds requirements of all trading book positions and all non-trading book
positions generating foreign exchange or commodity risks in accordance with
Market Risk: Advanced Standardised Approach (CRR) Part.

An institution-which calculates the own funds requirements in accordance with this Part for
positionsvassigned to trading desks that have been classified as yellow zone desks in
accordance with Article 325bg shall compute, in relation to those positions, a capital surcharge
in accordance with the following formula:

Capital surcharge = k X max(SAgg, — IMAgg,y; 0)

Where:

k= as specified in paragraph 5;
IMAgey= as specified in paragraph 3;
SAgey= as specified in paragraph 3;.

For the purpose of paragraph 4, the coefficient k shall be calculated on the basis of the
following formula:



y Yiey SA;

k=05
Yiegay SAi
Where:
SA= the own funds requirements capital charge calculated in accordance Market Risk:
Advanced Standardised Approach (CRR) Part for all the positions attributed to
trading desk i;
i€Ey= the indices of all trading desks that meet the requirements set out in Article

325bf(3) for the preceding twelvel2 months and have been classified as yellow
zone desks among those in accordance with Article 325bg and for which the
institution has an IMA permission to calculate the own funds requirements gsing
internal models in accordance with this Part;

i € g&y= theindices of all trading desks that meet the requirements set out in‘Article
325bf(3) for the preceding twelvel2 months and have been classified as green
zone or yellow zone desks among those in accordance with Article 325bg and for
which the institution has an IMA permission to calculate the‘own funds
requirements using internal models in accordance with this Part.

An institution shall deem a trading desk that has been classified-as\a red zone or orange zone
desk in accordance with Article 325bg as a trading desk thatis not meeting the P&L attribution
requirements. The institution must notify the PRA promptly,of.making this determination. As
from the date-of-determination-ofday on which the institutien determines such classification, the
institution shall not use internal models in accordance wijth this Part in relation to any of the
positions assigned to that trading desk; and shallfapply Market Risk: Advanced Standardised
Approach (CRR) Part to calculate the own funds‘requirements for market risk for all the
positions assigned to that trading desk. Fielf tHe institution provides to the PRA a reasoned
confirmation that the trading desk meets the €onditions for classification as a green zone desk,

the institution may resume the use afrinterhal models in accordance with this Part to calculate
own funds requirements for market'risk for the positions of those trading desks-if-itprovides-te

[Note: Paragraphs {1} and {2)-0f this rule correspond to Article 325ba(1):{) and (2) of CRR as it
applied immediately before-revocation by the Treasury-]

SECTION 2 GENERAL REQUIREMENTS

Article 325bb EXPECTED SHORTFALL RISK MEASURE

1.

An inStitution shall calculate the expected shortfall risk measure referred to in point (a) of
Arficle*325ba(1) for any given date t’ and for any given portfolio of trading book positions and
non-trading book positions that are subject to foreign exchange or commodity risk as follows:

ES, -p. (UES) + (1 — p).z UES}
i

Where:
ES= the expected shortfall risk measure;
UES,= the unconstrained expected shortfall measure and calculated as follows:

i PES[©
UESt = PESt *max W, 1
t



the index that denotes the five broad categories of risk factors listed in the first
column of Table 2 of Article 325bd;

UES}= the unconstrained expected shortfall measure for broad risk factor category i and
calculated as follows:
, ; PES[“
RS, t
UEStl = PESt L. max (FI:RC'L’ >
p= the supervisory correlation factor across broad categories of risk; p = 50%);
PESFS == the partial expected shortfall measure that shall be calculated for all the positions

in the portfolio in accordance with Article 325bc(2);

PESFE=PESFC=  the partial expected shortfall measure that shall be calculated for all thé
positions in the portfolio in accordance with Article 325bc(3);

PESf¢= the partial expected shortfall measure that shall be calculated fox, all the positions
in the portfolio in accordance with Article 325bc(4);

PESfS'i= the partial expected shortfall measure for broad risk facter category i that shall be
calculated for all the positions in the portfolio in accordance with Article 325bc(2);

PESfC'i: the partial expected shortfall measure for broad.risk.factor category i that shall be
calculated for all the positions in the portfoliosn‘aecordance with Article 325bc(3);
and

PESF Ciz the partial expected shortfall measure«for.broad risk factor category i that shall be
calculated for all the positions in the portfolio in accordance with of Article
325bc(4).

An institution shall only apply scenarios-0f'future shocks to the specific set of modellable risk
factors applicable to each partial expected shortfall measure, as set out in Article 325bc, when
determining each partial expected shortfall measure for the calculation of the expected shortfall
risk measure in accordance with paragraph 1.

Where at least one transaction'of the portfolio has at least one modellable risk factor which has
been mapped to the broad risk factor category i in accordance with Article 325bd, an institution
shall calculate the uncenstrained expected shortfall measure for the broad risk factor category i,
and include it in the.fermula for the expected shortfall risk measure referred to in paragraph 1 of
this Article.

By way of derogation from paragraph 1, if so specified in the IMA permission, an institution may
reduce the/frequency of the calculation of the ratio of undiversified unconstrained expected
shortfall'measures to diversified unconstrained expected shortfall measures:
Y VES]
UES,

from daily to weekly, provided that both of the following conditions are met:

(a) the institution is able to demonstrate that weekly calculation of the ratio of undiversified
unconstrained expected shortfall measures to diversified unconstrained expected shortfall
measures:

S UES}
UES,

does not underestimate the market risk of the relevant trading book positions relative to a
daily calculation; and



(b) the institution is able to increase the frequency of calculation of:

UES}
PES}!
PESFC!
and
PES{!
from weekly to daily if required by the PRA.

[Note: Paragraphs{1)and{2)-efthisThis rule eerrespondcorresponds to Article 325bb(1)%2) of CRR

as it applied immediately before revocation by the Treasury-}]

Article 325bc PARTIAL EXPECTED SHORTFALL CALCULATIONS

1. An institution shall calculate all the partial expected shortfall measures referred to in
Article 325bb(1) as follows:

(a) daily calculations of the partial expected shortfall measures;

(b) at 97.5th percentile, one tailed confidence interyaljand

(c) for a given portfolio of trading book positiohs and non-trading book positions that are
subject to foreign exchange or commaodity‘risk, an institution shall calculate the partial
expected shortfall measure at time ‘thaceordance with the following formula:

2

PES, = (PESt(T))2+z PES.(T.j) - JM

/ 10
Jj=2
where:
PESt= the partial’expected shortfall measure at time t;
J= theindex that denotes the five liquidity horizons listed in the first column of Table
(S
LHj= the length of liquidity horizons j as expressed in days in Table 1;
T= the base time horizon, where T = 10 days;

PESt(T)=  the partial expected shortfall measure that is determined by applying scenarios of
future shocks with a 10-day time horizon only to the specific set of modellable risk
factors of the positions in the portfolio set out in paragraphs 2, 3 and 4 for each
partial expected shortfall measure referred to in Article 325bb(1); and

PESt(T,j)= the partial expected shortfall measure that is determined by applying scenarios of
future shocks with a 10-day time horizon only to the specific set of modellable risk
factors of the positions in the portfolio set out in paragraphs 2, 3 and 4 for each
partial expected shortfall measure referred to in Article 325bb(1) and of which the
effective liquidity horizon, as determined in accordance with Article 325bd(2), is
equal or longer than LHj.

Table 1



Liquidity horizon j Length of liquidity horizon j (in days)
1 10

2 20

3 40

4 60

5 120

For the purpose of calculating the partial expected shortfall measures:
PESfS
and

PESFS!

referred to in Article 325bb(1), in addition to the requirements sét'eut in paragraph 1 of this
Article, an institution shall meet the following requirements:

(a) in calculating:

PESE®

an institution shall only apply scenafios of future shocks to a subset of the modellable risk
factors of the positions in the portfelio‘as specified in the institution’s IMA permission so
that the following eenditienreguiferient is met with the sum taken over from the

preceding 60 business days:

1 = PESEC,
60 £y PESS,

> 75%

Where 2 tading-desk-of-an institution no longer meets the requirement referred to in the
first.stlg-paragraph of point (a) of this peintparagraph 2 the institution shall immediately
notify the PRA thereof and, in order to meet that requirement, shall update the subset of

the'modellable risk factors within twe-weeks-in-orderto-meetthatrequirement-whereone

month. If, after two-weeksone month, that institution has-failedcontinues to fail to meet that
requirement, the institution:

(i) shall retcease use_of internal models in accordance with this Part in relation to any-of
the positions assigned to thattrading-deskthe number of trading desks which it is
necessary to exclude from the calculation in paragraph 1 in order for the institution to
meet the requirements; and

(i) _shall apply Market Risk: Advanced Standardised Approach (CRR) Part to calculate
the own funds requirements for market risk for all the positions assigned to thaithose
trading desk—Fhedesks.



If the institution_provides to the PRA a reasoned confirmation that the institution is
compliant with the requirements referred to in the first sub-paragraph of point (a) of this
paragraph 2, it may resume the use of internal models in accordance with this Part to
calculate own funds requwements for market risk for the posmons ef—these—tpadmg—desks—#

Feqa#emen&&re#e%&e«ﬁhe%&—paragrap#e@ﬂmsﬁemassmned to those traqu desks;

(b) in calculating:

PESFS!

an institution shall only apply scenarios of future shocks to the subset of the modellable
risk factors of the positions in the portfolio chosen by the institution for the purposes’of
point (a) of this paragraph and which have been mapped to the broad risk factor'eategory
‘" in accordance with Article 325bd;

(c) the data inputs used to determine the scenarios of future shocks applied’te the modellable
risk factors referred to in points (a) and (b) shall be calibrated to historical data from a
continuous 12-month period of financial stress that shall be identified by the institution in
order to maximise the value of:

PESE

and for the purpose of identifying that stress pefiod, an institution shall use an appropriate
observation period starting at least from 1 Janbary 2007. The institution shall assess the
appropriateness of the stress period at each,quarterly reporting reference date and shall
adjust the stress period as necessary;and

(d) the data inputs of:

PESFS?

shall be calibrated to the 12 -month stress period that has been identified by the institution
for the purposes.ofipoint (c).

For the purpose ofCalculating the partial expected shortfall measures:

PESF¢

and
PESEC!

referred to in Article 325bb(1), an institution shall, in addition to the requirements set out in
paragraph 1 of this Article, meet the following requirements:

(a) in calculating:

PESEC

an institution shall only apply scenarios of future shocks to the subset of the modellable
risk factors of the positions in the portfolio referred to in point (a) of paragraph 2;

(b) in calculating:



PESEC!

an institution shall only apply scenarios of future shocks to the subset of the modellable
risk factors of the positions in the portfolio referred to in point (b) of paragraph 2;

(c) the data inputs used to determine the scenarios of future shocks applied to the modellable
risk factors referred to in points (a) and (b) of this paragraph shall be calibrated to historical
data referred to in point (c) of paragraph 4; that data shall be updated on at least a monthly
basis.

For the purpose of calculating the partial expected shortfall measures:

PESF®

and

PESF¢!

referred to in Article 325bb(1), an institution shall, in addition to the requiremeénts set out in
paragraph 1 of this Article, meet the following requirements:

(a) in calculating:

PES{©

an institution shall apply scenarios of future shocks t0"all'the modellable risk factors of the
positions in the portfolio;

(b) in calculating:

PESF¢*

an institution shall apply scenariog of future shocks to all the modellable risk factors of the
positions in the portfolio which have’been mapped to the broad risk factor category i in
accordance with Article 325bd; and

(c) the data inputs used ta’determine the scenarios of future shocks applied to the modellable
risk factors referred.to in"points (a) and (b) shall be calibrated to historical data from the
preceding 12-month period; provided that where there is a significant upsurge in the price
volatility of aumaterial number of modellable risks factors of an institution's portfolio which
are not in_the.subset of the risk factors referred to in point (a) of paragraph 2, the institution
must use ‘historical data for a period shorter than the preceding 12 -months, but of at least
the preceding six -months.

In calculating a given partial expected shortfall measure as referred to in Article 325bb(1), an
institution shall maintain the values of the modellable risks factors for which they have not been
required to apply scenarios of future shocks for that partial expected shortfall measure under
paragraphs 2, 3 and 4 of this Article.

[Note: This rule corresponds to Article 325bc of CRR as it applied immediately before revocation by
the Treasury-]]

Article 325bd LIQUIDITY HORIZONS

1.

An institution shall, in accordance with the methodologies set out in this Article and in
articleArticle 325bdx, map each risk factor of positions assigned to the trading desks for which it
has been granted an IMA permission, to one of the broad categories of risk factors listed in
Table 2 and to one of the broad sub-categories of risk factors listed in that Table.



2. For the purposes of paragraph 1, the liquidity horizon of a risk factor shall be the liquidity
horizon of the corresponding broad sub-category of risk factors to which it has been mapped.

3. By way of derogation from paragraph 1 of this Article, for a given trading desk, an institution
may decide to replace the liquidity horizon of a broad sub-category of risk factors listed in
Table 2 of this Article with one of the longer liquidity horizons listed in Table 1 of Article 325bc.
Where an institution takes such a decision, the longer liquidity horizon shall apply to all the
modellable risk factors of the positions assigned to that trading desk that have been mapped to
that broad sub-category of risk factors for the purpose of calculating the partial expected
shortfall measures in accordance with point (c) of Article 325bc(1).

An institution shall notify the PRA of the trading desks and the broad sub-categories of risk
factors to which it decides to apply the treatment referred to in this paragraph.

4, For the purpose of calculating the partial expected shortfall measures in accordance with point
(c) of Article 325bc(1), an institution shall calculate the effective liquidity horizon of a‘given
modellable risk factor of a given trading book position and of a non-trading book position that is
subject to foreign exchange or commodity risk as follows:

SubCatLH if Mat > LH5
E tiveLH = . . .
frective min (SubCatLH, min{LHj/LHj > Mat}) if BHY < Mat < LH5
LH1if Mat <~LHY

where:
EffectiveLH= the effective liquidity harizon;
Mat= the maturity of the trading book position;
SubCatLH= the length of liguidity horizon of the modellable risk factor determined in

accordance with-paragraph 1; and

minj {LHj/LHj = Mat}= the length of one of the liquidity horizons listed in Table 1 of Article 325bc
whigh,is the nearest liquidity horizon above the maturity of the trading book

pesition.
5. [Note: Provision leftsblank]
6. An institution,shall verify the appropriateness of the mapping referred to in paragraph 1 on at

least a mantblyquarterly basis.

7. An institution shall map risk factors of positions referred to in paragraph 1 to the broad risk
facter categories and broad risk factor subcategories of Table 2 in accordance with Article

325bdx.
Table 2
Broad categories of | Broad sub- Liquidity horizons Length of the
risk factors categories of risk liquidity horizon (in
factors days)
Interest rate Most liquid currencies | 1 10
and domestic
currency
Other currencies 2 20




(excluding most liquid
currencies)

Volatility 60
Other types 60
Credit spread Central government, 20
) :
banksof Member
States
e 20
) -
.ssged‘by © edit
States (Investment
Grade)
Credit spread Sovereign 20
(Investment grade)
Sovereign (High 40
yield)
Corporate 40
(Investment grade)
Corporate (High yield) 60
Volatility 120
Other types 120
Equity Equity price (Large 10
market capitalisation)
Equity price (Small 20
market capitalisation)
Volatility (Large 20
market capitalisation)
Volatility (Small 60
market capitalisation)
Other types 60
Foreign exchange Most liquid currency 10
pairs
Other currency pairs 20
(excluding most liquid
currency pairs)
Volatility 40

( split cells




Other types 3 40

Commodity Energy price and 2 20

carbon emissions
price

Precious metal price 2 20
and non-ferrous metal
price

Other commodity 4 60
prices (excluding
energy price, carbon
emissions price,
precious metal price
and non-ferrous metal

price)

Energy volatility and 4 60
carbon emissions

volatility

Precious metal 4 60

volatility and non-
ferrous metal volatility

Other commodity 5 120
volatilities (excluding
energy volatility,
carbon emissiohs
volatility, precious
metal volatility @and
non-ferrqus,metal
volatility)

Other'types 5 120

For the purpose of thiS\Article:

@)

(b)

the currencies that constitute the most liquid currencies for the purposes of the relevant
subcategeryin the interest rate broad risk factor sub-category of Table 2 shall be, in
addition to the domestic currency mentioned in that Table, the following currencies:
Australian dollar (AUD); Canadian dollar (CAD); Euro (EUR); Pound sterling (GBP);
Japanese yen (JPY); Swedish kroner (SEK); United States dollar (USD); and

the currency pairs that constitute the most liquid currency pairs subcategory in the foreign
exchange broad risk factor category of Table 2 shall be any currency pairs formed from
any two of the following currencies: Australian dollar (AUD); Brazilian lire (BRL); Canadian
dollar (CAD); Swiss franc (CHF); Chinese yuan (CNY); Euro (EUR); Pound sterling (GBP);
Hong Kong Dollar (HKD); Indian rupee (INR); Japanese Yen (JPY); South Korean won
(KRW); Mexican peso (MXN); Norwegian kroner (NOK); New Zealand dollar (NZD);
Russian rouble (RUB); Swiss kroner (SEK); Singapore dollar (SGD); Turkish lira (TRY);
United States dollar (USD); and South African rand (ZAR).

For the purpose of this Article, an equity shall be considered as an equity with large
capitalisation where its market capitalisation is greater than GBP1GBP 1.60 billion. All other
equities shall be considered as equities with small capitalisation.




[Note: Paragraphs {1} to {6} of this rule correspond to Article 325bd(1) to (6) of CRR as it applied
immediately before revocation by the Treasury-]]

Article 325bdx MAPPING OF RISK FACTORS

1. An institution shall map risk factors of positions referred to in paragraph 1 of Article 325bd to
the broad risk factor categories and broad risk factor subcategories of Table 2 of Article 325bd
in accordance with the following:

(a) it shall map the risk factor to the most appropriate broad risk factor category, having regard
to the nature of the risk captured by the risk factor and the data used as inputs for the risk
factor in the risk measurement model;

(b) it shall map the risk factor to the most appropriate broad risk factor subcategorysunder the
broad risk factor category identified in accordance with point (a), having regardito the
nature of the risk captured by the risk factor and the data used as inputs*or the risk factor
in the risk measurement model.

2. Where the nature of the risk factor does not correspond to any broad riskfactor category, the
institution shall map that risk factor to the broad risk factor category ‘commodity’ and to the
broad risk factor subcategory ‘other types’ under the ‘commodity, broad risk factor category.

3. Where the nature of the risk captured by the risk factor and the,data used as inputs for that risk
factor correspond to risk factors that could fall under moré than one broad risk factor category
or broad risk factor subcategory, the institution shall apply the following steps in sequence:

(a) it shall first identify the broad risk factor categories and the corresponding broad risk factor
subcategories that could be identified for that ¥isk factor on the basis of its nature and the
data used as inputs;

(b) among the broad risk factor categories and the corresponding broad risk factor
subcategories identified in aceordance with point (a), it shall map the risk factor to the
broad risk factor category and. the corresponding broad risk factor subcategory that results
in the longest liquidity horizon; and

(c) where, based on the process referred to in point (b), more than one broad risk factor
category and corresponding broad risk factor subcategory would result in the longest
liquidity horizenyit'may map the risk factor to any of those broad risk factor categories and
their corresponding broad risk factor subcategories.

Mapping methodology for index instruments

4, By waynofiderogation from paragraph 1, where a single risk factor is used to model a
homogeneous index instrument, an institution may apply instead the following steps in
sequence:

(a) it shall map the risk factor to the broad risk factor category corresponding to the risk
embedded in the homogenous index. Where the risk factor is the price of a homogenous
index made of bonds and indices composed by bonds only, it shall map that risk factor to
the credit spread broad risk factor category;

(b) it shall apply paragraph 1 to 3 to each of the constituents of the index to obtain the liquidity
horizons of each constituent;

(c) it shall compute the weighted average of the liquidity horizons obtained pursuant to point
(b) and rounded to the nearest integer, by first multiplying the liquidity horizon of each




individual constituent of the index by its weight in the index and then by summing the
weighted liquidity horizons for all constituents of the index; and

(d) it shall map the risk factor to that subcategory of Table 2 of Article 325bd, among those
belonging to the broad risk factor category identified in accordance with point (a), that has
the shortest liquidity horizon which is greater or equal to the liquidity horizon identified in
accordance with point (c).

For the purposes of this paragraph, ‘homogeneous index’ shall refer to an index that has one of
the following compositions:

(i) equities and indices composed by equities only;
(ii) bonds and indices composed by bonds only;
(iii) credit default swaps and indices composed of credit default swaps only;_ or

(iv) commodities and indices composed of commodities only.

Mapping of inflation, mono-currency and cross-currency basis risk factors

5. An institution shall map the following risk factors as follows:

(a) inflation risk factors for a given currency shall be mappedjto.the interest rate broad risk
category and to the broad risk factor subcategory of that-eurrency;

(b) mono-currency basis risk and cross-currency basis risk factors shall be mapped to the
interest rate broad risk factor category and tg"thebroad factor subcategory of the currency
denominating the basis;

(c) equity repo rates and dividend risk factars shall be mapped to the equity broad risk factor
category; and

(d) for the purpose of determining the broad risk factor subcategory, equity repo rates and
dividend risk factors for a‘given equity shall be treated as risk factors corresponding to the
volatility of that equity.

Article 325be ASSESSMENT OF THE MODELLABILITY OF RISK FACTORS

1. An institution shalllassess the modellability of all the risk factors of the positions assigned to the
trading desks for which it has been granted an IMA permission.

2. As part of'the’assessment referred to in paragraph 1 of this Article, an institution shall calculate
the oWh,fuhds requirements for market risk in accordance with Article 325bk for those risk
factors'that are not modellable.

3. With the exception of the cases referred to in paragraphs 8 to 10 of this Article, an institution

shall consider a risk factor subject to the assessment referred to in paragraph 1 of this Article to
be modellable where, over an observation period of 12 months ending at the preceding
quarterly reporting reference date an institution has identified for that risk factor either of the
following:

(@) a minimum of 24 prices which are verifiable in accordance with paragraphs 5 and 6 of this
Article with distinct observation dates, which are representative of the risk factor in
accordance with paragraph 7 of this Article and for which there are no 90-day periods with
less than four of those verifiable prices; and



(b) a minimum of 100 prices which are verifiable in accordance with paragraphs 5 and 6 of
this Article, with distinct observation dates and which are representative of the risk factor in
accordance with paragraph 7 of this Article.

4, An institution may replace the 12-month period referred to in paragraph 3 by a 12-month period
that is ending no earlier than one month before the preceding quarterly reporting reference date
where all of the following conditions are met:

(a) the institution applies the shifted 12-month period consistently across all risk factors of the
same type as that risk factor;

(b) the institution applies the shifted 12-month period consistently across time; and
(c) the institution documents the use of a 12-month period in accordance with this paragraph.

Verifiable prices
5. For the purposes of this Atrticle:

(a) an institution shall consider a price to be verifiable where any ofithéfollowing conditions
and the requirements of paragraph 6 of this Article are met:

(i) the price is obtained from an actual transaction to whiChythe institution was one of the
parties and which was entered into at arm’s length;

(i) the price is obtained from an actual transaction Which was entered into by third parties
at arm’s length; or

(i) the institution has identified, on a giv€nobservation date, an actual bona fide
competitive bid and offer quotations provided at arm’s length by the institution itself or
by third parties, at which, conforming to trade custom, the institution or the third
parties have committed to exeCute a transaction.

(b) an institution shall not consider.a price to be verifiable where any of the following
conditions are met:

(i) the price is obtained from a transaction or quotation between two entities of the same
group;

(i) the priceis obtained from a transaction or quotation of a negligible volume as
conpared to usual volume of transactions or quotes, reflective of current market
conditions; or

(iii)» the price is obtained from a quotation that is substantially further off mid-market than
the institution identified on a given observation date actual bona fide competitive bid
and offer quotations, with a bid—offer spread deviating substantially from bid—offer
spreads reflective of current market conditions;

(c) transactions shall not be conducted and quotations shall not be committed with the sole
purpose of identifying a sufficient number of verifiable prices to meet the criteria specified
in points (a) and (b) of paragraph 3 of this Article; or

(d) the observation date of a verifiable price shall correspond to the day of execution for
transactions and to the day on which the quotation was committed for quotations. The
observation date of verifiable prices shall be recorded based on a consistent single time
zone across all data sources.



6. An institution shall use a transaction or a quotation for the purpose of points (a)(ii) and (a)(iii) of
paragraph 5(a) only if all the following conditions are met:

(a) the transaction or quotation has been processed through, or collected by, a third-party
vendor;

(b) the third-party vendor or the institution has agreed to provide evidence of the transaction
or quotation and evidence of the verifiability of its price to the PRA upon request;

(c) the third-party vendor has provided to the institution the observation date and a minimum
set of information about the transaction or quotation on the basis of which the institution is
able to map the verifiable price to its risk factors for which it is representative in
accordance with paragraph 7 of this Article;

(d) the institution has verified that the third-party vendor is subject, at least annually, to an
independent audit by a third-party undertaking, within the meaning of Article 325bi(1)(h),
regarding the validity of its price information, governance and processesyand has access
to audit results and reports, in case these are requested by the PRA«

For the purpose of point (d), the independent audit by a third-party,undertaking shall
include, at a minimum, all of the following elements:

(i) that the third-party vendor possesses the information'necessary to verify that a price
is verifiable in accordance with paragraph 5 of this\Article, as well as the information
necessary to map the verifiable prices to the,risk*factors for which they are
representative in accordance with paragraph.7 of this Article;

(ii) that the third-party vendor is able to demonstrate the integrity of the information

referred to in subparagraphpoifi(a);

(i) that the third-party vendor has'in place internal processes and a sufficient number of
staff with a level of skillsrappropriate for the management of the information referred

to in subparagraphoint (a);_and

(iv) that, where a thirdsparty vendor does not provide the institution with the information to
verify that a pfice is verifiable in accordance with paragraph 5 of this Article, the third-
party vendoris'contractually obliged to verify itself that the price is verifiable in
accordaneg with this Article; and

(e) wheremathird-party vendor does not provide the institution with the information to verify
thatrayprice is verifiable in accordance with paragraph 5 of this Article, the institution must
ensure that the third-party vendor is contractually obliged to verify itself that a price is
Verifiable in accordance with paragraph 5 of this Article.

Répresentativeness of verifiable prices for risk factors
7. In relation to the representativeness of risk factors, an institution:
(a) shall consider a verifiable price to be representative of a risk factor at its observation date
only where both the following conditions are met:

(i) there is a close relationship between the risk factor and the verifiable price; and

(ii) the institution has a specific conceptually sound methodology to extract the value of
the risk factor from the verifiable price. Any input data or risk factor used in that
methodology other than that verifiable price shall be based on objective data;



(b) shalimay count a verifiable price for the purpose of this Article for more than one risk factor
for which it is representative in accordance with paragraph 1-enly-where-an-institution-has

risk-factors-forwhich-the-verifiable-price-is-counted.. An institution shall document and
validate all instances where a verifiable price is counted for more than one risk factor, and
shall notify the PRA of the justification for this; and

(c) where it uses a systematic credit or equity risk factor to capture market-wide movements
for given attributes of a pool of issuers, such as the country, region or sector of those
issuers, verifiable prices of market indices or instruments of individual issuers shall be
considered representative for that systematic risk factor only where they share the same
attributes as that systematic risk factor.

Criteria for the modellability of risk factors belonging to curves, surfaces and_ cubes

8. In relation to the modellability of risk factors belonging to curves, surfaces andicubes, an
institution shall comply with the following:

(@) where an institution defines one or more points of a curve, a surface or a cube as the risk
factors in its risk measurement model, the institution shall assess the modellability of those
risk factors by applying the following steps in sequence:

(i) for each curve, surface or cube, it shall determifiext€levant buckets of risk factors in
accordance with paragraph 9 of this Article}

(ii) it shall determine the modellability of thé buckets determined pursuant to point (i) in
accordance with point (b) of paragraph'8(b} of this Article; and

(iii) it shall consider as modellable risk factor any risk factor that belongs to a bucket that
has been considered modellable pursuant to point (a)(ii) of paragraph 8 of this Article;

(b) an institution shall consider asbucket modellable where, over an observation period of 12
months ending at the preceding quarterly reporting reference date, the institution has
identified, for that bucket, either of the following:

(i) a minimum-ef'24 prices which are verifiable in accordance with paragraphs 5 and 6 of
this Artielewith distinct observation dates, which are allocated to that bucket and for
whichi'there shall be no 90-day period with less than four of those verifiable prices; or

(i) .a minimum of 100 prices which are verifiable in accordance with paragraphs 5 and 6
of this Article, with distinct observation dates and which are allocated to that bucket-;

(@) van institution may replace the 12-month period referred to in this paragraph by a 12-month
period that is ending no earlier than one month before the preceding quarterly reporting
reference date where all of the following conditions are met:

(i) the institution applies the shifted 12-month period consistently across all the buckets
of a curve, a surface or a cube;

(i) the institution applies the shifted 12-month period consistently across time; and

(i) the institution documents the use of a 12-month period in accordance with this
paragraph.

An institution shall allocate a verifiable price to a bucket where it is representative in
accordance with paragraph 7 of this Article for a risk factor that belongs to that bucket. For



this purpose, the institution may consider as a risk factor any point of the curve, surface or
cube belonging to the bucket, regardless of whether such point is a risk factor included in
the risk measurement model.

Bucketing approaches for risk factors belonging to curves, surfaces or cubes

9. In relation to each given curve, surface or cube to which a risk factor belongs:

(a) an institution shall determine the buckets of that curve, surface or cube using the standard
pre-defined buckets in point (b), unless it meets the requirements for the derogation in
paragraphpoint (c), in which case it may either define those buckets itself or define them
using a combination of its own definitions and the standard pre-defined buckets in poipt
(b), provided that only one method may be used within each dimension;

(b)

The standard, pre-defined buckets are:

0]

(i)

(il

(v)

the nine buckets defined in row i. of Table 1 below for risk factors with one maturity
dimension t, expressed in years, which have been assigned to the'fellowing broad
risk factor categories:

(1) Interest rate, except those risk factors assigned to the bread risk factor
subcategory Volatility;

(2) Foreign Exchange, except those risk factors assigned to the broad risk factor
subcategory Volatility; or

(3) Commodity, except those risk factors ‘assigned to the broad risk factor
subcategories Energy volatility andicarbon emissions volatility, Precious metal
volatility and nonferrous metal volatility and Other commodity volatilities;

the six buckets defined in rowesil. ‘of Table 1 for each maturity dimension tt’ of risk
factors with more than onefmaturity dimension, expressed in years, which have been
assigned to the following broad risk factor categories:

(1) Interest rate, except those risk factors assigned to the broad risk factor
subcategory Velatility;

(2) ForeigmExchange, except those risk factors assigned to the broad risk factor
subcategory Volatility; or

(3% €ommodity, except those risk factors assigned to the broad risk factor
subcategories Energy volatility and carbon emissions volatility, Precious metal
volatility and nonferrous metal volatility and Other commodity volatilities;

the five buckets defined in row iii. of Table 1 for each maturity dimension ‘t’ for risk
factors with one or several maturity dimensions, expressed in years, which have been
assigned to the following broad risk factor categories:

(1) Credit spread, except those risk factors assigned to the broad risk factor
subcategory Volatility; or

(2) Equity, except those risk factors assigned to the broad risk factor subcategories
Volatility (Large capitalisation) and Volatility (Small capitalisation);

the five buckets defined in row iv. of Table 1 for any risk factors with one or several
moneyness dimensions, as expressed using the delta ('§’) convention. For option
markets where alternative definitions of moneyness are standard, an institution shall



V)

(vi)

convert the buckets defined in row iv. of Table 1 to the market-standard convention
using formulae which are consistent with their own documented and independently
reviewed pricing models;

the five buckets defined in row iii. and the five buckets defined in row iv. of Table 1 for
risk factors assigned to the following broad risk factor categories:

(1) Foreign Exchange, exclusively those risk factors assigned to the broad risk factor
subcategory Volatility;

(2) Credit spread, exclusively those risk factors assigned to the broad risk factor
subcategory Volatility;

(3) Equity, exclusively those risk factors assigned to the broad risk factor
subcategories Volatility (Large capitalisation) and Volatility (Small capitalisation);
or

(4) Commodity, exclusively those risk factors assigned to the proad risk factor
subcategories Energy volatility and carbon emissions Volatility, Precious metal
volatility and non-ferrous metal volatility and Other commodity volatilities;

the six buckets defined in row ii., the five buckets defined in row iii. and the five
buckets defined in row iv. of Table 1 for risk factors/agsigned to the broad risk factor
category Interest rate and to the broad risk facter Subcategory Volatility with a
maturity, expiry and moneyness dimension;

Table 1
Bucket | 1 2 3 4 5 6 7 8 9
No.
i. o<t 075 <t 1.5< ¢t 4<t 7<t 12 18<t 25<t | 35<t
<075 | <15 <4 <7 <12 <t <25 <35
<18
ii. o<t 0755 t 4<t 10<t 18<t 30
<075 | <% <10 <18 <30 <t
iii. 0 <t 15<t 35<t 75<t 15<t
<15 <35 <75 <15
iv, 0<6 | 005<6 03<4§ 07<6 | 095<§

<005| <03 <0.7 <0.95 <1

A given standard bucket may be subdivided in smaller buckets.

©

By way of derogation from paragraphpoint (a);) only where all the following conditions are
met, an institution may either define the buckets of a curve, surface or cube themselves

only-where-all-the-following-conditions-are-metor define them using a combination of their

own definitions and the standard pre-defined buckets in point (b), provided that only one

method may be used within each dimension:




(d)

(i) the buckets cover the whole curve, surface or cube;
(ii) the buckets are non-overlapping; and

(iii) each bucket includes exactly one risk factor that is part of the calculation of the
theoretical changes in the trading desk portfolios’ values of the institution for the
purposes of assessing the compliance with the profit and loss attribution requirements
in accordance with Article 325bg;

For the assessment of the modellability of risk factors of the broad risk factor category
Credit spread belonging to a certain maturity bucket, an institution may reallocate the
verifiable prices of a bucket to the adjacent bucket related to shorter maturities only whete
all the following conditions are met:

(i) the institution does not have exposure to any risk factor belonging to the’bucket
corresponding to the longer maturities and hence does not use any“ef theése risk
factors within its risk managementmeasurement model;

(i) any verifiable price is only counted in a single maturity bucket;and

(iii) any verifiable price is only reallocated once.

Criteria for the modellability of risk factors belonging to parametric curves, surfaces and

cubes

10. Inrelation to the modellability of risk factors belongin@to parametric curves, surfaces and
cubes;:

@

()

©

where an institution uses one or more parametric functions to represent a curve, a surface
or a cube and defines the function parameters as the risk factors in its risk measurement
model, the institution shall assess/the modellability of those function parameters used as
risk factors by applying for each\parametric function the following steps in sequence:

(i) it shall identify the set of points of the curve, surface or cube that were used to
calibrate the parameétric function;

(ii) it shall apply«thesbucketing approach set out in paragraph 9 of this Article as if the risk
factors in thejrisk measurement model were the points identified pursuant to point (i);

(iii) it shall'aSsess, in accordance with paragraph 8 of this Article, the modellability of the
backets resulting from the application of the bucketing approach referred to in
paragraph 9 of this Article, as if the risk factors in the risk measurement model were
the points identified in point (i);

for the purpose of assessing the modellability of a parameter of the parametric function,
the institution shall apply the following steps in sequence:

(i) it shall identify the set of points of the curve, surface or cube that were used to
calibrate that function parameter;

(i) it shall assess that function parameter as modellable, where the points identified
pursuant to point (i) belong only to buckets assessed as modellable pursuant to point

(a)(iii}-efparagraph-(a); and

it shall assess that function parameter as non-modellable, where a point identified
pursuant to point (i) belongs to a bucket assessed as non-modellable pursuant to point

(a)iiiy-of paragraph-(a).



Documentation

11.

12.

An institution shall clearly document in its internal policies:

(a) the set and definitions of risk factors in its risk measurement model subject to the
modellability assessment;

(b) the sources of verifiable price information used to assess the modellability of risk factors;

(c) the criteria for a price to be considered verifiable in accordance with paragraphparagraphs
5 and 6 of this Article, including an outline of how the institution assesses whether the
volume of a transaction or committed quote is non-negligible in accordance with point
(b)(ii) of paragraph 5 of this Article and whether the bid—offer spread of a quote is
reasonable in accordance with point (b)(iii) of paragraph 5 and paragraph 6 of this ‘Aftticle;

(d) the mapping process and the criteria used to determine the representativeness‘of
verifiable prices to risk factors in accordance with paragraph 7 of this Artiele, including an
outline of the methodology specified for the extraction of the value of the'tisk factor and
any additional input the methodology potentially requires;

(e) the modellability assessment for parametric curves, surfaces or,cubes in accordance with
paragraph 10;

(f) the use of the bucketing approaches in accordance with{paragraph 9 of this Article, also
specifying whether and how the institution reallocates the verifiable prices of a bucket to
the adjacent bucket related to shorter maturities; and

(g) the use of the 12-month period in accordancewith paragraphs 3 and 8 of this Atrticle.

For each risk factor, an institution shall Keep,a record of at least one year of the results of their
modellability assessment, including the"documentation referred to in points (a) to (g)-) of
paragraph 11 of this Article. For riskfactors for which one year of results is not yet available, an
institution shall keep the maximum available track record of results.

applied immediately before revocatienh by the Treasury-}]

‘ [Note: Paragraphs {1} and {2) of this,rule correspond to Article 325be(1),{) and (2) of CRR as it

Article 325bf REGULATORY BACK-TESTING REQUIREMENTS AND

MULTIPLICATION FACTORS

For the purposes of this Article, an ‘overshooting’ means a one-day change in the value of a
portfolio,.composed of all the positions assigned to the trading desk that exceeds the related
value:atsrisk number calculated on the basis of the institution's internal model in accordance
with'the following requirements:

(@) the calculation of the value at risk shall be subject to a one-day holding period;

(b) scenarios of future shocks shall apply to the risk factors of the trading desk's positions
referred to in Article 325bg(3), including risk factors that are considered non-modellable in
accordance with Article 325be;

(c) data inputs used to determine the scenarios of future shocks applied to the risk factors
shall be calibrated to historical data referred to in point (c) of Article 325bc(4);_and

(d) unless stated otherwise in this Article, the institution's internal model shall be based on the
same modelling assumptions as those used for the calculation of the expected shortfall
risk measure referred to in point (a) of Article 325ba(1).



An institution shall count daily overshootings on the basis of back-testing of the hypothetical
and actual changes in the value of the portfolio composed of all the positions assigned to the
trading desk.

An institution's trading desk shall be deemed to meet the back-testing requirements where the
number of overshootings for that trading desk that occurred over the most recent 250 business
days does not exceed any of the following:

(a) 12 overshootings for the value-at-risk number, calculated at a 99th percentile one tailed-
confidence interval on the basis of back-testing of the hypothetical changes in the value of
the portfolio;

(b) 12 overshootings for the value-at-risk number, calculated at a 99th percentile one tailed-
confidence interval on the basis of back-testing of the actual changes in the value,of.the
portfolio;

(c) 30 overshootings for the value-at-risk number, calculated at a 97;.5th percentile one tailed-
confidence interval on the basis of back-testing of the hypothetical changes in the value of
the portfolio;_or

(d) 30 overshootings for the value-at-risk number, calculated at a’97-.5th percentile one tailed-
confidence interval on the basis of back-testing of the actual’ehanges in the value of the
portfolio.

An institution shall count daily overshootings in accordance with the following:

(a) itshall base the back-testing of hypothetical ehanges in the value of the portfolio on a
comparison between the end-of-day value-efithe portfolio and, assuming unchanged
positions, the value of the portfolio at,the end of the subsequent day;

(b) it shall base the back-testing of agthal'‘changes in the value of the portfolio on a
comparison between the endsof:day’value of the portfolio and its actual value at the end of
the subsequent day, excluding fees and commissions; and

(c) it shall count an overshooting for each business day for which the institution is not able to
assess the value of the portfolio or is not able to calculate the value-at-risk number
referred to in paragraph 3.

An institution shall-calculate, in accordance with paragraphs 6 and 7 of this Article, the
multiplicationfacter (mc) referred to in Article 325ba for the portfolio of all the positions assigned
to the tradihg desks for which it has been granted an IMA permission.

An institution shall calculate the multiplication factor (mc) as the sum of the value of 1.5 and an
add-on between 0 and 0.5 in accordance with Table 3. For the portfolio referred to in
paragraph 5, the institution shall calculate that add-on on the basis of the number of
overshootings that occurred over the most recent 250 business days as evidenced by the
institution's back-testing of the value-at-risk number calculated in accordance with point (a) of
this subparagraphparagraph. The institution’s calculation of the add-on shall be subject to the
following requirements:

(a) an overshooting shall be a one-day change in the portfolio's value that exceeds the related
value-at-risk number calculated by the institution's internal model in accordance with the
following:

(i) aone-day holding period;

(i) a 99th percentile, one tailed confidence interval;



(iii) scenarios of future shocks shall apply to the risk factors of the trading desks' positions
referred to in Article 325bg(3) and which are considered modellable in accordance
with Article 325be;

(iv) the data inputs used to determine the scenarios of future shocks applied to the
modellable risk factors shall be calibrated to historical data referred to in point (c) of
Article 325bc(4);

(v) unless stated otherwise in this Article, the institution's internal model shall be based
on the same modelling assumptions as those used for the calculation of the expected
shortfall risk measure referred to in point (a) of Article 325ba(1);

(b) the number of overshootings shall be equal to the greater of the number of overshoetings
under hypothetical and the actual changes in the value of the portfolio.

Table 3
Number of overshootings Addfon
Fewer than 5 0.00
5 0.20
6 0.26
7 0.33
8 0.38
9 0.42
Moré, than-9 0.50

An institution shall premgptly notify the PRA of overshootings that result from their back-testing
programme and provide an explanation for those overshootings, and in any case shall notify
the PRA thereofineater than within five business days after the occurrence of an overshooting.

By way of deraegation from paragraph 6 of this Article, an institution may, with the permission of
the PRA, exclude an overshooting from a count if, on applying for such permission, it can
demanstrate to the satisfaction of the PRA that:

(a)y the overshooting is not attributable to a deficiency in the internal risk model; and
(b) it meets either of the following requirements:

(i) if the overshooting is attributable to a non-modellable risk factor, the one-day change
in the portfolio’s value does not exceed the related value-at-risk number referred to in
point (a) of subparagraphparagraph 6 but calculated by applying the scenarios of
future shocks to all risk factors of the trading desk's positions referred to in
Article 325bg(3), including non-modellable risk factors; or

(i) if the overshooting is attributable to deficiencies in risk capture and where the
institution fulfils an additional own funds requirement in accordance with Article
325az(4), the additional own funds requirement calculated in accordance with



Article 325az(4) is higher than the positive difference between the change in the value
of the institution's portfolio and the related value-at-risk number.

[Note: This is a permission created under sections 144G{2} and 192XC of FSMA to which Part 8 of
the Capital Requirements Regulations applies]

9. For the purpose of the trading desk back-testing referred to in paragraph 3, an institution shall:

(a) compute actual changes in the trading desk portfolio’s value using the same pricing
methods, model parametrisations, market data and any other technique as those used in
the end-of-day valuation process, taking into account the independent price verification
process in accordance with paragraph 8 of Trading Book (CRR) Part Article 105;

(b) reflect the passage of time in the actual changes in the trading desk portfolio’s value;

(c) compute the value of an adjustment on the basis of only the positions assigned\o that
trading desk and shall reflect changes in its value only on the reference date for the
calculation of the adjustment;

(d) include in the actual changes in the trading desk portfolio’s value¢only the adjustments that
have been considered in the end-of-day valuation process referred to in sub-paragraph (1)
that are market risk related, with the exception of all of the/following:

(i) credit valuation adjustments reflecting the current market value of the credit risk of
counterparties to the institution;

(i) adjustments attributed to the institution’s-ewn’credit risk that have been excluded from
own funds in accordance with point (b),0x (c) of Article 33(1) of CRR;

(iii) additional value adjustments deducted from Common Equity Tier 1 capital in
accordance with Article 34 of CRR;

provided that, an institution may,also exclude from the calculation of the actual changes an
adjustment that is computed, in the end-of-day valuation process, across sets of positions
assigned to more than/One trading desk on a net basis, where all of the following
conditions are met.

(1) that adjustment is computed across sets of positions assigned to more than one
trading(desk on a net basis due to its nature;

(2) theinternal risk management of that adjustment is consistent with the level at which it
i§ calculated;

(3) the institution documents all of the following:
(a) the sets of positions on which the adjustment is computed;

(b) the reasoning underpinning the computation of the adjustment on the sets of
positions referred to in point (1);_and

(c) the justification for not computing the adjustment on the basis of positions
assigned to that trading desk only.

Technical elements to be included in the actual changes in the portfolio’s value for the back-
testing

10.  For the purpose of the back-testing referred to in paragraph 6 of this Article, an institution shall:



@

(b)
(©

(e)

compute actual changes in the portfolio’s value using the same pricing methods, model
parametrisations, market data and any other technique as those used in the end-of-day
valuation process, taking into account the independent price verification process in
accordance with paragraph 8 of Trading Book (CRR) Part Article 105;

reflect the passage of time in the actual changes in the portfolio’s value;

include in the actual changes in the portfolio’s value the adjustments that have been
considered in the end-of-day valuation process referred to in sub-paragraph (1) that are
market risk related, with the exception of all of the following:

(i) credit valuation adjustments reflecting the current market value of the credit risk of
counterparties to the institution;

(if) adjustments attributed to the institution’s own credit risk that have been@xclided from
own funds in accordance with point (b) or (c) of Article 33(1) of CRRy,and

(iii) additional value adjustments deducted from Common Equity TienI.eapital in
accordance with Article 34 of CRR;

compute the value of an adjustment in either of the following‘ways:

(i) on the basis of only those positions that are assigrniedsto trading desks for which an
institution calculate the own funds requirements for market risk in accordance with
this Part; or

(i) on the basis of all positions subject to own*funds requirements for market risk; and

reflect changes in the value of that adjustment only on the reference date for the
calculation of the adjustment.

Technical elements to be included in the'hypothetical changes of a trading desk portfolio’s
value for the back-testing

11.

For the purpose of the trading‘desk back-testing referred to in paragraph 3 of this Article, an
institution shall:

@

(b)

©

compute hypothetical changes in the trading desk portfolio’s value using the same pricing
methods,,m@del‘parametrisations, market data and any other technique as those used in
the end-of-day valuation process, without considering any fees and commissions;

refleet the passage of time effect in the hypothetical changes in the trading desk portfolio’s
value-consistently with the treatment they apply in relation to such effect in the calculation
ofithe expected shortfall risk measure referred to in Article 325bb and in the calculation of
the stress scenario risk measure referred to in Article 325bk;_and

include in the hypothetical changes in the trading desk portfolio’s value only adjustments
that have been considered in the end-of-day valuation process referred to in the first
paragraph that are market risk related and are calculated on a daily basis, with the
exception of all of the following:

(i) credit valuation adjustments reflecting the current market value of the credit risk of
counterparties to the institution;

(i) adjustments attributed to the institution’s own credit risk that have been excluded from
own funds in accordance with point (b) or (c) of Article 33(1) of CRR;



(iii) additional value adjustments deducted from Common Equity Tier 1 capital pursuant to
Article 34 of CRR; and

(iv) any other adjustment specified for the purposes of this paragraph in the institution’s
IMA permission.

12. By way of derogation from point (a) of paragraph 11 of this Article, an institution may also
exclude from the calculation of the hypothetical changes an adjustment that is computed, in the
end-of-day valuation process, across sets of positions assigned to more than one trading desk
on a net basis, where all of the following conditions are met:

@

(b)

©

that adjustment is computed across sets of positions assigned to more than one trading
desk on a net basis due to its nature;

the internal risk management of that adjustment is consistent with the level at‘whieh it is
calculated;

the institution documents all of the following:
(i) the sets of positions on which the adjustment is computed;

(i) the reasoning underpinning the computation of the adjistment on the sets of positions
referred to in point (i); and

(iii) the justification for not computing the adjustment on the basis of positions assigned to
that trading desk only.

13.  Aninstitution shall compute the value of an adjustment on the basis of the positions assigned to
that trading desk only and shall reflect changesibased on a comparison between the end-of-
day value of that adjustment and, assumifig‘unchanged positions in the trading desk’s portfolio,
the value of that adjustment at the end ofjthe subsequent day.

Technical elements to be included inthe hypothetical changes in the portfolio’s value for the
back-testing

14.  For the purpose of the back*testing referred to in paragraph 6 of this Article, an institution shall:

@

(b)

(c)

compute hypothetieal changes in the portfolio’s value using the same pricing methods,
model parametrisations, market data and any other technique as those used in the end-of-
day valuatien-process, without considering any fees and commissions;

reflect the passage of time effect in the hypothetical changes in the portfolio’s value
consistently with the treatment the institution applies for such effect in the calculation of the
expected shortfall risk measure as referred to in Article 325bb and in the calculation of the
stress scenario risk measure referred to in Article 325bk;

include in the hypothetical changes in the portfolio’s value only the adjustments that have
been considered in the end-of-day valuation process referred to in the first paragraph that
are market risk related, are calculated on a daily basis, with the exception of all of the
following:

(i) credit valuation adjustments reflecting the current market value of the credit risk of
counterparties to the institution;

(i) adjustments attributed to the institution’s own credit risk that have been excluded from
own funds in accordance with point (b) or (c) of Article 33(1) of CRR;



()

(i)

(iv)

additional valuation adjustments deducted from Common Equity Tier 1 capital as per
Article 34 of CRR; and

other adjustments which are specified for the purposes of this paragraph in the
institution’s IMA permission;

compute the value of an adjustment in either of the following ways:

0]

(i)

on the basis of only those positions that are assigned to trading desks for which an
institution calculates the own funds requirements for market risk using internal models
in accordance with this Part; or

on the basis of all positions subject to own funds requirements for market riskiin this
case, an institution shall include the changes in the value of that adjustment in, the
calculation of the actual changes in the portfolio’s value.

Documentation requirements

15.

An institution shall have policies and procedures in place defining how theycalculate the actual
and hypothetical changes in accordance with paragraphs 9 to 12 of this"Article, which shall
include at least the following elements:

@

(b)

(©

a description of how the actual changes in the relevant portfolio’s value are calculated, an
outline of the differences between the changes in the end-of-day portfolio values produced
by the end-of-day valuation process and the actual thanges in the relevant portfolio’s
value;

the definitions of fees and commissions and the methods used to apply the exclusion
referred to in paragraph 4(b);

a list of all adjustments specifyingfor each adjustment all of the following:

0]
(if)
(i)

(v)
V)

)

(vii)

definitions;
calculation methodelogy and process;

frequency of calculation and reasoning in case of a less than daily calculation
frequencyj

whetherthe adjustment is sensitive to market risk;

the sets of positions on which the adjustment is calculated and the reasoning for
performing the computation on such sets;

whether and how the risk stemming from changes in the adjustment is actively
hedged and which trading desk or desks are responsible for this;

whether and how each adjustment is taken into account in the actual changes in the
relevant portfolio value for the purpose of the back-testing referred to in paragraph 6
and the back-testing referred to in paragraph 3; and

(viii) whether and how each adjustment is taken into account in the hypothetical changes

in the relevant portfolio value for the purpose of this Article 325bf and Article 325bg,
also outlining how the change in the adjustment is calculated if one assumes
unchanged positions in the portfolio.

[Note: Paragraphs {1} to {8} of this rule correspond to Article 325bf(1) to (8) of CRR as it applied
immediately before revocation by the Treasury-]



Article 325bg PROFIT AND LOSS ATTRIBUTION REQUIREMENT

1. An institution must ensure that a trading desk meets the P&L attribution requirements in
compliance with the requirements set out in this Article.

2. An institution shall in compliance with the P&L attribution requirements ensure that the
theoretical changes in the value of a trading desk's portfolio, based on the institution's risk
measurement model, are sufficiently close to the hypothetical changes in the value of the
trading desk's portfolio, based on the institution's pricing model.

3. For each position of a given trading desk, an institution's compliance with the P&L attribution
requirements shall lead to the identification of a precise list of risk factors that are deemed
appropriate for verifying the institution's compliance with the back-testing requirements set out
in Article 325bf.

4. With regard to ensuring that the theoretical changes in a trading desk portfolio’s value’are
sufficiently close to the hypothetical changes in the trading desk portfolio’s value for the
purposes of paragraph 2 of this Article, an institution shall calculate the Speafman correlation
coefficient as laid down in paragraph 5 of this Article, and the Kolmogerey-Smirnov test metric
as laid down in paragraph 6 of this Article.

For the purposes of this Atrticle, an institution may align the snapshet time for which it calculates
the theoretical changes in the trading desk portfolio’s value withihe snapshot time for which it
calculates the hypothetical changes in the trading desk portfalio’s value.

5. In order to calculate the Spearman correlation coefficient for a trading desk referred to in
paragraph 4 of this Article, an institution shall perform the following steps in sequence:

(a) determine the time series of observations/0f,the hypothetical and theoretical changes in
the trading desk portfolio’s value for,the most recent 250 business days;

(b) from the time series of the hypothétical and theoretical changes referred to in point (a),
produce the corresponding time'series of ranks in the manner set out below, treating the
time series of the hypothetical and theoretical changes as the originating time series;

(c) compute the Spearmaf correlation coefficient in accordance with the following formula:

_ cov(Rypy, RerpL)

Ts
ORupL X IRprpL

Where:

Rypr= the time series of ranks produced from the time series of hypothetical
changes as per point (b);

Ryprpr= the time series of ranks produced from the time series of theoretical changes
as per point (b);

ORypL= the standard deviation of the time series of ranks Ry, calculated in
accordance with paragraph 9(a);

ORprpL= the standard deviation of the time series of ranks Rgrp, calculated in
accordance with paragraph 9(b);

cov(Rypr, RrrpL)= the covariance calculated in accordance with paragraph 9(c)

between the time series of ranks Ryp; and Rgrp;.

(d) An institution shall produce the time series of ranks referred to in point (b) from an
originating time series by performing the following steps in sequence:



(e)

(i) for each observation within the originating time series, count the number of
observations with a lower value than that observation within that timestime series;

(i) label each observation with the number resulting from the application of point (i)
increased by one;

(iii) where, as a result of the application of point (ii), two or more observations are labelled
with the same number, an institution shall in addition increase the numbers of those
labels with the decimal fraction of one divided by the quantity of the labels with the
same number;

(iv) consider as time series of ranks the time series of the labels obtained in accordaneg
with points (i) and (ii).

An institution shall calculate the standard deviation of the time series of ranks Ryp, in
accordance with the formula in point (i), the standard deviation of the tine series of ranks
Rgrpr, in accordance with the formula in point (i) and the covariance between them in
accordance with the formula in point (iii) as follows:

0]
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Where:
i= the index that denotes the observation in the time series of ranks;
RypL,= the 'ith’ observation of the time series of ranks Ryp;;
URypL= the mean of the time series of ranks Ryp,;
Rpppry™ the ‘i-th’ observation of the time series of ranks Rgp;;
UR L= the mean of the time series of ranks Rgrpy,.

In order to calculate the Kolmogorov-Smirnov test metric for a trading desk referred to in
paragraph 4 of this Article, an institution shall perform the following steps in sequence:

@

(b)

(©

determine the time series of the most recent 250 business days of observations of the
hypothetical and theoretical changes in the trading desk portfolio’s value;

compute the empirical cumulative distribution function of the hypothetical changes in the
trading desk portfolio’s value from the time series of the hypothetical changes referred to in
point (a);

compute the empirical cumulative distribution function of the theoretical changes in the
trading desk portfolio’s value from the time series of theoretical changes referred to in
point (a); and



(d) obtain the Kolmogorov-Smirnov test metric by calculating the maximum difference
observed between the two empirical cumulative distributions calculated in accordance with
points (b) and (c) at any possible value of profit and loss.

For the purpose of this paragraph, the empirical distribution function obtained from a time
series shall be understood as the function that, given any number as input, results in the ratio of
the number of observations within the time series with lower or equal value than the input
number, to the number of observations within the full time series.

For the purpose of determining the consequences for trading desks for which theoretical
changes in their portfolio’s value are not sufficiently close to the hypothetical changes in the
trading desk portfolio’s value, an institution shall classify each of the trading desks as greeh
zone, orange zone, yellow zone or red zone trading desk as set out in sub-paragraphs (2} to
{5)-. An institution shall classify trading desks as follows:

(@) A trading desk shall be classified as a ‘green zone desk’ where both of the following
conditions are met:

(i) the Spearman correlation coefficient for the trading desk, is‘greater than 0.8; and
(i) the Kolmogorov-Smirnov test metric for the trading desk{is’lower than 0.09;

(b) A trading desk shall be classified as a ‘red zone desk’ where’either of the following
conditions is met:

(i) the Spearman correlation coefficient for the"trading desk is lower than 0.7; or
(ii) the Kolmogorov-Smirnov test metric for the trading desk, is greater than 0.12;

(c) atrading desk which is not classified;as either a green zone or a red zone desk, and
where the own funds requirementsfor'the positions assigned to the trading desk was
computed in the previous quarter in“accordance with Market Risk: Advanced Standardised
Approach (CRR) Part, shall he ¢lassified as an orange zone desk; and

(d) atrading desk which is’net a green zone, orange zone or red zone desk shall be classified
as a yellow zone desks.

An institution shall perform the tests relating to the P&L attribution requirement on a quarterly
basis for all trading desks for which the institution has an IMA permission to calculate the own
funds requirements using internal models.

An institution.shall:

(a) ~caleulate the theoretical changes in a trading desk’s portfolio value based on a comparison
between the portfolio’s end-of-day value and, assuming unchanged positions, the value of
that portfolio at the end of the subsequent day;

(b) base theoretical changes in a trading desk’s portfolio on the pricing methods, model
parametrisations, market data and any other technique used in the risk measurement
model; and

(c) only include in the theoretical changes in a trading desk’s portfolio value the changes in
the value of all risk factors included in the risk measurement model to which an institution
applies the scenarios of future shocks for the purpose of calculating the expected shortfall
risk measure referred to in Article 325bb or the stress scenario risk measure referred to in
Article 325bk.



10.

11.

12.

An institution shall compute hypothetical changes in a trading desk portfolio’s value as set out
in paragraph 11 of Article 325bf.

An institution may replace the input data of a risk factor used for calculation of theoretical
changes with data for hypothetical changes in accordance with the following:

@

(b)

(©

(d)

it may replace such input data only in the following situations:

(i) to use the same provider of input data for theoretical changes as is used for
hypothetical changes;

(ii) to align the time of day of input data for theoretical changes with the time of day of
input data for hypothetical changes;

for the purpose of this replacement, an institution shall either:

(i) directly replace the input data for theoretical changes with the input'data used for
hypothetical changes; or

(i) use the input data used for hypothetical changes as the baSis\for calculating data to
replace the input data for theoretical changes, provided that for the approach in this
point (ii), an institution shall document, validate and justify,all instances where data
calculated from the input data for hypothetical changes is calculated using techniques
or transformation methods other than those in the iastitution’s risk measurement
model;

for the purpose of this replacement, an institution-shall not apply further adjustments to
theoretical or hypothetical changes to address, residual operational noise that may remain
after the replacement; and

an institution shall document its regsons for all instances where the replacement referred
to in this paragraph 41-is applied.

An institution shall have policies and procedures in place defining how they calculate the
theoretical changes in accofdance with paragraphs 9 and 11 of this Article in accordance with
the following:

@

(b)

©

the policies andprocedures shall include at least an explanation of how the theoretical
changes in the.trading desk portfolio’s value are calculated for modellable and non-
modellable ¥isK factors;

where @esigning the procedures for aligning the data in accordance with paragraph 11 of
this"Article, an institution shall:

(i) compare the theoretical changes in the trading desk portfolio’s value without the
alignments referred to in paragraph 11 of this Article, and the theoretical changes in
the trading desk portfolio’s value with the alignments referred to in paragraph 11 of
this Article and they shall document that comparison; and

(i) assess the effect of the alignments on the metrics of the test relating to the P&L
attribution requirements referred to in paragraphs 5 and 6 of this Article and document
that assessment; and

An institution shall document any adjustments to input data for the risk factors within the
calculation of the theoretical changes in the trading desk portfolios performed in
accordance with paragraph 11 of this Article, as well as the rationale for such adjustments.



[Note: Paragraphs {1} to {3} of this rule correspond to Article 325bg(1) to (3) of CRR as it applied
immediately before revocation by the Treasury-]]

Article 325bh REQUIREMENTS ON RISK MEASUREMENT

1.

An institution using a risk measurement model that is used to calculate the own funds
requirements for market risk as referred to in Article 325ba shall ensure that that model meets
all the following requirements:

@

(b)

(©

(d)

(e)

the risk measurement model shall capture a sufficient number of risk factors, which shall
include at least the risk factors referred to in Arts-325l—325¢-of Market Risk: Advanced
Standardised Approach (CRR) Part_Articles 325| to 3259 unless the institution is ablet

(i) to demonstrate that the omission of one or more of those risk factors does not have a
material impact on the results of the P&L attribution requirement; and

(ii) to justify why it has incorporated a risk factor in its pricing model but\net in its risk
measurement model;

and the omission of the risk factor is specified in the institution’s IMA permission.

the risk measurement model shall capture nonlinearities fgr,options and other products as
well as correlation risk and basis risk;

the risk measurement model shall incorporate asset of risk factors that correspond to the
interest rates in each currency in which the institutjien has interest rate sensitive on- or off-
balance-sheet positions;

the yield curves shall meet the following requirements:

(i) the institution shall model the yield curves using one of the generally accepted
approaches;

(ii) the yield curve shall’be divided into various maturity segments to capture the
variations of volatility)of rates along the yield curve;

(iii) for material.exposures to interest-rate risk in the major currencies and markets, the
yield curve.shall be modelled using a minimum of six maturity segments;

(iv) the number of risk factors used to model the yield curve shall be proportionate to the
nature and complexity of the institution's trading strategies; and

(V)\, the model shall also capture the risk spread of less than perfectly correlated
movements between different yield curves or different financial instruments on the
same underlying issuer;

the risk measurement model shall incorporate risk factors corresponding to gold and to the
individual foreign currencies in which the institution's positions are denominated,;

the actual foreign exchange positions of a CIU shall be taken into account, provided that:

(i) for this purpose, an institution may rely on third-party reporting of the foreign
exchange position of the CIU, provided that the correctness of that report is
adequately ensured; and



(ii) the institution shall carve out from the internal models those foreign exchange
positions of a CIU of which it is not aware, and shall treat them in accordance with
Market Risk: Advanced Standardised Approach (CRR) Part;

(9) the sophistication of the modelling technique shall be proportionate to the materiality of the
institution’s activities in the equity markets. The risk measurement model shall use a
separate risk factor at least for each of the equity markets in which the institution holds
significant positions and at least one risk factor that captures systemic movements in
equity prices and the dependency of that risk factor on the individual risk factors for each
equity market;

(h) the risk measurement model shall use a separate risk factor at least for each commadity/in
which the institution holds significant positions, unless the institution has a small*aggregate
commodity position compared to all its trading activities, in which case it may use)a
separate risk factor for each broad commodity type; for material exposures to,commodity
markets, the model shall capture the risk of less than perfectly correlated movements
between commodities that are similar, but not identical, the exposure.to{changes in
forward prices arising from maturity mismatches, and the convenience Yield between
derivative and cash positions;

(i) the proxies used shall show a good track record for the actual.position held, shall be
appropriately conservative, and shall be used only where'thé available data are
insufficient, such as during the period of stress referfed\to in point (c) of Article 325bc(2);

() for material exposures to volatility risks in instruments with optionality, the risk
measurement model shall capture the dependency of implied volatilities across strike
prices and options' maturities; and

(k) aninstitution shall periodically and.at\east annually demonstrate that the modelling of
positions in ClUs in their risk mgasurement model leads to own funds requirements that
are at least as conservative as\f ‘a look-through approach was applied to those positions.

2. An institution may use empiricakcorrelations within broad categories of risk factors and, for the
purpose of calculating the unconstrained expected shortfall measure UES; as referred to in
Article 325bb(1), acros$ broad categories of risk factors only where the institution's approach
for measuring those/correlations is sound, consistent with the applicable liquidity horizons, and
implemented withLintegrity.

3. An institution, shall ensure that:

(a) forthe plrpose of calculating the partial expected shortfall calculations referred to in Article
325b¢, the data inputs used in their risk measurement model meet the requirements in
paragraphs 4 to 10 of this Article;

(b) where the data inputs used for a risk factor in the risk measurement model do not meet the
requirements in paragraphs 4 to 10 of this Article, institution deems the risk factor shall be
deemed as non-modellable and shall calculate the own funds requirements for market risk
in accordance with Article 325bk for that risk factor; and

(c) it considers the coefficients of a multifactor model as non-modellable risk factors in
accordance with Article 325be unless the coefficients of that multifactor model are
determined empirically based on historical data.

Data inputs derived from combination of modellable risk factors-

4, An institution shall ensure that:
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(b)

©

it derives data input used in an institution’s risk measurement model from only modellable
risk factors. An institution may use interpolation from a combination of modellable risk
factors to determine a data input; provided that if so specified in the IMA permission, an
institution may use extrapolation to determine a data input if: the extrapolation is only a
reasonable distance from the closest modellable risk factor;

where an institution uses interpolation or extrapolation to generate a data input for the
institution’s risk measurement model, it must determine the theoretical changes in portfolio
value for the P&L attribution requirements in accordance with Article 325bg usingthat
same interpolation or extrapolation; and

by way of derogation, where an institution additionally calculates a stress scenario risk
measure referred to in Article 325bk for one or more non-modellable,risk factors that relate
to that data input, the institution may also include the changes in those non-modellable risk
factors for the purposes of determining the theoretical changes in portfolio value for the
P&L attribution requirements in accordance with Article 325bg.

Systematic and idiosyncratic market risk

5. An institution shall ensure the data inputs used for their, risk measurement model are
appropriate for adequately capturing both systematic and idiosyncratic market risk.

Where the data inputs in paragraph 11 do not‘allow for adequate capture of systematic or
idiosyncratic market risks, the institution Shall ensure that the systematic or idiosyncratic market
risk is capitalised separately through nen-modellable risk factors in accordance with the
methodology set out in Article 325bk:

Reflection of volatility and correlation

6. An institution shall ensure that:

@

(b)

the data inputs us€dhin their risk measurement model accurately reflect the volatilities of
and correlations between risk factors that are included in the risk measurement model; and

any transformations applied to data inputs shall not have the effect of reducing the
accuracey, of the volatility of and correlations between risk factors that are included in the
risk-measurement model.

Consistency of data inputs with verifiable prices and with front-office and back-office prices

7. An institution shall perform at least quarterly analysis to compare prices series in point (a) with
the alternative price series in points (b), (c) and (d) as follows:

@
(b)

(©
(d)

the price series used in the risk measurement model:;

price data used to generate the actual changes in the value of the portfolio and the
hypothetical changes in the value of the portfolio;

verifiable prices in accordance with Article 325be; and

price data used in the independent price verification process in accordance with paragraph
8 of Trading Book (CRR) Part Article 105 including daily and intra-month data where this is
collected.



8. For the purpose of performing the analysis in paragraph 7 of this Atrticle, the institution:

(a) shall compare the levels, volatilities and correlations of price series from these four
alternative price series for the purpose of highlighting differences between the sources that
are material in terms of their impact on the measurement of the expected shortfall;

(b) shall, where the four alternative price series are derived from overlapping underlying data,
explicitly reflect this in the analysis. The institution shall give due considerations to price
uncertainty; and

(c) shall combine all available information, including information about intra-day movements,
to derive a statistical test or tests that monitor price series referred to this paragraph to
assess whether the price data used in the risk measurement model results in an
understatement of the measurement of the expected shortfall-,

provided that, for the purposes of any analysis involving the price series in paragraph 7(c), the
institution may perform the assessment on a best efforts basis.

9. An institution shall appropriately review and escalate the methodologies ‘and results of the
analysis in this Article. Where a potential understatement of ES is detécted, an institution shall
consider at least one of the following actions:

(a) make appropriate adjustments to the inputs or output ofthewrisk measurement;
(b) consider those risk factors to be non-modellable in agcordance with Article 325be.

Frequency of updating data inputs
10.  Aninstitution shall ensure that:

(a) the data inputs used for their risk measurement model are updated at least weekly;
provided that by way of derogation from this requirement, an institution may update certain
data inputs for their risk measurement model less frequently than weekly but not less
frequently than monthly, whete the institution is able to demonstrate that less frequent
updates are appropriate Ok necessary;

(b) where it uses regressions to estimate model parameters for their risk measurement model,
it re-estimates such,parameters with sufficient frequency and at least fortnightly. By way of
derogation fremithis requirement an institution may re-estimate certain model parameters
for their risk measurement model less frequently than fortnightly if the institution is able to
demonstrate that less frequent re-estimation is appropriate or necessary and this is
speeified’in the institution’s IMA permission;

(c).r1its risk measurement models are calibrated to current market prices which are of the same
ebservation period as the calibration of front office pricing models;

(d) it has a workflow process for updating the sources of data that allows it to obtain
alternative data sources in a timely manner where the data sources presently used cease
to be available; and

(e) it has clear policies for backfilling and gap-filling missing data in a timely manner where
appropriate.

Data inputs for stress period

11.  Aninstitution shall ensure that the data inputs used for their risk measurement model for the
purpose of calculating the partial expected shortfall calculations referred to in Article 325bc(2)
are determined directly from market prices in the period of significant financial stress identified



12.

in accordance with point (c) of Article 325bc(2){€); provided that, by way of derogation from this
requirement, where the fundamental characteristics of a certain risk factor now differ from the
characteristics of that risk factor in the identified period of significant financial stress and the
institution is able to empirically justify each instance where the derogation is applied, an
institution may determine stressed data inputs from market prices other than those in the
identified period of significant financial stress.

Where a risk factor did not exist in the identified period of significant financial stress, an
institution may determine data inputs from market prices other than those relating to that risk
factor in the identified period of significant financial stress, subject to the following
requirements:

(a) it shall be able to empirically justify that the data inputs used are consistent with the"level
of changes observed in similar risk factors in the identified historical period; and

(b) it shall not include the idiosyncratic component of name-specific risk factors in,the subset
of modellable risk factors chosen in point (a) of Article 325bc(2);), unless,specified
otherwise in its IMA permission;

provided that, where an institution is unable to empirically justify that the ‘data inputs used are
consistent with the level of changes observed in similar risk factors, in the identified historical
period, the risk factor shall not be included in the subset of modellable risk factors chosen in
point (a) Article 325bc(2) and specified in the institution’s IMA’permission.

Use of proxies

13.

14.

Where an institution uses as proxy for a risk factor-one/or more other risk factors, an institution
shall ensure that:

(a) the methodologies for generating the‘proxy“are conceptually and empirically sound; and
(b) the proxy appropriately represents the characteristics of the risk factor being proxied.

Where an institution uses a proxy.to represent a risk factor in the risk measurement model, it
must use the value of the proxy,rather than the risk factor itself for calculating the theoretical
changes in portfolio value far the P&L attribution requirements in accordance with Article
325bg. By way of derogation from this requirement, an institution may use the value of the
actual risk factor for,ealculating the theoretical changes in portfolio value for the P&L attribution
requirements in accordance with Article 325bg, subject to meeting the following conditions:

(a) the institution is able to identify the basis between the proxy and the actual risk factor; and
(b) thefinstitution adequately capitalises the basis identified between the proxy and the actual

fisk factor either through the methodology set out in Article 325bb or through Article 325bk
if the risk factor is non-modellable in accordance with Article 325be.

[Note: Paragraphs {1} and {2} of this rule correspond to Article 325bh(1),{) and (2) of CRR as it
applied immediately before revocation by the Treasury-]]

Article 325bi QUALITATIVE REQUIREMENTS

1.

An institution shall ensure that any risk measurement model used for the purposes of this Part
shall be conceptually sound and be calculated and implemented with integrity, and ensure that
it meets the following qualitative requirements:

(a) any risk measurement model used to calculate capital requirements for market risk shall
be closely integrated into the daily risk management process of the institution and shall
serve as the basis for reporting risk exposures to senior management;



(b)

(©

(d)

(e)

®

(9)

(h)

@

an institution shall have a risk control unit that:

(i) is independent from business trading units and that reports directly to senior
management;

(ii) is responsible for designing and implementing any risk measurement model;

(iiiy conducts the initial and on-going validation of any internal model used for the
purposes of this Part;

(iv) is responsible for the overall risk management system; and

(v) produces and analyses daily reports on the output of any internal model used to
calculate capital requirements for market risk, as well as reports on the
appropriateness of measures to be taken in terms of trading limits;

the management body and senior management shall be actively involved in the risk-
control process;

daily reports produced by the risk control unit shall be reviewed at.aJevel of management
with sufficient authority to require the reduction of positions taken by individual traders and
to require the reduction of the institution's overall risk expasure;

the institution shall have a sufficient number of staff with*a level of skills that is appropriate
to the sophistication of the risk measurement madel, and a sufficient number of staff with
skills in the trading, risk control, audit and back-office area;

the institution shall have in place a documented set of internal policies, procedures and
controls for monitoring and ensuring compliance with the overall operation of its risk
measurement models;

each of its risk measurement.models, including any pricing model, shall have a proven
track record of being reasonably accurate in measuring risks, and shall not differ
significantly from the medels that the institution uses for its internal risk management;

the institution shallfrequently conduct rigorous programmes of stress testing, including
reverse stress testsithat meet the following requirements:

(i) the testS.shall encompass each risk measurement model;

(ii) _the results of those stress tests shall be reviewed by senior management at least on a
monthly basis;

(i) the stress tests shall comply with the policies and limits approved by the management
body; and

(iv) the institution shall take appropriate actions where the results of those stress tests
show excessive losses arising from the trading's business of the institution under
certain circumstances;_and

the institution shall conduct an independent review of its risk measurement models, either
as part of its regular internal auditing process, or by mandating a third-party undertaking to
conduct that review. Such independent review shall include both the activities of the
business trading units and the independent risk control unit.



For the purposes of point (i), a third-party undertaking means an undertaking that provides
auditing or consulting services to institutions and that has staff who have sulfficient skills in
the area of market risk in trading activities.

The institution shall conduct a review of its overall risk management process at least once a
year which shall assess the following:

(a) the adequacy of the documentation of the risk management system and process and the
organisation of the risk control unit;

(b) the integration of risk measures into daily risk management and the integrity of the
management information system;

(c) the processes the institution employs for approving the risk-pricing models and yaltation
systems that are used by front and back-office personnel;

(d) the scope of risks captured by the model, the accuracy and appropriateness of the risk-
measurement system, and the validation of any significant changes to the risk
measurement model;

(e) the accuracy and completeness of position data, the accuracy and appropriateness of
volatility and correlation assumptions, the accuracy of valdatien and risk sensitivity
calculations, and the accuracy and appropriateness for{genérating data proxies where the
available data are insufficient to meet the requirement'set out in this Part;

(f) the verification process that the institution employsio evaluate the consistency, timeliness
and reliability of the data sources used to run any of its risk measurement models,
including the independence of those data sources;

(9) the verification process that the institution employs to evaluate back-testing requirements
and P&L attribution requirements ‘that are conducted in order to assess the accuracy of its
risk measurement models; and

(h) where the review is performed by a third-party undertaking in accordance with point (h) of
paragraph 1 of this Article, the verification that the internal validation process set out in
Article 325bj fulfils(its,objectives.

An institution shall*update the techniques and practices it uses for any of the risk measurement
models used fonthe purposes of this Part to take into account the evolution of new techniques
and best pragtices that develop in respect of those risk measurement models.

[Note: This rule corresponds to Article 325bi of CRR as it applied immediately before revocation by

the Treasury-]}
Artitlex325bj INTERNAL VALIDATION
1. An institution shall have processes in place to ensure that any risk measurement models used

for the purposes of this Part have been adequately validated by suitably qualified parties that
are independent of the development process, in order to ensure that any such models are
conceptually sound and adequately capture all material risks.

An institution shall conduct the validation referred to in paragraph 1 of this Article in the
following circumstances:

(a) when any risk measurement model is initially developed and when any significant changes
are made to that model; and



(b) on a periodic basis, and where there have been significant structural changes in the
market or changes to the composition of the portfolio which might lead to the risk
measurement model no longer being adequate.

An institution shall not limit the validation of the risk measurement models of an institution to
back-testing requirements and P&L attribution requirements, but shall, at a minimum, include
the following:

(a) tests to verify whether the assumptions made in the internal model are appropriate and do
not underestimate or overestimate the risk;

(b) own internal model validation tests, including back-testing in addition to the regulatory
back-testing programmes, in relation to the risks and structures of their portfolios; and

(c) the use of hypothetical portfolios to ensure that the risk measurement model is,able to
account for particular structural features that may arise, for example, materiahbasis risks
and concentration risk, or the risks associated with the use of proxies.

[Note: This rule corresponds to Article 325bj of CRR as it applied immediately, before revocation by
the Treasury-{]

Article 325bk CALCULATION OF STRESS SCENARIO RISKWMEASURE

For the purposes of this Article, the ‘stress scenario risk #neasure’ of a given non-modellable
risk factor means the loss that is incurred in all trading,book positions or non-trading book
positions that are subject to foreign exchange or commodity risk of the portfolio which includes
that non-modellable risk factor when an extreme scenario of future shock is applied to that risk
factor.

An institution shall develop appropriate extreme scenarios of future shock for all non-
modellable risk factors.

Development of extreme scenarios of future shock for individual risk factors

3.

An institution shall develop the extreme scenarios of future shock for a single non-modellable
risk factor for the purposes of.paragraph 2 of this Article such that the resulting stress scenario
risk measure is at least asiconservative as:

(a) an expected,shertfall measure calculated for that non-modellable risk factor alone;
(b) for the stress period in accordance with paragraph 410 of this Article;

(c) at@7.5" percentile, one tailed confidence interval;

(d)¥, calculated with base time horizon of 10 days; and

(e) scaled to a time horizon that is the greater of 20 days and the liquidity horizon of that non-
modellable risk factor in accordance with the following formula:

max(20, LH;)
§S; = 85;(T) — 10

SS;= the standalone expected shortfall measure of non-modellable risk factor j

LH;= the liquidity horizon of non-modellable risk factor j, as set out in Article 325bd



T= the base time horizon, where T = 10 days

§8;(T)= the expected shortfall measure that is determined with a 10-day time horizon
for only the non-modellable risk factor j

An institution may use a variety of methodologies for developing the extreme scenarios of
future shock for different non-modellable risk factors and shall:

(a) apply those methodologies in a consistent manner across similar non-modellable risk
factors;

(b) document a clear rationale for the methodology used for each non-modellable risk factor;
and

(c) validate that the methodologies meet the conditions in paragraph 3 of this Article,

In developing the extreme scenarios of future shocks in accordance with paragraph 3 of this
Article an institution shall ensure that the extreme scenarios of future shockadequately
consider any limitations to the methodologies used, including but not limited te:

(@) any skewness or kurtosis in the distribution of returns on the non-modellable risk factor;
and

(b) any material non-linearity in the institution’s portfolio with fespect to that non-modellable
risk factor.

Conceptually, an institution shall estimate the confidénce interval around the extreme scenarios
of future shocks produced by their methodologies due to the methodological limitations, and
ensure that the extreme scenarios of future shaocks used are at the conservative end of that
confidence interval.

Where an institution determines the extremetscenarios of future shock based on a proxy risk
factor, the institution shall demonstrate that that proxy results in a stress scenario risk measure
that meets the conditions in paragraph, 3 of this Article with a high degree of confidence. Where
an institution determines the extreme scenarios of future shock indirectly by scaling to the
stress period a risk measure-calibrated to another period of time, the institution shall
demonstrate that the scalar'is.generally appropriate for the non-modellable risk factors to which
it is applied and results{in‘stress scenario risk measures that meet the conditions in paragraph
3 of this Article withfa high degree of confidence.

Development of extreme’scenarios of future shock at standardised bucket level

7.

By way of derggation from paragraph 3 of this Article, where an institution has simultaneously
assessed the’modellability of more than one non-modellable risk factor by assessing the
modgllability of a single standardised bucket in accordance with paragraph-6-ef-this-Article
325ke, the institution may instead develop joint extreme scenarios of future shock for all risk
factors in that single standardised bucket for the purposes of paragraph 2 of this Article such
that the resulting stress scenario risk measure is at least as conservative as:

(a) an expected shortfall measure calculated for non-modellable risk factors included in that
standardised bucket only;

(b) for the stress period in accordance with paragraph 610 of this Atrticle;
(c) at97.5" percentile, one tailed confidence interval;

(d) calculated with base time horizon of 10 days; and



(e) scaled to a time horizon that is the greater of 20 days and the liquidity horizon of that non-
modellable risk factor in accordance with the following formula:

max(20, LH;)
§8; =85(T) |[——————
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Where:

§8;= the standalone expected shortfall measure of the non-modellable risk factors in
standardised bucket j

LH;= the liquidity horizon of the non-modellable risk factors in standardised bucket,j,.as
set out in Article 325bd

T= the base time horizon, where T = 10 days

§85;(T)= the expected shortfall measure that is determined with a 10-day<time horizon for

only the non-modellable risk factors in standardised bucket j

For the extreme scenarios of future shock, an institution shall comply with the requirements in
paragraph 3 of this Atrticle.

Calculation and use of time series of returns for developing extrefne scenarios of future shock

8.

Where an institution elects to determine the extreme scenarios of future shock based on a time
series of returns on the non-modellable risk factor or'seturns on other risk factors, the institution
shall use a time series of 10 business days returns that'are determined as follows:

(a) they shall determine the time series of ohseérvations for the non-modellable risk factor for
the relevant period;

(b) by way of derogation from the firsf paragraph, they may extend the time series referred to
in point (a) by including the ohsBgvdlions available within the period of 20 business days
following the stress periqd; where the reference date for the calculation of the stress
scenario risk measure isf&ss than 20 business days after the end of the stress period, an
institution may includethgse observations that are available from the end of the stress
period to the referéfiee date;

(c) in relation to,.eaeh’date B:D,, for which there is an observation in the time series resulting
from point(@)-excluding the last observation, an institution shall determine the date BgD .
following, B¢D;, that minimises the following value:

10 business days
v=f(——0mm —

D, — D,

Where:

D= the date for which there is an observation in the time series referred to in point (a),
excluding the last observation;

-Dy= a date following D,;

the difference D, — D, is expressed in business days

Where there is more than one date minimising that value, the date D, shall be the date among
those minimising that value that occurred later in time;



(ed) for each date D,, for which there is an observation in the time series resulting from point
(a) excluding the last observation, they shall determine the corresponding 10 business
days return by determining the return for the non-modellable risk factor over the period
between the date D,, of the observation and the date D, minimising the value v in
accordance with point (b), and subsequently rescaling it to obtain a return over a 10
business days period by multiplying the return with

10 business days
Dy — Dy

9. Where an institution does not have a complete time series of returns as determined in
accordance with paragraph 8 to develop their extreme scenarios of future shock for a‘noh-
modellable risk factor, the institution shall demonstrate that the methodologies they,use to
determine the extreme scenarios of future shock are accurate and result in stress‘scenario risk
measures that meet the conditions in paragraph 3 of this Article with a high degree of
confidence.

Determination of stress period

10. Aninstitution shall determine the stress period for the non-modellable risk factors in each broad
risk factor category referred to in Article 325bd by identifying the/12 -months observation period
maximising the following value:

¥
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Where:

i= the broad risk factor category;

j= the index denoting the nonmodellable risk factors or the non-modellable
standardised buckets-forwhich the institution calculates the stress scenario risk
measure belongihg tosthe broad risk factor category;

SS;= the stress scenarip risk measure for the non-modellable risk factor or the non-

modellablesstandardised bucket j calculated in accordance with paragraphs 3, 4
and 47 of\this Article;.

By way of deroegation from the first paragraph, an institution may determine the stress period for
the non-modellable risk factors in each broad risk factor category by identifying the 12 -months
observation period maximising the partial expected shortfall measure PES?SE referred to in
paragraph 1 of Article 325bb. Where the institution applies this derogation, it shall provide
evidence that the stress period identified represents a period of financial stress for its non-
medellable risk factors; when doing so, it shall take into account how its portfolio is exposed to
the’non-modellable risk factors in the broad risk factor category.

For the purposes of identifying the stress period, an institution shall use historical data starting
at least from 1 January 2007. An institution shall review the stress period identified at least with
a quarterly frequency.

Regulatory extreme scenario of future shock

11. Where an institution is unable to develop an extreme scenario of future shock in accordance
with paragraphs 3 to 7 of this Article, the institution must use a regulatory extreme scenario of
future shock, being a shock that leads to the stress scenario risk measure being the maximum
loss that may occur due to a change in the non-modellable risk factor where such maximum
loss is finite.



12. Where the maximum loss referred to in paragraph 11 of this Article is not finite, an institution
shall apply the following steps in sequence for determining the regulatory extreme scenario of
future shock:

(a) it shall use an expert-based approach using qualitative and quantitative information
available to identify a loss due to a change in the value taken by the non-modellable risk
factor that will not be exceeded with a level of certainty equal to 99.95% on a 10 business
day horizon in a future period of financial stress equivalent to the stress period identified
for the non-modellable risk factor; when doing so, an institution shall take into account the
skewness and the excess kurtosis that may characterise the returns of the non-modellable
risk factor in a period of financial stress and shall justify any distributional or statistical
assumptions taken for identifying that loss;

(b) it shall determine the maximum loss as follows:

165105Spmay = max(loss, , l0SSyise+ ,10SSyse—)

where:
lossax=~ the maximum loss;
loss,= the loss resulting from point (a));

lossyse+=  the loss that would result from the greatest historically observed 10-day increase
in the non-modellable risk factor since 1 January 2007;

lossyise-=  the loss that would result from the greatesthistorically observed 10-day decrease
in the non-modellable risk factor since b January 2007;

(c) it shall multiply the maximum loss obtained.in accordance with point b by

\/max (20,LH).
10 !
where:
LH= liquidity horizon-ef non-modellable risk factor j, as set out in Article 325bd;
and

(d) it shall idéntify the regulatory extreme scenario of future shock as the shock leading to the
stress scenatio risk measure being the scaled maximum loss identified in point (c).

An institution shall not use the regulatory extreme scenario of future shock to calculate a single
stress seenario risk measure for more than one non-modellable risk factor in a standardised
bucket.

Aggregation of stress scenario risk measures

13.  Aninstitution shall calculate the aggregate stress scenario risk measure for the purposes of
Article 325ba by applying the following formula:

2

SStotal = J Z (S8* + j ZQ(SSI)H px DS | (- x Y (ss)’
kelCSR 1€l

JEOR JEOR

Where:



14.

15.

ICSR= the set of non-modellable risk factors or non-modellable standardised buckets for
which the institution determined a stress scenario risk measure that was classified
as reflecting idiosyncratic credit spread risk only, in accordance with this Article;

k= an index denoting the non-modellable risk factors or non-modellable standardised
buckets belonging to 1},

1= the set of non-modellable risk factors or non-modellable standardised buckets for
which the institution determined a stress scenario risk measure that was classified
as reflecting idiosyncratic equity risk only, in accordance with this Atrticle;

1= an index denoting the non-modellable risk factors or non-modellable standardised
buckets belonging to 1£2;

OR= the set of non-modellable risk factors or non-modellable standardised buckets for
which the institution determined a stress scenario risk measure that was.neither
classified as reflecting idiosyncratic credit spread risk only, nor idiosyncratic equity
risk only, both as in accordance with this Article;

j= an index denoting the non-modellable risk factors or nopmodellable standardised
buckets belonging to OR;

S8k, SS;, SS;=respectively the stress scenario risk measures for the non-modellable risk factors
or the non-modellable standardised buckets k, };jcalculated in accordance with
paragraphs 3, 4 and 7 of this Article;

SStotal= the stress scenario risk measure for the-purposes of Article 325ba;
p= 0.6.

An institution shall ensure that non-modellable tisk factors that the institution classifies as
reflecting only idiosyncratic credit spread'tisks-meet all the following conditions:

(a) the nature of the risk factor is suchithat it shall reflect idiosyncratic credit spread risk only;
(b) the value taken by the risk facter shall not be driven by systematic risk components;
(c) the correlation among fisk factors is negligible;

(d) there are no material subsets within that set of idiosyncratic risk factors that have non-
zereneqligible cerrelation;

(e) there are'mo important systematic risk factors that are not considered and that could
explain(some of the movements in those non-modellable risk factors; and

(f) ~theninstitution performs and documents the statistical tests used to verify the conditions in
points (c), (d) and (e) of this paragraph.

The institution shall ensure that non-modellable risk factors that the institution classifies as
reflecting only idiosyncratic equity risk meet all the following conditions:

(a) the nature of the risk factor is such that it shall reflect idiosyncratic equity risk only;
(b) the value taken by the risk factor shall not be driven by systematic risk components;
(c) the correlation among risk factors is negligible;

(d) there are no material subsets within that set of idiosyncratic risk factors that have non-
zerenegligible correlation;



(e) there are no important systematic risk factors that are not considered and that could
explain some of the movements in those non-modellable risk factors; and

(f) the institution performs and documents the statistical tests used to verify the conditions in
points (c), (d) and (e) of this paragraph.

[Note: Paragraph-(Paragraphs 1} and 2 of this rule eerrespendscorrespond to Article 325bk(1) and (2)
of CRR as it applied immediately before revocation by the Treasury-}]

SECTION 3 INTERNAL DEFAULT RISK MODEL
Article 325bl SCOPE OF THE INTERNAL DEFAULT RISK MODEL
1. An institution shall hold an own funds requirement for default risk in respect of all the_positions

of the institution that have been assigned to the trading desks for which the institutien has been
granted an IMA permission where those positions contain at least one risk factor that has been
mapped to the broad categories of ‘equity’ or ‘credit spread’ risk factors in aeceordance with
Article 325bd(1).

The institution shall calculate the own funds requirement for default risk,'which is incremental to
the risks captured by the own funds requirements referred to in Arficle 325ba (1), using the
institution's internal default risk model.

An institution shall ensure that the internal default risk modelCamplies with the requirements
laid down in Articles 325bl to 325bp.

For each of the positions referred to in paragraph 1,‘an’institution shall identify one issuer of
traded debt or equity instruments related to at least one risk factor.

[Note: This rule corresponds to Article 325bl of CRR as'it applied immediately before revocation by
the Treasury-{]

Article 325bm PERMISSION T© USE AN INTERNAL DEFAULT RISK MODEL

1—Anl. Subject to paragraptih3 of this Article, an institution which has been granted an IMA

permission by the PRA must use an internal default risk model to calculate the own funds
requirements referred t0%in Article 325ba(2) for all the trading book positions referred to in
Article 325bl that are"assigned to a trading desk for which the internal default risk model

complies with thefequirements set out in Articles 325bi, 325bj, 325bn, 325bo and 325bp.

Where the trading desk of an institution, to which at least one of the trading book positions
referred to'in’ Article 325bl has been assigned, does not meet the requirements set out in
paragraph 1 of this Article, the institution must calculate the own funds requirements for market
riskeof all positions in that trading desk in accordance with the approach set out in Market Risk:
Advanced Standardised Approach (CRR) Part. The institution may resume the use of internal
medels in accordance with this Part to calculate own funds requirements for market risk for the
positions of those trading desks if the institution provides to the PRA a reasoned confirmation
that the trading desk again fulfils all the requirements set out in paragraph 1 of this Article.

An institution must calculate the own funds requirements referred to in Article 325ba(2) for any

trading book positions to which paragraph 2(a) and paragraph 3 of Credit Risk: Internal
Ratings Based Approach (CRR) Part Article 147 applies (or would apply if the institution had
permission from the PRA to use the IRB Approach) using the approach set out in Section 5 of
Market Risk: Advanced Standardised Approach (CRR) Part. An institution may not use an
internal default risk model for this purpose.

[Note: this rule corresponds to Article 325bm of CRR as it applied immediately before revocation by
the Treasury-]]



Article 325bn OWN FUNDS REQUIREMENTS FOR DEFAULT RISK USING AN

INTERNAL DEFAULT RISK MODEL

An institution shall calculate the own funds requirements for default risk using an internal
default risk model for the portfolio of all trading book positions as referred to in Article 325bl as
follows:

(a) the own funds requirements shall be equal to a value-at-risk number measuring potential
losses in the market value of the portfolio caused by the default of issuers related to those
positions at the 99.9% confidence interval over a one-year time horizon;

(b) the potential loss referred to in point (a) means a direct or indirect loss in the market value
of a position which was caused by the default of the issuers and which is incremental to
any losses already taken into account in the current valuation of the position; and,the
default of the issuers of equity positions shall be represented by the value forthe issuers'
equity prices being set to zero;

(c) aninstitution shall determine default correlations between differentissuers on the basis of
a conceptually sound methodology, using objective historical data on'market credit
spreads or equity prices that cover at least a 10-year period that'includes the stress period
identified by the institution in accordance with Article 325b€(2);'the calculation of default
correlations between different issuers shall be calibrated.to"a one-year time horizon; and

(d) it shall base the internal default risk model on a«one-year constant position assumption.

An institution shall calculate the own funds requit€ment for default risk using an internal default
risk model as referred to in paragraph 1 on at /€asta weekly basis.

By way of derogation from points (a) and.(c),of paragraph 1, an institution may replace the one-
year time horizon with a time horizon of*sixt/60 days for the purpose of calculating the default
risk of some or all of the equity positionsywhere appropriate. In such case, the institution shall
ensure that the calculation of defaultycorrelations between equity prices and default
probabilities shall be consistent with a time horizon of sixty60 days and the calculation of
default correlations betweef equity prices and bond prices shall be consistent with a one-year
time horizon.

[Note: This rule corresponds‘to’Article 325bn of CRR as it applied immediately before revocation by
the Treasury-]]

Article 325bo RECOGNITION OF HEDGES IN AN INTERNAL DEFAULT RISK MODEL

1.

An institution may incorporate hedges in its internal default risk model and may net positions
where'the long positions and short positions relate to the same financial instrument.

In-its internal default risk model, an institution may only recognise hedging or diversification
effects associated with long and short positions involving different instruments or different
securities of the same obligor, as well as long and short positions in different issuers by
explicitly modelling the gross long and short positions in the different instruments, including
modelling of basis risks between different issuers.

In its internal default risk model, an institution shall:

(a) capture material risks between a hedging instrument and the hedged instrument that could
occur during the interval between the maturity of a hedging instrument and the one-year
time horizon, as well as the potential for significant basis risks in hedging strategies that
arise from differences in the type of product, seniority in the capital structure, internal or
external ratings, maturity, vintage and other differences; and



(b) recognise a hedging instrument only to the extent that it can be maintained even as the
obligor approaches a credit event or other event.

[Note: This rule corresponds to Article 325bo of CRR as it applied immediately before revocation by
the Treasury-]]

Article 325bp PARTICULAR REQUIREMENTS FOR AN INTERNAL DEFAULT RISK
MODEL
1. An institution shall ensure that its internal default risk model shall be capable of modelling the

default of individual issuers as well as the simultaneous default of multiple issuers, and shait
take into account the impact of those defaults in the market values of the positions that are
included in the scope of that model. For that purpose, an institution shall model the default of
each individual issuer using two types of systematic risk factors.

2. An institution shall ensure that its internal default risk model reflects the economic cycle,
including the dependency between recovery rates and the systematic risk fagtors referred to in
paragraph 1.

3. An institution shall ensure that its internal default risk model reflects thesnonlinear impact of
options and other positions with material nonlinear behaviour wijth respect to price changes. An
institution shall also have due regard to the amount of modelisk.inherent in the valuation and
estimation of price risks associated with those products._Aq ifistitution may use approximations
when modelling default of individual issuers as well as the,simultaneous default of multiple
issuers for equity derivatives with multiple underlyingS§.so specified in its IMA permission.

4. An institution shall ensure that its internal default risk'model is based on data that are objective
and up-to-date.

5. To simulate the default of issuers in the_intermal default risk model, the institution shall ensure
that its estimates of default probabilities/meet the following requirements:

(a) the default probabilities shalllbe)floored at 0.03%;

(b) the default probabilitieg"shall be based on a one-year time horizon, unless stated
otherwise in this Section;

(c) the default probabilities shall be measured using, solely or in combination with current
market pricésydata observed during a historical period of at least five years of actual past
defaults andvextreme declines in market prices equivalent to default events; default
probabilities shall not be inferred solely from current market prices; and

(d) _ifthesinstitution has been granted permission to estimate default probabilities in
accordance with the Credit Risk: Internal Ratings Based Approach (CRR) Part, it shall use
the methodology set out therein to calculate default probabilities; or

(e) if the institution has not been granted permission to estimate default probabilities in
accordance with the Credit Risk: Internal Ratings Based Approach (CRR) Part, it shall
develop an internal methodology or use external sources to estimate default probabilities;
in both situations, the estimates of default probabilities shall be consistent with the
requirements set out in this Article.

6. To simulate the default of issuers in the internal default risk model, the institution shall ensure
that its estimates of loss given default shall meet the following requirements:

(a) the loss given default estimates are floored at 0%;



10.

11.

12.

(b) the loss given default estimates shall reflect the seniority of each position;

(c) if the institution has been granted permission to estimate loss given default in accordance
with the Credit Risk: Internal Ratings Based Approach (CRR) Part, it shall use the
methodology set out therein to calculate loss given default estimates; and

(d) if the institution has not been granted permission to estimate loss given default in
accordance with the Credit Risk: Internal Ratings Based Approach (CRR) Part, it shall
develop an internal methodology or use external sources to estimate loss given default; in
both situations, the estimates of loss given default shall be consistent with the
requirements set out in this Article.

As part of the independent review and validation of the internal models that it uses fog the
purposes of this Part, including for the risk-measurement system, an institution shall:

(a) verify that their approach for the modelling of correlations and price changes'is appropriate
for their portfolio, including the choice and weights of the systematic riskyfactors in the
model;

(b) perform a variety of stress tests, including sensitivity analyses anhd,scenario analyses, to
assess the qualitative and quantitative reasonableness of thelinternal default risk model, in
particular with regard to the treatment of concentrations; and

(c) apply appropriate quantitative validation including relevant internal modelling benchmarks.

The tests referred to in point (b) shall not be limited to the range of past events experienced.

An institution shall ensure that its internal default risk model appropriately reflects issuer
concentrations and concentrations that can,arise’within and across product classes under
stressed conditions.

An institution shall ensure that its internal’default risk model is consistent with the institution's
internal risk management methodologies for identifying, measuring, and managing trading
risks.

An institution shall have clearly defined policies and procedures for determining:

(a) the default assuniptions for correlations between different issuers in accordance with point
(c) of Article 325bn(1);

(b) the prefefred choice of method for estimating the default probabilities in point (e) of
paragfaph 5 of this Article; and

(c) _the less given default in point (d) of paragraph 6 of this Article.

An‘institution shall document its internal models so that its correlation assumptions and other
modelling assumptions are transparent.

[Note: Provision left blank]

[Note: FhisParagraphs 1 to 11 of this rule eerrespendscorrespond to Article 325bp(1) to (11) of CRR
as it applied immediately before revocation by the Treasury-}]




Annex 1

STANDARDS FOR GRANT OF AN IMA PERMISSION

1.

The institution must establish its trading desks in accordance with the requirements of Trading
Book (CRR) Part Article 104b, provided that, in respect of a notional trading desk, Article
104b(2) shall not apply.

The institution must have a rationale for the inclusion of the trading desk in the scope of the
internal model approach; an institution must not exclude a trading desk from the scope of the
internal model approach on the basis that the own funds requirement calculated in accordance
with Market Risk: Advanced Standardised Approach (CRR) Part would be lower than the.oWwn
funds requirement calculated under the internal model approach.

The institution has net-assigned-an arrangement in place whereby any securitisafoRgfre-
seeuritisationineligible positions erpesitions-that-are-included-inthe-AGTFR-assigned to the
trading desk-_are managed separately for the purposes of calculation of owif j4otis
requirements for market risk in respect of those ineligible positions.

The institution hasdoes not assigred-teinclude in the trading-deskscope bf the internal model
approach any CIU positions for which the institution is unable to |60k through to the underlying
positions of the CIU.

The institution must meet and continue to meet the back-testing requirements of Article
325bf(3) from the twelvel2 months preceding application:

An institution must certify that it complies with the sequirements of:
(a) Article 325bg (profit and loss attribution requirement);
(b) Article 325bh (requirements on risk measurement); and

(c) Article 325bi (qualitative requirements).

For trading desks that have been assigned at least one of the trading book positions referred to
in Article 325bl, the institution must certify that it meets the requirements set out in Article
325bm for the internal default risk model.



Annex 2

MATERIAL CHANGES AND EXTENSIONS TO INTERNAL MODELS

Part A

Material Changes and Extensions

1. For the purpose of Article 325azx(1), a change or extension to the use of internal models shall
be considered material if it fulfils any of the following conditions:

(a) itis an extension which is:

(i) an extension of the market risk model to an additional location in another jurisdictien,
including extending the market risk model to the positions of a desk located insa:
different time zone, or for which different front office or IT systems are used;

(i) integration in the scope of an internal model of product classes, for which the ES
number, computed according to point (a)(i) of Article 325ba(1)}{a){)sexceeds 5% of
the ES number, computed according to point (a)(i) of Article 325ba(1}{a)(), of the total
portfolio forming the scope of that internal model before the'integration; or

(iii) a reversion in approach where the institution seeks to limitor reduce the scope of
application of an IMA permission a permission to usefinternal models;

(b) itis a change which is:

(i) achange between historical simulation, pafametric or Monte Carlo ES;

(i) achange in the aggregation schemessuch as where a simple summation of risk
numbers is replaced by integrated madelling;

(c) itis a change or extension which results in a change in absolute value of 1% or more,
computed for the first business ‘day-of the testing of the impact of the extension or change,
of one of the relevant risk numbers referred to in point (a)(i) of Article 325ba(1}{a){), or
point (a)(ii) of Article 325ba(1)}{a){#), or point (a) Article 325ba(2){2); and associated with
the scope of application of the relevant internal models to which the risk number refers;
and results in eitherof the following:

(i) achange of 5% or more of the sum of the risk numbers referred to in point (b) of
Article,325ba(1)(b), as applicable, computed at the level of the CRR consolidation
eptitysor, in the case of an institution which is neither a parent institution nor a
subsidiary, at the level of that institution; or

(i) » & change of 10% or more of one or more of the relevant risk numbers referred to in
point (a)(i) of Article 325ba(1)(), point (a)(#};ii) of Article 325ba(1)}{a)(#), or point (a) of
Article 325ba(2){a) and associated with the scope of application of the relevant
internal models to which the risk number refers.

2. In accordance with Article 325azx(61), an institution shall assess the impact of any change or

extension as the highest absolute value over the period referred to in paragraph 3 of a ratio
calculated as follows:

(a) for the purpose of point (c)(i) of paragraph 1{e){i} of this Annex:

0]

in the numerator, the difference between the sum referred to in point (c)(i) of
paragraph 1{e){) with and without the change or extension; and



(ii) in the denominator, the sum referred to in point (c)(i) of paragraph 1(e}() without the
change or extension;

(b) for the purposes of point (c)(ii) of paragraph 1{€)}{) of this Annex:

(i) inthe numerator, the difference between the risk number referred to in point (a)(i) of

Article 325ba(1){), point (a)(isii) of Article 325ba(1)a)(H), or point (a) of Article
325ba(2)(a) with and without the change or extension; and

(ii) in the denominator, the risk number referred to, respectively, in point (a)(i) of Article
325ba(1)), point (a)(isii) of Article 325ba(1)}a)), or point (a) of Article 325ba(2){a)

without the change or extension.

3. For the purposes of paragraph-1point (c)(i) and Z(c)(ii)_of paragraph 1 the ratios referred to in
paragraph 2 shall be calculated for a period the duration of which is the shortest between:

(a) 15 consecutive business days starting from the first business day of the.testing of the
impact of the change or extension; and

(b) until such day where a daily calculation of either one of the ratios\eferred to in points (a)
or (b) of paragraph 2 results in an impact equal or greater thah the percentages referred to
in point (c)(i) or (ii) of paragraph 1{¢);, respectively.

Part B Changes and Extensions that require prior potification to the PRA

1. For the purpose of Article 325azx(3), an institution must give prior notification to the PRA before
implementing the following changes and extensiops, te-the use of internal models:

(a) the inclusion in the scope of an internal model of product classes requiring other risk
modelling techniques than those forming part of the permission to use that internal model,
such as path-dependent products .er multi-underlying positions, according to Article
325bh;

(b) changes in the fundameitals‘of statistical methods referred to in the Market Risk: Internal
Model Approach (CRR)-Rart, including but not limited to any of the following:

(i) reduction in thesnumber of simulations;
(ii) introdugtion.er removal of variance reduction methods;
(iiiy changes to the algorithms to generate the random numbers;

(iv). changes in the statistical method to estimate volatilities or correlations between risk
factors; or

(v) changes in the assumptions about the joint distribution of risk factors;

(c) changes in the effective length of the historical observation period, including a change in a
weighting scheme of the time series according to point (c) of Article 325bc(4);

(d) changes in the approach for identifying the stressed period according to point (c) of Article
325bc(2);

(e) changes in the definition of market risk factors applied in the internal ES model, including
migration to an OIS discounting framework, a move between zero rates, par rates or swap
rates;
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(9)
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(k)

0]

(m)

(0)

changes in how shifts in market risk factors are translated into changes of the portfolio
value, such as changes in instrument valuation models — used to calculate sensitivities to
risk factors or to re-value positions when calculating risk numbers —, changes from
analytical to simulation-based pricing model, changes between Taylor-approximation and
full revaluation, or changes in the sensitivity measures applied, according to Article 325bh;

changes in the methodology for defining proxies according to paragraphparagraphs 13
and 14 of Article 325bh;

changes in the hierarchy of sources of ratings used for determining the rating of an
individual position in the default risk model according to Section 3 of this Part;

changes in the methodology regarding the loss given default rate (LGD) or the liguidity
horizons for default risk model according to Section 3 of this Part;

changes in the methodology used for assigning exposures to individual &xpostre classes
in the default risk model according to Section 3 of Market Risk: Internal’ Medel Approach
(CRR) Part;

changes of methods for estimating exposure or asset correlatiop-default risk model
according to Section 3 of this Market Risk: Internal Model Approach (CRR) Part;

changes in the methodology for calculating either actual/of hypothetical profit and loss
when used for back-testing purposes according to Atticle 325bf;

changes in the internal validation methodology, aceording to Article 325bj;

structural, organisational or operational changes to the core processes in risk
management or risk controlling functions, according to Article 325bi including any of the
following:

(i) senior staff changes;

(i) the limit setting framework;

(iiiy the reporting framework;

(iv) the stress'testing methodology;

(v) the hew'product process;

(vi){ the'internal model change policy; or

changes in the IT environment, including any of the following:

(i) changes to the IT system, which result in amendments in the calculation procedure of
the internal model;

(i) applying vendor pricing models;

(iii) outsourcing of central data collection functions.



Part C Documentation required in respect of changes and extension permission
applications and notifications

1. For the purposes of obtaining the permission from the PRA referred to in Article 325azx(1) for
material changes or extensions to the use of internal models or material changes to the
institution's choice of the subset of the modellable risk factors, an institution shall submit,
together with the application, the following documentation:

(a) description of the extension or change, its rationale and objective;
(b) implementation date;

(c) scope of application affected by the model extension or change, with volume
characteristics;

(d) technical and process document(s);
(e) reports of the institution’s independent review or validation;

(f) confirmation that the extension or change has been approvedrthfough the institution's
approval processes by the competent bodies and date of approval;

(g) where applicable, the quantitative impact of the changer extension on the risk-weighted
exposure amounts, or on the own funds requirements, or on the relevant risk numbers or
sum of relevant own funds requirements and risk humbers; and

(h) records of the institution's current and previgus version number of internal models which
are subject to approval by the PRA.

2. Where institutions are required to calcylate the quantitative impact of any extension or change
on own funds requirements or, where, applicable, on risk-weighted exposure amounts, they
shall apply the following methodology:

(a) for the purpose of the assessment of the quantitative impact institutions shall use the most
recent data available;

(b) where a precisg¢ assessment of the quantitative impact is not feasible, institutions shall
instead perform ‘@n assessment of the impact based on a representative sample or other
reliable inference methodologies; or

(c) for ehanges having no direct quantitative impact, no quantitative impact as laid down in
paragraphiparagraph 1(c) of Part A of this Annex needs to be calculated.

3. Fonthe purposes of notifying the PRA in accordance with paragraph 4 of Article 325azx for
chianges or extensions to the use of internal models or changes to the institution's choice of the
subset of the modellable risk factors which are not material, institutions shall submit
documentation referred to in points (a), (b), (c), (f) and (g) of Part 3C of this Annex.
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Market Risk: Advanced Standardised Approach (CRR) Part

In this Annex; the text is all new and is not underlined. This Annex accompanied near-final PS17/23
and includes further changes that are minor. ICR firm and ICR consolidation entity are terms defined
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APPLICATION AND DEFINITIONS

1.1

This Part applies to:



(a-1) a firm that is a CRR firm but not aTFCSRan ICR firm; and

(b)y-2) a CRR consolidation entity that is not aFERan ICR consolidation entity;.

1.2 Inthis Part, the following definitions shall apply:

ACTP CSR

means eredit-spread-riskCSR for securitisation included in the alternative-cogblaien
trading portfolicACTP.

CSR

means credit spread risk.
GIRR

means general interest rate risk.
non-ACTP CSR

means eredit-spread-riskCSR for securitisation pot included in the alternative-correlation
ACTP.

non-trading pertfeliebook position

means a position which is held by aiinstitution and which is not held in the trading book.

2 LEVEL OF APPLICATION

Application of requirements on an‘individual basis

2.1 Aninstitution shall comply with this Part on an individual basis.
[Note: Rule 2.1 sets out an equivalent provision to Article 6(1) of CRR that applies to this Part]

2.2 Where an instittition has been given permission under Article 9(1) of CRR it shall incorporate
relevant subsidiaries in the calculation undertaken to comply with rule 2.1.

[Note: Rule 2.2 applies Article 9(1) of CRR to this Part where a permission under that Article has been
given]

Apptication of requirements on a consolidated basis

2.3 A CRR consolidation entity shall comply with this Part on the basis of its consolidated situation.

[Note: Rule 2.3 sets out an equivalent provision to the first sentence of Article 11(1) of CRR that
applies to this Part]

2.4 For the purposes of applying this Part on a consolidated basis, the terms ‘institution’ and ‘UK
parent institution’ shall include a CRR consolidation entity (if it would not otherwise have been
included).

[Note: Rule 2.4 sets out an equivalent provision to the first sub-paragraph of Article 11(2) of CRR that
applies to this Part]


https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52111/13-05-2022
https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52111/13-05-2022

2.5 The expression ‘consolidated situation’ applies for the purposes of this Part as it does for the
purposes of Parts Two and Three of CRR.

[Note: The term ‘conselidationconsolidated situation’ is defined in Article 4(1)(47) of CRR]
Application of requirements on a sub-consolidated basis

2.6 Aninstitution that is required to comply with Parts Two and Three of CRR on a sub-
consolidated basis, shall comply with this Part on the same basis.

[Note: This rule sets out Article 11(6) of CRR that it applies to this Part]

3 ORGANISATIONAL STRUCTURE AND CONTROL MECHANISMS

3.1 ACRR consolidation entity and an institution shall set up a proper organisational structure and
appropriate internal control mechanisms in order to ensure that the data required for
consolidation for the purposes of this Part are duly processed and forwarded.

[Note: Rule 2.73.1 sets out an equivalent provision to the second sentence of Article/11(1) of
CRR that applies to this Part]

3.2 A CRR consolidation entity and an institution shall ensure that a subsidiary not subject to this
Part implements arrangements, processes and mechanisms to ensure proper consolidation for
the purposes of this Part.

[Note: Rule 3.2:8 sets out an equivalent provision to the third sefitence of Article 11(1) of CRR that
applies to this Part]

4 ADVANCED STANDARDISED APPROACH (PART THREE, TITLE IV, CHAPTER 1A CRR)

SECTION 1 GENERAL PROVISIONS

Article 325c SCOPE AND STRUCTURE OF THE ADVANCED STANDARDISED
APPROACH

1. [Note: Provision left blank]

2. An institution shall calculate the own funds requirements for market risk in accordance with the
advanced standardisedvapproach for a portfolio of:

——{i(a) tradingbeokK positions; or
(ib) non-trading book positions that are subject to foreign exchange or commodity risk,

as the-sum of the following three components:

(af) the own funds requirement under the sensitivities-based method set out in Section 2;

{b)-(ii) the own funds requirement for residual risks set out in Section 4 which is only
applicable to the trading book positions referred to in that Section; and

(iii) the own funds requirement for the default risk set out in Section 5 which is only applicable
to the trading book positions referred to in that Section;and

[Note: Paragraph 2 of this rule corresponds to paragraph 2 of Article 325c of CRR_as it applied
immediately before revocation by the Treasury]



https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52111/13-05-2022
https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/128409/13-05-2022
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SECTION 2 SENSITIVITIES-BASED METHOD FOR CALCULATING THE OWN FUNDS
REQUIREMENT

Article 325d DEFINITIONS

1. For the purposes of this Part, the following definitions apply:

(a) ‘bucket’ means a sub-category of positions within one risk class with a similar risk profile to
which a risk factor as defined in Subsection 1 of Section 3 is assigned.

(b) ‘risk class’ means one of the following seven categories:
() GIRR;
(ii) CSR for non-securitisation;
(iii) non-ACTP CSR,;
(iv) ACTP CSR;
(v) equity risk;
(vi) commodity risk; or
(vii) foreign exchange risk.

(c) ‘sensitivity’ means the relative change in the valtie,of a position, as a result of a change in
the value of one of the relevant risk factors of the“position, calculated using the institution's
pricing model in accordance with Subsection 2 of Section 3.

[Note: This rule corresponds to Article 325d of €RR.as it applied immediately before revocation by the

Treasury

Article 325e COMPONENTS OF THE SENSITIVITIES-BASED METHOD

1. An institution shall calculate’the ‘'own funds requirement for market risk under the sensitivities-
based method by aggregating'the following three own funds requirements in accordance with
Article 325h:

(a) own funds requirements for delta risk which capture the risk of changes in the value of an
instrument'due to movements in its non-volatility related risk factors;

(b) own-<funds requirements for vega risk which capture the risk of changes in the value of an
instrument due to movements in its volatility-related risk factors; and

(e “own funds requirements for curvature risk which capture the risk of changes in the value of
an instrument due to movements in the main non-volatility related risk factors not captured
by the own funds requirements for delta risk.

2. For the purpose of the calculation referred to in paragraph 1:

(a) all the positions of instruments with optionality shall be subject to the own funds
requirements referred to in points (a), (b) and (c) of paragraph 1 for the risks other than
exotic underlyings of the instruments as referred to in point (a) of Article 325u(2); and

(b) all the positions of instruments without optionality shall only be subject to the own funds
requirements referred to in point (a) of paragraph 1 for the risks other than exotic
underlyings of the instruments as referred to in point (a) of Article 325u(2).



For the purposes of this Part, instruments with optionality include, among others: calls, puts,
caps, floors, swap options, barrier options-and-exetic, embedded options—Embedded-optiens;
(such as prepayment or behawoural Optlonsw—b%eﬁstde%%—beﬁammqe—pesmens—m
isk) and exotic

For the purposes of this Part, instruments whose cash-flows can be written as a linear function
of the underlying's notional amount shall be considered to be instruments without optionality.

3. By way of derogation from point (b) of paragraph 2, an institution may with the prior permission
of the PRA to the extent and subject to any modifications set out in the permission, subject all
the positions of instruments without optionality to the own funds requirements referred to in
peints-{b)-andpoint (c) of paragraph 1, in addition to the requirements referred to in pointfa)-o6f
paragraph 1.

If an institution is granted permission by the PRA to apply the approach in the first sub-
paragraph above, it may only cease applying such approach with the permission of the PRA.

[Note: This is a permission created under sections 144G(2) and 192XC of FSMAto-which Part 8 of
CRRthe Capital Requirements Regulations appliesd]

[Note: This rule corresponds to Article 325e of CRR_as it applied immedi&tély before revocation by the

Treasury

Article 325f OWN FUNDS REQUIREMENTS FORDELTA AND VEGA RISKS

1. An institution shall apply the delta and vega risk factors,described in Subsection 1 of Section 3
to calculate the own funds requirements for delta@nd vega risks.

2. An institution shall apply the process set out in paragraphs 3 to 8 to calculate own funds
requirements for delta and vega risks.

3. For each risk class, the sensitivity of all instruments in scope of the own funds requirements for
delta or vega risks to each of the applicable delta or vega risk factors included in that risk class
shall be calculated by using thie corrésponding formulas in Subsection 2 of Section 3. If the
value of an instrument dependston several risk factors, the sensitivity shall be determined
separately for each risk factor

4, Sensitivities shall be.assignhed to one of the buckets ‘b’ within each risk class.

5. Within each bucket<b", the positive and negative sensitivities to the same risk factor shall be
netted, giving«fise to net sensitivities (s, ) to each risk factor 'k’ within a bucket.

6. The net sensitivities to each risk factor within each bucket shall be multiplied by the
corresponding risk weights set out in Section 6, giving rise to weighted sensitivities to each risk
factorwithin that bucket in accordance with the following formula:

WS, = RWj, - sy,
where:
WS, = the weighted sensitivities;
RW, = the risk weights;
s = the risk factor.
7. The weighted sensitivities to the different risk factors within each bucket shall be aggregated in

accordance with the formula below, where the quantity within the square root function is floored
at zero, giving rise to the bucket-specific sensitivity. The corresponding correlations for
weighted sensitivities within the same bucket (py;), set out in Section 6, shall be used.



K, = Jz WS? + Z Z PuW S, WS,
k

k 1#k
where:
K, = the bucket-specific sensitivity;
WS = the weighted sensitivities.
The bucket-specific sensitivity shall be calculated for each bucket within a risk class in
accordance with paragraphs 5, 6 and 7. Once the bucket-specific sensitivity has been
calculated for all buckets, weighted sensitivities to all risk factors across buckets shall be
aggregated in accordance with the formula below, using the corresponding correlations . for

weighted sensitivities in different buckets set out in Section 6, giving rise to the risk class-
specific own funds requirement for delta or vega risk:

Risk class-specific own fund requirement for delta or vega risk = \/Zb K2+ Y% e YoeSpSe
where:

Sy = Yk WSy for all risk factors in bucket b and S, = ¥, WS, in bucket e; Where those values for
S, and S, produce a negative number for the overall sum of ¥, K245, ¥ ., »:SpS. the
institution shall calculate the risk class-specific own funds requirements for delta or vega risk
using an alternative specification whereby:

Sp = max [min (Z WSk, Kp), —Kp]
3

S, = max [min (Z WSy, K.), —Kc]
3

The risk class-specific own funds requirements for delta or vega risk shall be calculated for
each risk class in accordance with paragraphs 1 to 8.

[Note: This rule corresponds to Article 325f of CRR as it applied immediately before revocation by the

Treasury
Article 325¢g OWNFRUNDS REQUIREMENTS FOR CURVATURE RISK
1. An institution shallperform the calculations laid down in paragraph 2 for each risk factor of the

instruments subject’to the own funds requirement for curvature risk, except for the risk factors
referred to imparagraph 3.

For a given risk factor, an institution shall perform those calculations on a net basis across all
the positions of the instruments subject to the own funds requirement for curvature risk that
contain that risk factor.

For a given risk factor kk included in one or more instruments referred to in paragraph 1, an
institution shall calculate the upward net curvature risk position of that risk factor (CVR;) and
the downward net curvature risk position of that risk factor (CVRy) as follows:

CVR} = — Z CVR;,
i

CVR; = — Z CVR;
i

CVR?,'( — Vi (xl}(ew(Curvatureﬁ) _ Vz(xk) _ Rchurvature X Si



CVR,-_k — Vi(x}I:W(Curvature)’) _ Vi(xk) + RWkCurvature X Sig
where:

i = the index that denotes all the positions of instruments referred to in paragraph 1 and
including risk factor k;

x;, = the current value of risk factor k;

V;(x;) = the value of instrument i as estimated by the pricing model of the institution based on
the current value of risk factor k;

v, (x,fW(C”T"““Te’+):_: the value of instrument i as estimated by the pricing model of the
institution based on an upward shift of the value of risk factor k;

V; (¥ Curvatira™y = the value of instrument i as estimated by the pricing model ofthe
institution based on a downward shift of the value of risk factor k;

RWEwvature= = the risk weight applicable to risk factor k determined in accordance with Section
6;

sy = the delta sensitivity of instrument ii with respect to risk factor k calculated in accordance
with Article 325r.

By way of derogation from paragraph 2, for curves of risk factors that belong to the GIRR, CSR
and commodity risk classes, an institution shall perform the‘calculations laid down in paragraph
6 at the level of the entire curve instead of at the levehof each risk factor that belongs to the
curve.

For the purposes of the calculation referred tofin‘paragraph 2, where x, is a curve of risk
factors allocated to the GIRR, CSR and edmmodity risk classes, s;;, shall be the sum of the
delta sensitivities to the risk factor of thg curve across all tenors of the curve.

In order to determine a bucket-level ‘awn’funds requirement for curvature risk, an institution
shall aggregate, in accordance with the following formula the upward and downward net
curvature risk positions, calculated in accordance with paragraph 2, of all the risk factors
assigned to that bucket in accordance with Subsection 1 of Section 3:

max(K;, K ); where K;f # K,
Kp='{ Kjf; where K = K;; and z CVR{ >Z CVRy
K}, ; otherwise ‘ ‘
where:
b = thénndex that denotes a bucket of a given risk class;

Kp= the own funds requirement for curvature risk for bucket bb;

kit = \/max(0, ¥ max(CVR{, 00 + Yk e P CVRE CVRIW(CVRY, CVRY));

Ky = /max(0, ¥, max(CVR, 0) + Yk X P CV R CVRIW(CVR;, CVR));

0; wherex < 0andy <0
1; otherwise !

Ve =

pr. = the intra-bucket correlations between risk factors k and [ as prescribed in Section 6;

k,1 = the indices that denote all the risk factors k and [ as included in one or more instruments
referred to in paragraph 1;

CVR} = the upward net curvature risk position;



CVR;, = the downward net curvature risk position.

5. By way of derogation from paragraph 4, for the bucket-level own funds requirements for
curvature risk of bucket 16 of Table 4 in Article 325ah, of bucket 16 of Table 6 in Article 325ak,
of bucket 25 of Table 7 in Article 325am and of bucket 11 of Table 8 in Article 325ap, an
institution shall use the following formula:

K, = max <Z max(CVR}, 0),2 max(CVR;, 0)>
k k

6. An institution shall calculate the risk class own funds requirements for curvature risk by
aggregating all the bucket-level own funds requirements for curvature risk within a given rigk
class as follows:

RCCR = \/max (0, Z K2+ Z Z YoeSpSe(Spr sc)>
b

ctb b
where:

b, c = the indices that denote all the buckets of a given risk class that€oresponds to
instruments referred to in paragraph 1;

K, = own funds requirements for curvature risk for bucket b;

Z CVR} ; where K;, = K,/ in accordance with paragraph 4
_ K

Sy =
Z CVRy ; otherwise
k
_ (0;wherex <0Oandy <0
YY) = { 1; otherwise

¥pe = the inter-bucket correlations between buckets b and c as set out in Section 6.

7. An institution must ensure the own funds requirement for curvature risk is the sum of the risk
class own funds requirements for curvature risk calculated in accordance with paragraph 6
across all risk classes to whiCh at least one risk factor of the instruments referred to in
paragraph 1 belongs.

[Note: This rule correspondsitorArticle 3259 of CRR_as it applied immediately before revocation by the

Treasury

Article 325h AGGREGATION OF RISK CLASS-SPECIFIC OWN FUNDS
REQUIREMENTS FOR DELTA, VEGA AND CURVATURE RISKS

1. An‘institution shall aggregate risk class-specific own funds requirements for delta, vega and
curvature risks in accordance with the process set out in paragraphs 2, 3 and 4.

2. The process to calculate the risk class-specific own funds requirements for delta, vega and
curvature risks described in Articles 325f and 325g shall be performed three times per risk
class, each time using a different set of correlation parameters p,,; (correlation between risk
factors within a bucket) and y,,. (correlation between buckets within a risk class). Each of those
three sets shall correspond to a different scenario, as follows:

(a) the medium correlations scenario, whereby the correlation parameters p,; and y,. remain
unchanged from those specified in Section 6;



(b) the high correlations scenario, whereby the correlation parameters p,; and y,. that are
specified in Section 6 shall be uniformly multiplied by 1.25, with p,; and y,. subject to a
cap at 100%; and

(c) the low correlations scenario, whereby the correlation parameters plS" = max (2 - py, —
100%, 75% * py;) and YL = max (2 * y,c — 100%, 75% - y,,c) respectively.

3. An institution shall calculate the sum of the delta, vega and curvature risk class-specific own
funds requirements for each scenario to determine three scenario-specific own funds
requirements.

4, The own funds requirement under the sensitivities-based method shall be the highest of the
three scenario-specific own funds requirements referred to in paragraph 3.

[Note: This rule corresponds to Article 325h of CRR_as it applied immediately before revocation by the

Treasury

Article 325i TREATMENT OF INDEX INSTRUMENTS AND OTHER MULTI-
UNDERLYING INSTRUMENTS

1. An institution shall use a look-through approach for index and other multi-underlying
instruments in accordance with the following:

(a) for the purposes of calculating the own funds requirements for delta and curvature risk, an
institution shall consider that they hold individual positions directly in the underlying
constituents of the index or other multi-underlyipghinstruments, except for a position in an
index included in the ACTP for which they shall ealculate a single sensitivity to the index;

(b) an institution may net the sensitivities to afisk factor of a given constituent of an index
instrument or other multi-underlyingjinstrument with the sensitivities to the same risk factor
of the same constituent of single fame instruments, except for positions included in the
ACTP; and

(c) for the purposes of calculating the own funds requirements for vega risk, an institution may
either consider that they directly hold individual positions in the underlying constituents of
the index or other multi-underlying instrument, or calculate a single sensitivity to the
underlying of that instrument. In the latter case, an institution shall assign the single
sensitivity to the.relevant bucket as set out in Subsection 1 of Section 6 as follows:

(i) where, taking into account the weightings of that index, more than 75% of
constituents in that index would be mapped to the same bucket, an institution shall
assign the sensitivity to that bucket and treat it as a single-name sensitivity in that
bucket;

(ii) in all other cases, an institution shall assign the sensitivity to the relevant index
bucket.

2. By way of derogation from point (a) of paragraph 1, an institution may calculate a single
sensitivity to a position in a listed equity or credit index for the purposes of calculating the own
funds requirements for delta and curvature risks provided the listed equity or credit index meets
the conditions set out in paragraph 3. In that case, an institution shall assign the single
sensitivity to the relevant bucket as set out in Subsection 1 of Section 6 as follows:

(@) where, taking into account the weightings of that listed index, more than 75% of
constituents in that listed index would be mapped to the same bucket, that sensitivity shall
be assigned to that bucket and treated as a single-name sensitivity in that bucket;



(b) in all other cases, an institution shall assign the sensitivity to the relevant listed index
bucket.

An institution may use the approach set out in paragraph 2 for all instruments referencing a
listed equity or credit index where all the following conditions are met:

(a) the constituents of the listed index and their respective weightings in that index are known;
(b) the listed index contains at least 20 constituents;

(c) no single constituent contained within the listed index represents more than 25% of the
total market capitalisation of that index;

(d) no set comprising one tenth of the total number of constituents of the listed index, rounded
up to the next integer, represents more than 60% of the total market capitalisation, of that
index; and

(e) the total market capitalisation of all the constituents of the listed index is/ne less than
£GBP 32 billion.

An institution must exclusively use either:

(a) the approach set out in paragraph 1; or
(b) the approach set out in paragraph 2,

for all instruments that reference the same listed equityjor credit index that meets the conditions
set out in paragraph 3. An institution which has usedwthe approach set out in paragraph 1 for a
type of instrument referencing a particular indéx'may only with the prior permission of the PRA
change to the approach set out in paragraph 2 te-the-approach-set-eutin-paragraph-1-in
respect of such instruments to the extent,and subject to any modifications set out in the
permission.

[Note: This is a permission created under_sections 144G(2) and 192XC of FSMA to which Part 8 of
CRRthe Capital Requirements Reguylations applies]]

5.

An institution must ensure that for an index or other multi-underlying instrument, the sensitivity
inputs for the calculation of delta and curvature risks is consistent, irrespective of the
approaches used for that instrument.

Index or multizunderlying instruments which bear other residual risks as referred to in
paragraph 87of ‘Article 325u shall be subject to the residual risk add-on referred to in Section 4.

[Note: This rule corresponds to Article 325i of CRR_as it applied immediately before revocation by the

Treasury
Artitle\325j TREATMENT OF COLLECTIVE INVESTMENT UNDERTAKINGS
1I—Anl. Subject to paragraph 6 below, an institution shall calculate the own funds

requirements for market risk of a position in a CIU using one of the following approaches:

(a) where an institution is able to obtain sufficient information about the individual underlying
exposures of the CIU, the institution shall calculate the own funds requirements for market
risk of that CIU position by looking through to the underlying positions of the CIU as if
those positions were directly held by the institution;

(b) where the institution is not able to obtain sufficient information about the individual
underlying exposures of the CIU, but the institution has knowledge of the content of the
mandate of the CIU and daily price quotes for the CIU can be obtained, the institution shall



calculate the own funds requirements for market risk of that CIU position under the
sensitivities-based method set out in Section 2 by using one of the following approaches:

(i) the institution may consider the position in the CIU as a single equity position
allocated to the bucket ‘other sector’, being item 11 in Table 8 of paragraph 1 of
Article 325ap;

(ii) with the prior permission of the PRA to the extent and subject to any modifications set
out in the permission, an institution may calculate the own funds requirements for
market risk of the CIU in accordance with the limits set in the CIU’s mandate and
relevant law;

(iii) in accordance with paragraph 4a, the institution may calculate the own funds
requirements for market risk of the CIU on a stand-alone basis by treating the'CIU as
a single equity position and applying a risk weight calculated by a third party;

(c) where the institution does not meet the conditions in points (a) or (b), thetinstitution shall
allocate the CIU to the non-trading book.

[Note: This is a permission created under sections 144G(2) and 192XCvof FSMA to which Part
8 of CRRthe Capital Requirements Requlations applies]

An-institution-Where the mandate of the CIU implies that sof€g€Xposures in the CIU shall be
subject to the own funds requirement for default risk, andfistiftition that uses one of the
approaches set out in point (b) shall apply the own funds requirement for the-default risk set out
in Section 5 and the residual risk add-on set out in.Section 4-where-the-mandate-of the CIU

mplie h ome-exposy n-the ClU-shallbe-Sub o-those-own-fund eguiremen
1

provided that:

(1A) where an institution uses the approdsh $et out in point (b)(i), that institution shall, for the
purposes of determining any own*féiids requirement for default risk, consider the position
in the CIU as a single unrateg®equity position allocated to the bucket ‘Unrated’ in Table 2
of paragraph 1 of Article@25ys=and

(1B) where an institution usesthe approach set out in point (b)(iii), that institution shall, for the
purposes of detergfithing the residual risk add-on and own funds requirement for default
risk, apply sepafaterrisk weights calculated by a third party. An institution shall ensure that
the third pantRrevides separate calculations for non-securitisations, securitisations that
are not intlded in the ACTP and securitisations that are included in the ACTP.

An institutioh.that uses the approach set out in point (b)(ii}-ef-peint{b) may calculate the own
fundssrequirements for counterparty credit risk and own funds requirements for CVA risk of
derivative positions of the CIU, using the simplified approach set out in paragraph 3 of Credit
Risk:"Standardised Approach (CRR) Part Article 132a132A.

By way of derogation from paragraph 1, where an institution has a position in a CIU that tracks
an index benchmark so that the annualised return difference between the CIU and the tracked
index benchmark over the last 12 months is below 1% in absolute terms, ignoring fees and
commissions, the institution may treat that position as a position in the tracked index
benchmark. An institution shall verify compliance with that condition when the institution enters
into the position and, after that, at least annually.

For the purposes of the first sub-paragraph above, where data over the last 12 months cannot
as yet be obtained, an institution may use an annualised return difference for a period shorter
than 12 months.



4a4A.

An institution may use a combination of the approaches referred to in points (a), (b) and (c) of
paragraph 1 for its positions in separate ClUs. However, an institution shall use only one of
those approaches for all the positions in the same CIU.

For the purposes of point (b)(ii) of paragraph 1{b}; and where point (b)(ii) of paragraph 1 applies
as the mandate of the CIU implies that some exposures in the CIU shall be subject to the own
funds requirement for default risk in accordance with the second sub-paragraph of paragraph 1,
an institution shall carry out the calculations under the following provisions:

(a) for the purposes of calculating the own funds requirement under the sensitivities-based
method set out in Section 2, the CIU shall first take position to the maximum extent
allowed under its mandate or relevant law in the exposures attracting the highest own
funds requirements set out under that Section and shall then continue taking positions in
descending order until the maximum total loss limit is reached;

(b) for the purposes of the own fund requirements for the default risk set out,in Section 5, the
CIU shall first take position to the maximum extent allowed under its mandate or relevant
law in the exposures attracting the highest own funds requirements set out under that
Section and shall then continue taking positions in descending arderwuntil the maximum
total loss limit is reached; and

(c) the CIU shall apply leverage to the maximum extent allowed under its mandate or relevant
law, where applicable.

The own funds requirements for all positions in the same CIU for which the calculations
referred to in the first subparagraph are used shall.be calculated on a stand-alone basis as a
separate portfolio using the approach set out in.this Part.

An institution may apply the treatment in_ point (B)(iii) of paragraph 1{b} where_conditions (a), (b)
and (c) are met and may apply the treatmentin point (1B) of paragraph 1 where conditions (b)
and (c) are met. The conditions are:

(a) the risk weight is determined(asjthe own funds requirements of the CIU calculated on a
stand-alone basis in accotdance with point (a) of paragraph 1, divided by the delta
sensitivity that would be determined if treating the position in the CIU as a single equity
position in accordance with point (b)(i) of peint-{b)-efparagraph 1;

(b) an external auditor has confirmed the adequacy of the third party’s calculation of the risk
weight, including that the third party has adequate information to perform the calculation in
point (a) ‘of this paragraph; and

(c) thelinstitution verifies the appropriateness of the third party’s risk weight calculation.

An‘institution may use the approaches referred to in point (a) or (b) of paragraph 1 only where
the/CIU meets all the conditions set out in paragraph 3 and-peint-{4){a)-of Credit Risk:
Standardised Approach (CRR) Part Article 132.

An institution shall treat a position in a CIU which is also a closed-ended investment fund with a

[Note:

premium listing in compliance with the listing rules as an equity position in accordance with this
Part. For the purposes of this paragraph, the terms ‘closed-ended investment fund’, ‘premium
listing’ and ‘listing rules’ shall have the meaning given to such terms in the FCA Handbook.

This rule corresponds to Article 325 of CRR_as it applied immediately before revocation by the

Treasury

Article 325k UNDERWRITING PROVISIONS

[Note:

Provision left blank]



SECTION 3 RISK FACTOR AND SENSITIVITY DEFINITIONS

SUBSECTION 1 RISK FACTOR DEFINITIONS
Article 325l GENERAL INTEREST RATE RISK FACTORS
1. An institution shall ensure that for all GIRR factors, including inflation risk and cross-currency

basis risk, there shall be one bucket per currency, each containing different types of risk factor.

An institution shall ensure that the delta GIRR factors applicable to interest rate-sensitive
instruments shall be the relevant risk-free rates per currency and per each of the following
maturities: 0.25 years, 0.5 years, one year, two years, three years, five years, tenl0 years, 15
years, 20 years, 30 years. An institution shall assign risk factors to the specified vertices by
linear interpolation or by using a method that is most consistent with the pricing functions’used
by the independent risk control function of the institution to report market risk or profits,and
losses to senior management.

An institution shall obtain the risk-free rates per currency from money-marketjiinstruments held
in the trading book of the institution that have the lowest credit risk, suchss, overnight index
swaps.

Where an institution cannot apply the approach referred to in paragraph 2, the risk-free rates
shall be based on one or more market-implied swap curves uséd by the institution to mark
positions to market, such as the interbank offered rate swap(curves.

Where the data on market-implied swap curves described\in'paragraph 2 and the first
subparagraph of this paragraph are insufficient, the risk-free rates may be derived from the
most appropriate sovereign bond curve for a giveh eurfency.

Where an institution uses the GIRR factors derived in accordance with the procedure set out in
the second subparagraph of this paragraphfor sovereign debt instruments, the sovereign debt
instrument shall not be exempted fromythe ewn funds requirements for ereditspread-risk-CSR.
In those cases, where it is not possible to' disentangle the risk-free rate from the credit spread
component, the sensitivity to the fiskifactor shall be allocated both to the GIRR and to eredit

spread-riskCSR classes.
For the purpose of constructing the risk-free rates per currency:

(a) an overnight index‘'swap curve (such as Eonia or a new benchmark rate) and a bank
offering rate swap’curve (such as three-month Euribor or other benchmark rates) must be
considereditwo different curves;

(b) two bank'offering rate curves at different maturities (such as three-month Euribor and six-
month/Euribor) must be considered two different curves; and

(e), \an onshore and an offshore currency curve (such as onshore Indian rupee and offshore
Indian rupee) must be considered two different curves.

An institution shall ensure that in the case of GIRR factors, each currency constitutes a
separate bucket. An institution shall assign risk factors within the same bucket, but with
different maturities a different risk weight in accordance with Section 6.

An institution shall apply additional risk factors for inflation risk to debt instruments whose cash-
flows are functionally dependent on inflation rates. Those additional risk factors shall consist of
one vector of market implied inflation rates of different maturities per inflation curve in a given
currency. For each instrument, the vector shall contain as many components as there are
inflation rates used as variables by the institution's pricing model for that instrument.




An institution shall calculate the sensitivity of the instrument to the additional risk factor for
inflation risk referred to in paragraph 4 as the change in the value of the instrument, according
to its pricing model, as a result of a one basis point shift in each of the components of the
vector. Each currency shall constitute a separate bucket. Within each bucket, an institution
shall treat each inflation_curve as a single risk factor, regardless of the number of components
of each vector. An institution shall offset all sensitivities to a single inflation curve within a
bucket, calculated as described in this paragraph, in order to give rise to a single net sensitivity
per bueket-inflation curve.

Debt instruments that involve payments in different currencies shall also be subject to cross-
currency basis risk between those currencies. For the purposes of the sensitivities-based
method, an institution shall apply risk factors which are the cross-currency basis risk of each
currency over either US dollar or euro. An institution shall compute cross currency bases'that
do not relate to either basis over US dollar or basis over euro either on ‘basis over US\dollar’ or
‘basis over euro’.

Each cross-currency basis risk factor shall consist of one vector of cross-cufreney basis of
different maturities per currency. For each debt instrument, the vector shalkcontain as many
components as there are cross-currency bases used as variables by the,institution's pricing
model for that instrument. Each currency shall constitute a different bucket.

An institution shall calculate the sensitivity of the instrument to thejeross-currency basis risk
factor as the change in the value of the instrument, accordingsto its pricing model, as a result of
a one basis point shift in each of the components of the vector. Each currency shall constitute a
separate bucket. Within each bucket there shall be twe possible distinct risk factors: basis over
euro and basis over US dollar, regardless of the number of components there are in each
cross-currency basis vector. The maximum number of net sensitivities per bucket shall be two.

The vega GIRR factors applicable to options with underlyings that are sensitive to general
interest rate shall be the implied volatilities\of the relevant risk-free rates as described in
paragraphs 2 and 3, defined along two dimensions:

(a) the residual maturity of the option, mapped to one or several of the following tenors: 0.5
years, one year, three years, five years, ten10 years; and

(b) the residual maturity, of the underlying at the expiry date of the option, mapped to one or
more of the following tesidual maturity tenors: 0.5 years, one year, three years, five years,
tenl0 years.,

Each vega GIRRactor shall be assigned to buckets depending on the currency, with one
bucket perfclrrency.

An institution shall apply curvature GIRR factors which consist of one vector of risk-free rates,
reptesenting a specific risk-free yield curve, per currency. Each currency shall constitute a
different bucket. For each instrument, the vector shall contain as many components as there
are different maturities of risk-free rates used as variables by the institution's pricing model for
that instrument.

An institution shall calculate the sensitivity of the instrument to each risk factor used in the
curvature risk formula in accordance with Article 325g. For the purposes of the curvature risk,
an institution shall consider vectors corresponding to different yield curves and with a different
number of components as the same risk factor, provided that those vectors correspond to the
same currency. An institution shall offset sensitivities to the same risk factor. There shall be
only one net sensitivity per bucket.

There shall be no curvature risk own funds requirements for inflation and cross currency basis
risks.



[Note: This rule corresponds to Article 325I of CRR_as it applied immediately before revocation by the

Treasury
Article 325m CREDIT SPREAD RISK FACTORS FOR NON-SECURITISATION
1. An institution shall apply delta eredit-spread-riskCSR factors to non-securitisation instruments

that are sensitive to credit spread which are the issuer credit spread rates of those instruments,
inferred from the relevant debt instruments and credit default swaps, and mapped to each of
the following maturities: 0.5 years, one year, three years, five years, tenl0 years.

An institution shall identify two distinct risk factors per issuer and maturity: one risk factor for
debt instruments and one risk factor for credit default swaps. The buckets shall be sector
buckets, as referred to in Section 6, and each bucket shall include all the risk factors allocated
to the relevant sector.

An institution shall apply vega CSR factors to options with non-securitisation underlyings that
are sensitive to credit spread which are the implied volatilities of the underlyingisunderlyings’
issuer credit spread rates inferred as laid down in paragraph 1, which shall bé mapped to the
following maturities in accordance with the maturity of the option subjéctto own funds
requirements: 0.5 years, one year, three years, five years, tenl0 years, The same buckets shall
be used as the buckets that were used for the delta eredit spread«iskCSR for non-
securitisation.

An institution shall apply curvature CSR factors to non-seeufitisation instruments which consist
of one vector of credit spread rates, representing a credit'spread curve specific to the issuer.
For each instrument, the vector shall contain as many eomponents as there are different
maturities of credit spread rates used as variable$ invthe institution's pricing model for that
instrument. The same buckets shall be used aSthe buckets that were used for the delta eredit
spread-riskCSR for non-securitisation.

An institution shall calculate the sensitiVity, of the instrument to each risk factor used in the
curvature risk formula in accordanee with Article 325g. For the purposes of the curvature risk,
an institution shall consider vectors inferred from either relevant debt instruments or credit
default swaps and with a different number of components as the same risk factor, provided that
those vectors correspond to,the same issuer.

[Note: This rule corresponds+o Article 325m of CRR_as it applied immediately before revocation by

the Treasury
Article 325n CREDIT SPREAD RISK FACTORS FOR SECURITISATION
1. An institution.shall apply the CSR factors referred to in paragraph 3 to securitisation positions

that are included in the ACTP, as referred to in paragraphs 6, 7 and 8 of Market Risk: General
Pravisions (CRR) Part Article 325.

Anvinstitution shall apply the CSR factors referred to in paragraph 5 to securitisation positions
that are not included in the ACTP, as referred to in paragraphs 6, 7 and 8 of Market Risk:
General Provisions (CRR) Part Article 325.

The buckets applicable to the CSR for securitisations that are included in the ACTP shall be the
same as the buckets applicable to the CSR for non-securitisations, as referred to in Section 6.

The buckets applicable to the CSR for securitisations that are not included in the ACTP shall be
specific to that risk class category, as referred to in Section 6.

An institution shall apply CSR factors to securitisation positions that are included in the ACTP
as follows:



(a) the delta risk factors shall be all the relevant credit spread rates of the issuers of the
underlying exposures of the securitisation position, inferred from the relevant debt
instruments and credit default swaps, and for each of the following maturities: 0.5 years,
one year, three years, five years, ten10 years.

(b) the vega risk factors applicable to options with securitisation positions that are included in
the ACTP as underlyings shall be the implied volatilities of the credit spreads of the issuers
of the underlying exposures of the securitisation position, inferred as described in point (a)
of this paragraph, which shall be mapped to the following maturities in accordance with the
maturity of the corresponding option subject to own funds requirements: 0.5 years, one
year, three years, five years, tenl0 years; and

(c) the curvature risk factors shall be the relevant credit spread yield curves of the iSsuérs of
the underlying exposures of the securitisation position expressed as a vector of credit
spread rates for different maturities, inferred as indicated in point (a) of this paragraph; for
each instrument, the vector shall contain as many components as there.are different
maturities of credit spread rates that are used as variables by the institution's pricing model
for that instrument.

An institution shall calculate the sensitivity of the securitisation position to each risk factor used
in the curvature risk formula as specified in Article 325g. For the purposes of the curvature risk,
an institution shall consider vectors inferred either from relevant debt instruments or credit
default swaps and with a different number of components as,the same risk factor, provided that
those vectors correspond to the same issuer.

An institution shall apply CSR factors to securitisgtion positions that are not included in the
ACTP which refer to the spread of the trancheffather than the spread of the underlying
instruments as follows:

(a) the delta risk factors shall be the r€levant tranche credit spread rates, mapped to the
following maturities, in accordance'with the maturity of the tranche: 0.5 years, one year,
three years, five years, tenld years;

(b) the vega risk factors applicable to options with securitisation positions that are not included
in the ACTP as underlyings shall be the implied volatilities of the credit spreads of the
tranches, each of them mapped to the following maturities in accordance with the maturity
of the option subject to own funds requirements: 0.5 years, one year, three years, five
years, tefii0-years; and

(c) the curyature risk factors shall be the same as those described in point (a) of this
paragraph; to all those risk factors, a common risk weight shall be applied, as referred to in
Seection 6.

[Note: This rule corresponds to Article 325n of CRR_as it applied immediately before revocation by the

Treasury
Article 3250 EQUITY RISK FACTORS
1. The buckets for all equity risk factors shall be the sector buckets referred to in Section 6.

2.

An institution shall apply equity delta risk factors which shall be all the equity spot prices and all
equity repo rates.

For the purposes of equity risk, a specific equity repo curve shall constitute a single risk factor,
which is expressed as a vector of repo rates for different maturities. For each instrument, the
vector shall contain as many components as there are different maturities of repo rates that are
used as variables by the institution's pricing model for that instrument.



An institution shall calculate the sensitivity of an instrument to an equity risk factor as the
change in the value of the instrument, according to its pricing model, as a result of a one basis
point shift in each of the components of the vector. An institution shall offset sensitivities to the
repo rate risk factor of the same equity security, regardless of the number of components of
each vector.

An institution shall apply equity vega risk factors to options with underlyings that are sensitive to
equity which shall be the implied volatilities of equity spot prices which shall be mapped to the
following maturities in accordance with the maturities of the corresponding options subject to
own funds requirements: 0.5 years, one year, three years, five years, tenl0 years. There shall
be no own funds requirements for vega risk for equity repo rates.

An institution shall apply equity curvature risk factors to options with underlyings that_ arg
sensitive to equity which shall be all the equity spot prices, regardless of the maturity, of the
corresponding options. There shall be no curvature risk own funds requirements forequity repo
rates.

[Note: This rule corresponds to Article 3250 of CRR_as it applied immediately befdré revocation by the

Treasury

Article 325p COMMODITY RISK FACTORS

1.
2.

The buckets for all commodity risk factors shall be the sectop-buckets referred to in Section 6.

An institution shall apply commodity delta risk factors to ¢ommodity sensitive instruments which
shall be all the commodity spot prices per commoditystype ‘and per each of the following
maturities: 0 years, 0.25 years, 0.5 years, one year, two years, three years, five years, tenl0
years, 15 years, 20 years, 30 years. An institutionishall only consider two commaodity prices of
the same type of commodity, and with the, samé maturity to constitute the same risk factor
where the set of legal terms regarding the delivery location are identical.

An institution shall apply commaodity yvega'risk factors to options with underlyings that are
sensitive to commodity which shalt*berthe implied volatilities of commodity prices per
commodity type, which shall be mapped to the following maturities in accordance with the
maturities of the corresponding ‘options subject to own funds requirements: 0.5 years, one year,
three years, five years, tenl8-years. An institution shall consider sensitivities to the same
commodity type and allocated to the same maturity to be a single risk factor which the
institution shall then offset.

An institution shall apply commodity curvature risk factors to options with underlyings that are
sensitive to,eommodity which shall be one set of commodity prices with different maturities per
commodity, type, expressed as a vector. For each instrument, the vector shall contain as many
compeonents as there are prices of that commodity that are used as variables by the institution's
pricing.model for that instrument. An institution shall not differentiate between commaodity prices
by delivery location.

An institution shall calculate the sensitivity of the instrument to each risk factor used in the
curvature risk formula as specified in Article 325g. For the purposes of curvature risk, an
institution shall consider vectors having a different number of components to constitute the
same risk factor, provided that those vectors correspond to the same commodity type.

[Note: This rule corresponds to Article 325p of CRR_as it applied immediately before revocation by the

Treasury
Article 325¢q FOREIGN EXCHANGE RISK FACTORS
1. An institution shall apply foreign exchange delta risk factors to foreign exchange sensitive

instruments which shall be all the spot exchange rates between:



(a) the currencies either referenced by an instrument or in which an instrument is
denominated; and

(b) the institution's reporting currency or the institution’s base currency, where the institution is
using a base currency in accordance with paragraph 7.

There shall be one bucket per currency pair, containing a single risk factor and a single net
sensitivity.

An institution shall apply foreign exchange vega risk factors to options with underlyings that are
sensitive to foreign exchange which shall be the implied volatilities of exchange rates between
all applicable currency pairs. Those implied volatilities of exchange rates shall be mapped to
the following maturities in accordance with the maturities of the corresponding options stbject
to own funds requirements: 0.5 years, one year, three years, five years, tenl0 yearss There

shall be one bucket per currency pair;-centaining-a-single-risk-facter-and-a-single petsensitivity.

An institution shall apply foreign exchange curvature risk factors to instrumentswwith underlyings
that are sensitive to foreign exchange which shall be the foreign exchange dglta risk factors
referred to in paragraph 1.

An institution shall not be required to distinguish between onshore and offshore variants of a
currency for all foreign exchange delta, vega and curvature riskAfactors.

Where a foreign exchange rate that is the underlying of an ifistrument i that is subject to own
funds requirements for curvature risks neither refers to the Institution's reporting currency nor
the institution’s base currency, if the institution has amapproved base currency in accordance
with paragraph 7, the institution may divide by 1.5.the.corresponding components CVR;, and
CVR}, set out in paragraph 2 of Article 325g fopwhich x, is the foreign exchange risk factor
between one of the two currencies of the underlying and the institution's reporting currency or
the institution’s base currency, as applicable.

An institution may with the prior permission of the PRA divide by 1.5 the components CVR;, and
CVR}, set out in paragraph 2 of Article’325g for all the foreign exchange risk factors of
instruments concerning foreign exchange and subject to own funds requirement for curvature
risk to the extent and subject to any modifications set out in the permission if, on applying for
such permission, it is able to"demonstrate to the satisfaction of the PRA that the institution
calculates an additionahset of curvature sensitivities for all foreign exchange risk factors under
the assumption thatithe institution’s reporting currency or the institution’s base currency, if that
institution has ‘ag*@pproved base currency in accordance with paragraph 7, as applicable,
simultaneously,appreciates or depreciates against all other currencies. Those additional
sensitivities Shall be allocated to a single separate bucket.

An institution that has been granted the permission set out in the first sub-paragraph shall
comply with the requirements set out in that first sub-paragraph.

[Note: This is a permission created under sections 144G(2) and 192XC of FSMA to which Part 8 of
CRRile Capital Requirements Regulations appliesd]

7.

By way of derogation from paragraphs 1 and 3, an institution may with the prior permission of
the PRA replace its reporting currency by another currency (‘the base currency’) in all the spot
exchange rates to express the delta and curvature foreign exchange risk factors to the extent
and subject to any modifications set out in the permission if, on applying for such permission, it
is able to demonstrate to the satisfaction of the PRA that:

(a) itonly uses one base currency;

(b) itapplies the base currency consistently to all its trading book positions and non-trading
book positions;



(c) its choice of base currency:

(i) provides an appropriate risk representation for the institution’s positions subject to
foreign exchange risks;

(ii) is compatible with the manner in which the institution manages those foreign
exchange risks internally; and

(iii) is not driven primarily by the desire to reduce the institution’s own funds requirements;
and

(d) it takes into account the translation risk between the reporting currency and the base
currency.

An institution that has been permitted to use a base currency as set out in the first
subparagraph shall:

@) convert the resulting own funds requirements for foreign exchange risk into the
reporting currency using the prevailing spot exchange rate between the base
currency and the reporting currency; and

(ii) comply with the requirements set out in that-first-sub-paragraphlimbs (a) to (d)

above.

[Note: This is a permission created under sections 144G(2) and'192XC of FSMA to which Part 8 of
CRRthe Capital Requirements Regulation applies-]

[Note: Paragraphs 1 to 4 of this rule correspond to paragraphs 1 to 4 of Article 325q of CRR_as
applied immediately before revocation by the Treasur{)

SUBSECTION 2 SENSITIVITY DEFINITIONS
Article 325r DELTA RISK SENSITIVITIES
1. An institution shall calculate delta GIRR sensitivities as follows:

(a) the sensitivities to risk factors consisting of risk-free rates shall be calculated as follows:

g Vil t 0.0001,x,y ..) = Vi(Tie, %,y )
Tkt = 0.0001

where:

Syre = the sensitivities to risk factors consisting of risk-free rates;
1. ‘= the rate of a risk-free curve k with maturity t;

¥;() = the pricing function of instrument i;

x,y = risk factors other than ry, in the pricing function V;;

(b) the sensitivities to risk factors consisting of inflation risk and cross-currency basis shall be
calculated as follows:

_ V(X +0.0001, Ly, y,2 .. ) = V(X 9,2 )

S
* 0.0001

where:



Sxj = the sensitivities to risk factors consisting of inflation risk and cross-currency basis;

X;; = a vector of m components representing the implied inflation curve or the cross-currency
basis curve for a given currency j with m being equal to the number of inflation or cross-
currency related variables used in the pricing model of instrument i;

I, = the unity matrix of dimension (1 - m);
V;(.) = the pricing function of the instrument i;
v,z = other variables in the pricing model.

An institution shall calculate the delta ereditspread-riskCSR sensitivities for all securitisation
and non-securitisation positions as follows:
_— V;(CSe +0.0001, %,y ...) — Vi(CSpe, X, ¥ -..)
cskt = 0.0001

where:

Scske = the delta ereditspread-riskCSR sensitivities for all securitisatiomand non-securitisation
positions;

CSy: = the value of the credit spread of an issuer k at maturity t
V;(.) = the pricing function of instrument i;
x,y = risk factors other than CS,, in the pricing function V;.

An institution shall calculate delta equity risk senSitivities as follows:

(a) the sensitivities to risk factors consisting of equity spot prices shall be calculated as
follows:

5 = Vi€lL.OTTEQy, x ,y ...) — Vi(EQ,x,y ...)
T 0.01

where:

S, = the sensitivities\to'risk factors consisting of equity spot prices;
k = a specific‘equity security;

EQ, = the value of the spot price of that equity security;

V;(¥). =rthe pricing function of instrument i;

x,y = risk factors other than EQ, in the pricing function V;;

(b) the sensitivities to risk factors consisting of equity repo rates shall be calculated as
follows:

¢ = Vi(Xyi +0.0001,,y,2..) = Vi(Xj, 9,2 )
e 0.0001

where:
Sx, = the sensitivities to risk factors consisting of equity repo rates;

k = the index that denotes the equity;



X,; = a vector of m components representing the repo term structure for a specific equity k with
m being equal to the number of repo rates corresponding to different maturities used in the
pricing model of instrument i;

I, = the unity matrix of dimension (1 - m);
V;(.) = the pricing function of the instrument i;
v,z = risk factors other than X,; in the pricing function V;.

An institution shall calculate the delta commodity risk sensitivities to each risk factor k as
follows:

o Vi(1.01CTY,,y,z ...) = Vi(CTY,, ,2 ...)
k= 0.01

where:

S = the delta commodity risk sensitivities;

k = a given commodity risk factor;

CTY,, = the value of risk factor k;

V;(.) = the pricing function of instrument i;

v,z = risk factors other than CTY, in the pricing modeT of instrument i.

An institution shall calculate the delta foreign exghange risk sensitivities to each foreign
exchange risk factor k as follows:

Vi(LOIF Y vz ) = Vi(FXp 3,2 )
S = 0.01

where:

Sy = the delta foreign exchangevisk sensitivities;
k = a given foreign exchange risk factor;

FX, = the value of the risk factor;

V;(.) = the pricihg function of instrument i;

v,z = risk faetors other than FX in the pricing model of instrument i.

[Note: This pulescorresponds to Article 325r of CRR_as it applied immediately before revocation by the

Treasury]
Article 325s VEGA RISK SENSITIVITIES
1. An institution shall calculate the vega risk sensitivity of an option to a given risk factor k as

follows:

V;(0.01 + voly, x,y) — V;(voly,x,y)
Sk = 0.01 v

ol

where:
S, = the vega risk sensitivity of an option;
k = a specific vega risk factor, consisting of an implied volatility;

vol,; = the value of that risk factor, which should be expressed as a percentage;



x,y = risk factors other than vol, in the pricing function V;.

In the case of risk classes where vega risk factors have a maturity dimension, but where the
rules to map the risk factors are not applicable because the options do not have a maturity, an
institution shall map those risk factors to the longest prescribed maturity. An institution shall
subject those options to the residual risks add-on.

In the case of options that do not have a strike or barrier and options that have multiple strikes
or barriers, an institution shall apply the mapping to strikes and maturity used internally by the

institution to price the option. An institution shall also subject those options to the residual risks
add-on.

An institution shall not calculate the vega risk for securitisation tranches included in the ACTP)
as referred to in paragraphs 6, 7 and 8 of Market Risk: General Provisions (CRR) Part Arti¢le
325, that do not have an implied volatility. An institution shall compute own funds requirements
for delta and curvature risk for those securitisation tranches.

[Note: This rule corresponds to Article 325s of CRR_as it applied immediately beforéy@vocation by the

Treasury
Article 325t REQUIREMENTS ON SENSITIVITY COMPUTATIONS
1. An institution shall derive sensitivities from the institution's pricihg\models that serve as a basis

for reporting profit and loss to senior management, using th€ formulas set out in this
Subsection.

When calculating delta risk sensitivities of instruments‘with optionality as referred to in point (a)
of Article 325e(2), an institution may assume that/the implied volatility risk factors remain
constant.

When calculating vega risk sensitivities 6f instruments with optionality as referred to in point (b)
of Article 325e(2), the following requirements shall apply:

(a) for GIRR and ereditspread-+iskOSR, an institution shall assume, for each currency, that
the underlying of the volatjlitysisk factors for which vega risk is calculated follows either a
lognormal or normal disttibution in the pricing models used for those instruments;

(b) for equity risk, commodity risk and foreign exchange risk, an institution shall assume that
the underlying of'the volatility risk factors for which vega risk is calculated follows a
lognormal distribution in the pricing models used for those instruments.

An institution,shall calculate all sensitivities except for the sensitivities to CVAs.

By way-0f derogation from paragraph 1, an institution may with the prior permission of the PRA
use alternative definitions of delta risk sensitivities in the calculation of the own funds
requirements of a trading book position under this Part to the extent and subject to any
modifications set out in the permission if, on applying for such permission, it is able to
demonstrate to the satisfaction of the PRA that:

(a) those alternative definitions are used for internal risk management purposes and for the
reporting of profits and losses to senior management by an independent risk control unit
within the institution; and

(b) those alternative definitions are more appropriate for capturing the sensitivities for the
position than are the formulas set out in this Subsection, and that the resulting sensitivities
do not materially differ from those formulas.

An institution that has been granted the permission set out in the first sub-paragraph shall
comply with the requirements set out in that first sub-paragraph.



[Note: This is a permission created under sections 144G(2) and 192XC of FSMA to which Part
8 of CRRthe Capital Requirements Requlations applies-]]

By way of derogation from paragraph 1, an institution may with the prior permission of the PRA
calculate vega sensitivities on the basis of a linear transformation of alternative definitions of
sensitivities in the calculation of the own funds requirements of a trading book position under
this Part to the extent and subject to any modifications set out in the permission if, on applying
for such permission, it is able to demonstrate to the satisfaction of the PRA that:

(a) those alternative definitions are used for internal risk management purposes and for the
reporting of profits and losses to senior management by an independent risk control unit
within the institution; and

(b) those alternative definitions are more appropriate for capturing the sensitivities for, the
position than are the formulas set out in this Subsection, and that the linear transfermation
referred to in the first subparagraph reflects a vega risk sensitivity.

An institution that has been granted the permission set out in the first sub-pafagraph shall
comply with the requirements set out in that first sub-paragraph.

[Note: This is a permission created under sections 144G(2) and 192XC of FSMA to which Part 8 of
CRRthe Capital Requirements Regulations applies-}]

[Note: This rule corresponds to Article 325t of CRR as it applied iniptediately before revocation by the

Treasury

SECTION 4 THE RESIDUAL RISK ADD-ON

Article 325u OWN FUNDS REQUIREMENTS FOR RESIDUAL RISKS

1.

In addition to the own funds requirementSfor‘market risk set out in Section 2, an institution shall
apply additional own funds requirements to instruments exposed to residual risks in accordance
with this Article.

Instruments are considered to'be exposed to residual risks where they meet any of the
following conditions:

a)—(a) the instrumedt IS an instrument bearing residual risks where the instrument
references an éxotic underlying, which, for the purposes of this Part, means a trading book
instrument referencing an underlying exposure that is not in the scope of the delta, vega or
curvature risk treatments under the sensitivities-based method laid down in Section 2 or
the own/funds requirements for the default risk set out in Section 5;

(b) _the inStrument is an instrument bearing other residual risks, which, for the purposes of this
Part, means any of the following instruments:

(i) instruments that are subject to the own funds requirements for vega and curvature
risk under the sensitivities-based method set out in Section 2 and that generate pay-
offs that cannot be replicated as a finite linear combination of plain-vanilla options with
a single underlying equity price, commodity price, exchange rate, bond price, credit
default swap price or interest rate swap;

(ii) instruments that are positions that are included in the ACTP referred to in paragraph 6
of Market Risk: General Provisions (CRR) Part Article 325; but

(i) excluding hedges that are included in that ACTP, as referred to in paragraph 8 of
Market Risk: General Provisions (CRR) Part Article 325;-shall-net-be-considered..



3. An institution shall calculate the additional own funds requirements referred to in paragraph 1
as the sum of gross notional amounts of the instruments referred to in paragraph 2, multiplied
by the following risk weights:

(a) 1-6% in the case of instruments referred to in point (a) of paragraph 2; and
(b) 0.1% in the case of instruments referred to in point (b) of paragraph 2.

4., By way of derogation from paragraph 1, an institution shall not apply the own funds requirement
for other residual risks, as determined in accordance with point (b) of paragraph 2 above, to an
instrument that meets any of the following conditions:

(a) the instrument is listed on a recognised exchange; or
(b) the instrument is eligible for central clearing in accordance with Regulation (EU)\No
648/2012=,

4a. By way of derogation from paragraph 1, an institution shall not apply the owfiiufds requirement
for residual risks, as determined in accordance with points (a) and (b) of facadraph 2 above, to
an instrument where the instrument perfectly offsets the market risk 8f 2gother position in the
trading book, provided that such position is with a third party.

5. For the purposes of point (a) in paragraph 2, an exotic underlingunderlying shall include,
without limitation, the following underlyings:

(a) longevity;
(b) weather;
(c) natural disasters; and
(d) future realised volatility.
6. For the purposes of point (b) of paragraph 2, instruments bearing other residual risks shall

include, without limitation, the following instruments:

(a) path-dependent options, which for the purpose of point (b) of paragraph 2 shall include,
without limitation:

(i) barrier options;
(i) Asian options; and
(iii){ digital options.

(b), instruments whose value depends on the correlation between multiple underlyings, which
for the purpose of paragraph 2 shall include, without limitation:

(i) basket options, excluding options specified in point (c) of paragraph 7;
(i) best-of-options;

(iiiy spread options;

(iv) basis options;

(v) Bermudan options; and

(vi) Quanto options; and



(c) instruments with behavioural risk where a retail client may prepay or exercise an option in
a manner that does not maximise the value of the instrument for the client.

Where an instrument includes one or more of the following risks, this, in itself, shall not cause
the instrument to be exposed to residual risks in accordance with paragraph 2:

(a) risk arising from a ‘cheapest-to-deliver’ option;
(b) risk of a change in an implied volatility parameter necessary for determining the value of

an instrument with optionality relative to the implied volatility of other instruments
optionality with the same underlying and maturity, but different moneyness;

(c) correlation risk arising from :
{i—instruments referencing indices;-or
{i—options-with-multiple-underlyingsan index; and/or

(d) dividend risk arising from instruments where the underlying is not solely/dividend
payments.

[Note: Paragraphs 1 to 4 of this rule correspond to paragraphs 1 to 4 of ArtiCle 325u of CRR_as
applied immediately before revocation by the Treasury]

SECTION 5 OWN FUNDS REQUIREMENTS FOR FHE-DEFAULT RISK
Article 325v DEFINITIONS AND GENERAL PROVISIONS
1. For the purposes of this Section 5, the following definitions apply:

(a) ‘covered bonds’ means CRR coveredybonds which meet the requirements set out in Credit
Risk: Standardised Approach (CRR) Rart Article 129;

(b) ‘short exposure’ means that the ‘default of an issuer or group of issuers leads to a gain for
the institution, regardless of the'type of instrument or transaction creating the exposure;

(c) ‘long exposure’ meansithat the default of an issuer or group of issuers leads to a loss for
the institution, regardless of the type of instrument or transaction creating the exposure;

(d) ‘gross jump-to-default (JTD) amount’ means the estimated size of the loss or gain that the
default of the“obligor would produce for a specific exposure;

(e) ‘net jump=to-default (JTD) amount’ means the estimated size of the loss or gain that an
institution would incur due to the default of an obligor, after offsetting between gross JTD
amounts has taken place;

(f)./ ‘loss given default or LGD’ means the loss given default of the obligor on an instrument
issued by that obligor expressed as a share of the notional amount of the instrument;

(g) ‘default risk weight’ means the percentage representing the estimated probability of the
default of each obligor, according to the creditworthiness of that obligor; and

(h) ‘Simple, transparent and standardised (STS) securitisation’ means securitisations which
meet the requirements for simple, transparent and standardised securitisations pursuant to
Regulation(EU)-2017/2402;requlation 9 of the Securitisation Regulations 2024 (Sl
2024/102).

Own funds requirements for the default risk shall apply to debt and equity instruments, to
derivative instruments having those instruments as underlyings and to derivatives, the pay-offs




or fair values of which are affected by the default of an obligor other than the counterparty to
the derivative instrument itself. An institution shall calculate default risk requirements separately
for each of the following types of instruments: non-securitisations, securitisations that are not
included in the ACTP and securitisations that are included in the ACTP. An institution shall
apply final own funds requirements for the default risk which shall be the sum of those three
components.

[Note: This rule corresponds to Article 325v of CRR _as it applied immediately before revocation by the

Treasury

SUBSECTION 1 OWN FUNDS REQUIREMENTS FOR THE DEFAULT RISK FOR NON-
SECURITISATIONS

Article 325w GROSS JUMP-TO-DEFAULT AMOUNTS

1. An institution shall calculate the gross JTD amounts for each long exposure to debt instruments

as follows:

JTDyong = max {V, — Vp; 0}
where:
JTDyong = the gross JTD amount for the long exposure;

V, = the market value of the instrument from which the exposures arises for the institution at the
time of the calculation;

Vp = the market value of the instrument from which,the exposures arises for the institution,
calculated under the assumption that, at the time"ef the calculation, the debt instrument
defaulted and experienced a recovery rate, cal¢ulated with respect to the face value of the debt
instrument, equal to (1-LGD) where LGD,is'LGD as assigned to the debt instruments in
accordance with paragraph 3.

An institution shall calculate the grosS\JTD amounts for each short exposure to debt
instruments as follows:

]TDshort = min {VA - VD; 0}
where:
JT Dspore = the grossiJTD amount for the short exposure;

V, = the markét valUe of the instrument from which the exposures arises for the institution at the
time of the(Calculation;

V,, = theumarket value of the instrument from which the exposures arises for the institution,
calculated under the assumption that, at the time of the calculation, the debt instrument
defaulted and experienced a recovery rate, calculated with respect to the face value of the debt
instrument, equal to (1-LGD) where LGD is LGD as assigned to the debt instruments in
accordance with paragraph 3.

For the purpose of determining the recovery rate for the calculation set out in paragraphs 1 and
2, an institution shall apply an LGD for debt instruments as follows:

(a) exposures to non-senior debt instruments shall be assigned an LGD of 100%;
(b) exposures to senior debt instruments shall be assigned an LGD of 75%; and

(c) exposures to covered bonds shall be assigned an LGD of 25%.



For exposures to equity instruments, an institution shall calculate the gross JTD amounts as
follows, instead of using the formulas referred to in paragraphs 1 and 2:

JTDyong = max {V, — Vp; 0}

JTDgpore = min {V, — Vp; 0}

where:
JTDyong = the gross JTD amount for the long exposure;
JT Dgpore = the gross JTD amount for the short exposure;

V, = the market value of the instrument from which the exposures arises for the institution at the
time of the calculation;

Vp = the market value of the instrument from which the exposures arises for the institution,
calculated under the assumption that, at the time of the calculation, the equitynnstrument
defaulted and experienced a full loss in value.

In the case of exposures to default risk arising from derivative instruments whose pay-offs in
the event of the default of the obligor are not related to the notional amount of a specific
instrument issued by that obligor or to the LGD of the obligor of anvinstrument issued by that
obligor, an institution shall calculate the gross JTD amount as’the difference between the
market value of the instrument from which the exposurearises for the institution at the time of
the calculation and the market value of the instrumentfrom which the exposure arises
calculated under the assumption that the obligor defaulted at that time.

By way of derogation from paragraph 5, if the ©bligor was already defaulted at the time of the
calculation, and the market value of the instrumént from which the exposure arises for the
institution at the time already reflects the gain or loss resulting from the default of the obligor,
an institution shall regard the gross JTD amount of the exposure to be zero.

By way of derogation from pagagrapfis 1, 2 and 4, if the contractual or legal terms of an

instrument allow for the unwin@ing of that instrument with no exposure to default risk, then the
gross JTD amount for suchfinstrument shall be equal to zero.

[Note: This rule corresponds+o Article 325w of CRR_as it applied immediately before revocation by

the Treasury
Article 325x NET JUMP-TO-DEFAULT AMOUNTS
1. An institutioh.shall calculate net JTD amounts by offsetting the gross JTD amounts of short

exposures‘and long exposures in accordance with this Article. Offsetting shall only be possible
betiveen exposures to the same obligor where the short exposures have the same seniority as,
or lower seniority than, the long exposures.

Offsetting shall be either full or partial, depending on the maturities of the offsetting exposures:

(a) offsetting shall be full where all offsetting exposures have maturities of one year or more;
and

(b) offsetting shall be partial where at least one of the offsetting exposures has a maturity of
less than one year, in which case the size of the JTD amount of each exposure with a
maturity of less than one year shall be multiplied by the ratio of the exposure's maturity
relative to one year, with a floor of three months.

Where no offsetting is possible gross JTD amounts shall equal net JTD amounts in the case of
exposures with maturities of one year or more. Gross JTD amounts with maturities of less than



one year shall be multiplied by the ratio of the exposure's maturity relative to one year, with a
floor of three months, to calculate net JTD amounts.

4. For the purposes of paragraphs 2 and 3, the maturities of the derivative contracts shall be
considered, rather than those of their underlyings. Cash-equity-expesures-An institution shall be
assignedassign a maturity of either one year or three months;_to cash equity exposures and
may assign a maturity of three months to equity derivative exposures, in each case at the
institution's discretion.

5. For the purposes of paragraph 1, an institution shall treat a guaranteed bond as an exposure to
the guaranterprevidedunderlying obligor, or where the conditions set out in paragraphs 1 and 3
of Credit Risk Mitigation (CRR) Part Article 213 and paragraph 1 of Credit Risk Mitigation
(CRR) Part Article 215 are met, to the guarantor.

[Note: Paragraphs 1 to 4 of this rule correspond to paragraphs 1 to 4 of Article 325x of CRR\as
applied immediately before revocation by the Treasury]

Article 325y CALCULATION OF THE OWN FUNDS REQUIREMENTS'FOR THE
DEFAULT RISK
1. An institution shall multiply net JTD amounts, irrespective of the type,of\counterparty, by the
default risk weights that correspond to their credit quality, as specified in Table 2:
Table 2
Credit Quality-Step{€QS) Defallt risk weight

CQS-tthatareExposures ratéd ['0.5%
as:

- AAA by Fitch Ratingsilreland

Limited;-;

- Aaa by Moody’s\investors

Service;;
Investment | ~AAA by\S&P Global Ratings Inserted Cells
grade Eurgpe,Limited;

or equivalently rated by other
ECAIls

CQS 1 (other than the ratings 2%
to AA - or equivalently rated by
other ECAIs

A+ to A - or equivalently rated 3% Inserted Cells
by other ECAIs Merged Cells

BBB+ to BBB - or equivalently 6%
rated by other ECAIs

cQs3

cQs BB+ to BB - or equivalently 15%

4Non- rated by other ECAIls
investment

grade




CcQss5s B+ to B - or equivalently rated 30%
by other ECAIs

CQSs 6 CCC+ and below - or 50%
equivalently rated by other
ECAIs
Unrated 15%
Defaulted 100%

[Note: Table 1 was previously included in Article 325k, which has now been deleted-}]

2.

Exposures which would receive a 0% risk-weight under the standardised-approacknforreredit
risk-in-aceordanece-with-the-Credit-Risk:-Standardised Approach (ERR)-Part-shall receive a 0%
default risk weight for the own funds requirements for default risk.

The weighted net JTD amount shall be allocated to the following buckets: cerporates,
sovereigns, and local governments/municipalities.

Weighted net JTD amounts shall be aggregated within each bucket, in accordance with the
following formula:

DRC, = max{(Ticiong RW; - net JTD;) —=WtS X (Tiesnore RW; - |net JTD;|); 0}
where:
DRC,, = the own funds requirement for the defaultiisk for bucket b;
i = the index that denotes an instrument belongirg to bucket b;
RW;= the risk weight;

WtS = a ratio recognising a benefitfonhedging relationships within a bucket, which shall be
calculated as follows:

-~ Y. netJTDyong
Z net]TDlong + Zlnet]TDshortl

WS

For the purposes oficalculating the DRC,, and the WtS, the long positions and short positions
shall be aggregated)for all positions within a bucket, regardless of the credit quality step to
which those pasitions are allocated, to produce the bucket-specific own funds requirements for
the default‘risk:

The finalhewn funds requirement for the default risk for non-securitisations shall be calculated
asthesimple sum of the bucket-level own funds requirements.

The determination of rating for a net JTD amount shall be on the basis of an external credit
assessment by a nominated ECAI of the corresponding issuer. For an individual issuer for
which a credit assessment by a nominated ECAI is not available, an institution shall map the
internal rating of the issuer to one of the external credit assessments using the approach
referred to in the Credit Risk: Internal Ratings Based Approach (CRR) Part.

[Note: FhisParagraphs 1 to 5 of this rule eerresponds-te-correspond to paragraphs 1 to 5 of Article
325y of CRR_as applied immediately before revocation by the Treasury]

SUBSECTION 2 OWN FUNDS REQUIREMENTS FOR THE DEFAULT RISK FOR

SECURITISATIONS NOT INCLUDED IN THE ACTP



Article 325z JUMP-TO-DEFAULT AMOUNTS

1.

Gross jump-to-default amounts for securitisation exposures shall be their market value or, if
their market value is not available, their fair value determined in accordance with the applicable
accounting framework.

An institution shall determine net jump-to-default amounts by offsetting long gross jump-to-
default amounts and short gross jump-to-default amounts. Offsetting shall only be possible
between securitisation exposures with the same underlying asset pool and belonging to the
same tranche. No offsetting shall be permitted between securitisation exposures with different
underlying asset pools, even where the attachment and detachment points are the same.

Where, by decomposing or combining existing securitisation exposures, other existing
securitisation exposures can be perfectly replicated, except for the maturity dimension, the
exposures resulting from that decomposition or combination may be used instead of the
existing securitisation exposures for the purposes of offsetting.

Where, by decomposing or combining existing exposures in underlying names, the entire
tranche structure of an existing securitisation exposure can be perfectly r€plicated, the
exposures resulting from that decomposition or combination may be ‘used‘instead of the
existing securitisation exposures for the purposes of offsetting. Where underlying names are
used in that manner, they shall be removed from the non-securitisation default risk treatment.

Article 325x shall apply to both existing securitisation exposures and to securitisation
exposures used in accordance with paragraph 3 or 4 of this¥Article. The relevant maturities
shall be those of the securitisation tranches.

[Note: This rule corresponds to Article 325z of CRR _as.if applied immediately before revocation by the

Treasury!

Article 325aa CALCULATION OF THE OWN FUNDS REQUIREMENT FOR THE
DEFAULT RISK FOR SECURITISATIONS

1. An institution shall multiply net JTD amounts of securitisation exposures by 8% of the risk

weight that applies to the relevant securitisation exposure, including STS securitisations, in the
non-trading book in accordance with the hierarchy of approaches set out in the Credit Risk:
Standardised Approach«CRR) Part and irrespective of the type of counterparty.

An institution shall apply a maturity of one year to all tranches, where risk weights are
calculated in accordance with paragraph-8-Article 259 or Article 263 of CRR.

An institutionyshall cap the risk-weighted JTD amounts for individual cash securitisation
exposures,at.the fair value of the position.

An institution shall assign risk-weighted net JTD amounts shall be assigned to the following
buckets:

(@) one common bucket for all corporates, regardless of the region;

(b) 44 different buckets corresponding to one bucket per region for each of the 11 asset
classes defined in the second and third subparagraphs;

For the purposes of the first subparagraph, the 11 asset classes are:

(i) asset-backed commercial paper;
(i) auto loans/leases;
(iii) residential mortgage-backed securities;

(iv) credit cards;



) commercial mortgage-backed securities;
(vi) collateralised loan obligations;
(vii) collateralised debt obligations squared;
(viii)  small and medium-sized enterprises;
(ix) student loans;
(x) other retail; and
(xi) other wholesale.

For the purposes of the first subparagraph, the four regions are:
(A) Asia;
(B) Europe;;
© North America; and
(D) the rest of the world.

In order to assign a securitisation exposure to a bucket, an institution shall rely on a
classification commonly used in the market. An institution shall assign each securitisation
exposure to only one of the buckets referred to in paragraph 4./Any securitisation exposure that
an institution cannot assign to a bucket for an asset class orf.région shall be assigned to the
asset class ‘other retail’ or ‘other wholesale’ or to the region®rest of the world’, respectively.

An institution shall aggregate weighted net JTD amaunts within each bucket in the same
manner as for default risk of non-securitisation exposures, using the formula in paragraph 4 of
Article 325y, resulting in the own funds requirément for the default risk for each bucket.

The final own funds requirement for the default risk for securitisations not included in the ACTP
shall be calculated as the simple sum of/the bucket-level own funds requirements.

[Note: Paragraphs148/=6tthisThis rule eerrespend-to-paragraphst-te7-ofcorresponds to Article

325aa of CRR_asdtapplied immediately before revocation by the Treasury]

SUBSECTION\3 OWN FUNDS REQUIREMENT FOR THE DEFAULT RISK OF

SECURITISATIONS INCLUDED IN THE ACTP

Article 325ab SCOPE

1.

For the ACTP, an institution shall ensure that the own funds requirements includes the default
risk for securitisation exposures and for non-securitisation hedges. Those hedges shall be
removed from the default risk calculations for non-securitisation. There shall be no
diversification benefit between the own funds requirements for the default risk for non-
securitisations, the own funds requirements for the default risk for securitisations not included in
the ACTP and own funds requirements for the default risk for securitisations included in the
ACTP.

For traded non-securitisation credit and equity derivatives, an institution shall determine JTD
amounts by individual constituents applying a look-through approach.



[Note: This rule corresponds to Article 325ab of CRR_as it applied immediately before revocation by

the Treasury

Article 325ac JUMP-TO-DEFAULT AMOUNTS FOR THE ACTP

1. For the purposes of this Atrticle, the following definitions apply:

(@) ‘decomposition using a valuation model’ means that a single name constituent of a
securitisation is valued as the difference between the unconditional value of the
securitisation and the conditional value of the securitisation assuming that single name
defaults with an LGD of 100%;

(b) ‘replication’ means that the combination of individual securitisation index tranches are
combined to replicate another tranche of the same index series, or to replicate an
untranched position in the index series; and

(c) ‘decomposition’ means replicating an index by a securitisation of which the underlying
exposures in the pool are identical to the single name exposures that.campose the index.

2. The gross JTD amounts for securitisation exposures and non-securitisation exposures in the
ACTP shall be their market value or, if their market value is not available, their fair value
determined in accordance with the applicable accounting framewerk.

3. Nth-to-default products shall be treated as tranched products{with the following attachment and
detachment points:

(a) attachment point = (N — 1) / Total Names;
(b) detachment point = N / Total Names;—,
where ‘Total Names’ shall be the total number of names in the underlying basket or pool.

4, An institution shall determine net JID,amounts by offsetting long gross JTD amounts and short
gross JTD amounts. Offsetting shall.only be possible between exposures that are otherwise
identical except for maturity. Offsetting shall only be possible as follows:

(a) forindices, index tranchesS and bespoke tranches, offsetting shall be possible across
maturities within the same index family, series and tranche, subject to the provisions on
exposures of less than one year laid down in Article 325x; long gross JTD amounts and
short gross JTD amounts that perfectly replicate each other may be offset through
decompgsition into single name equivalent exposures using a valuation model; in such
cases, the sum of the gross JTD amounts of the single name equivalent exposures
obtained through decomposition shall be equal to the gross JTD amount of the
undecomposed exposure;

(b)/ offsetting through decomposition as set out in point (a) shall not be allowed for
resecuritisations or derivatives on securitisation;

(c) forindices and index tranches, offsetting shall be possible across maturities within the
same index family, series and tranche by replication or by decomposition; where the long
exposures and short exposures are otherwise equivalent, apart from one residual
component, offsetting shall be allowed and the net JTD amount shall reflect the residual
exposure;

(d) different tranches of the same index series, different series of the same index and different
index families may not be used to offset each other.



[Note: This rule corresponds to Article 325ac of CRR as it applied immediately before revocation by

the Treasury

Article 325ad CALCULATION OF THE OWN FUNDS REQUIREMENTS FOR THE
DEFAULT RISK FOR THE ACTP

1. An institution shall multiply net JTD amounts by:

(a) for non-tranched products, the default risk weights corresponding to their credit quality as
specified in paragraphs 1 and 2 of Article 325y;

(b) for nen-tranched products, the default risk weights referred to in paragraph 1 of Article
325aa.

2. Risk-weighted net JTD amounts shall be assigned to buckets that correspond to an index.

3. Weighted net JTD amounts shall be aggregated within each bucket in accordance‘with the
following formula:

DRC, = max {(Z RW, - net ]TDi> — WtSserp - <Z RW, - |net ]TDi|) ; 0}
i€long i€short

where:
DRC, = the own funds requirement for the default risk for bucket b;
i = an instrument belonging to bucket b;

WtS,crp = the ratio recognising a benefit for hedgingelationships within a bucket, which shall
be calculated in accordance with the WtS formulasset out in paragraph 4 of Article 325y, but
using long positions and short positions across(the entire ACTP and not just the positions in the
particular bucket.

4, An institution shall calculate the owngunds requirements for the default risk for the ACTP by
using the following formula:

DRCycrp = niax, !z max{DRC,,0} + 0.5 - (min{DRC,,0});0
b

where:
DRC,¢rp = thesownfunds requirement for the default risk for the ACTP;
DRC, = thesown,funds requirement for the default risk for bucket b.

[Note: This rulé corresponds to Article 325ad of CRR_as it applied immediately before revocation by

the Treasusy

SECTION 6 RISK WEIGHTS AND CORRELATIONS

SUBSECTION 1 DELTA RISK WEIGHTS AND CORRELATIONS

Article 325ae RISK WEIGHTS FOR GENERAL INTEREST RATE RISK

1. For currencies not included in the most liquid currency sub-category as referred to in point (ba)

of paragraph 8 of Market Risk: Internal Model Approach (CRR) Part Article 325bd, the risk
weights of the sensitivities to the risk-free rate risk factors shall be the following for each sub-
bucket in Table 3.



Table 3

Sub-Bucket Maturity Risk Weight
1 0.25 years 1.7%
2 0.5 years 1.7%
3 One year 1.6%
4 Two years 1.3%
5 Three years 1.2%
6 Five years 1.1%
7 FenlO years 1.1%
8 15 years 1.1%
9 20 years 1.1%
10 30 years 1.2%

An institution shall apply a risk weight of 1.6%to"all sensitivities of inflation and to cross
currency basis risk factors.

The risk weights of all risk factors relating,to the currencies included in the most liquid currency
sub-category as referred to in point (Ba)*of paragraph 8 of Market Risk: Internal Model
Approach (CRR) Part Article 325hd and to the domestic currency of the institution shall be the
risk weights referred to in Table,3 and paragraph 2 divided by V2.

[Note: This rule corresponds to Artiele 325ae of CRR as it applied immediately before revocation by

the Treasury
Article 325af INTRA BUCKET CORRELATIONS FOR GENERAL INTEREST RATE RISK
1. Between twoyweighted sensitivities of GIRR factors WS, and W S; within the same bucket, and

with the same assigned maturity but corresponding to different curves, an institution shall set
correlation’p,; at 99.90%.

Between two weighted sensitivities of GIRR factors WS, and WS, within the same bucket,
corresponding to the same curve, but having different maturities, an institution shall set
correlation in accordance with the following formula:

o _Te=Ty|
max e( g‘mi"{TkFTl});él-O%
where:
T, (respectively T;) = the maturity that relates to the risk free rate;
0 = 3%%.

Between two weighted sensitivities of GIRR factors W S,and WS, within the same bucket,
corresponding to different curves and having different maturities, an institution shall set the



correlation py; as equal to the correlation parameter specified in paragraph 2, multiplied by
99.90%.

4, Between any given weighted sensitivity of GIRR factors WS, and any given weighted sensitivity
of inflation risk factors W S,, an institution shall set the correlation at 40%.

5. Between any given weighted sensitivity of cross-currency basis risk factors WS, and any given
weighted sensitivity of GIRR factors WS, including another cross-currency basis risk factor, the
correlation shall be set at 0%.

6. Between any given weighted sensitivity of inflation risk factor WS, and any given weighted
sensitivity of a different inflation risk factor in the same currency WS;, an institution shall set the
correlation at 99.90%.

[Note: Paragraphs 1 to 5 of this rule cerrespondscorrespond to paragraphs 1 to 5 of Article«325af of
CRR as applied immediately before revocation by the Treasury]

Article 325ag CORRELATIONS ACROSS BUCKETS FOR GENERALANTEREST RATE
RISK
1. An institution shall use the parameter y,. = 50% to aggregate risk facters belonging to different
buckets.

2. [Note: Provision left blank]

[Note: Paragraph 1 of this rule corresponds to paragraph 1 of Atticle 325ag of CRR_as it applied
immediately before revocation by the Treasury]

Article 325ah RISK WEIGHTS FOR CREDIT"SPREAD RISK FOR NON-
SECURITISATIONS
1. Risk weights for the sensitivities to CSR factots for non-securitisations shall be the same for all
maturities (0.5 years, one year, three,years, five years, tenl0 years) within each bucket in
Table 4:
Table 4
Bucket | Credit Sector RW

number [-quality

1 Central government, including 0.5%
central banks, of a third country,
multilateral development banks
and international organisations
referred to in Article 117{2}-or
Article118-of the-Credit Risk:
Standardised Approach (CRR)
Investment | Part Article 117(2) or Article 118

grade
2 Regional or local authority and 1.0%
public sector entities
3 Financial sector entities 5.0%

including credit institutions
incorporated or established by a
central government, a regional
government or a local authority




and promotional lenders

4 Basic materials, energy, 3.0%
industrials, agriculture,
manufacturing, mining and
quarrying

5 Consumer goods and services, 3.0%
transportation and storage,
administrative and support
service activities

6 Technology, telecommunications | 2.0%

7 Health care, utilities, 1.5%
professional and technical
activities

Investment | Covered bonds issued by credit, +1.5%
grade (AA- institutions
or higher)
(or
) equivalently
rated by
ECAIls))
Investment | Covered bonds issued by credit | 2.5%
grade institutions
(Other)

9 Central government, including 2.0%
central banks, of a third country,
multilateral development banks
and international organisations
referred to in Article-117(2)-er
Article118-of the Credit Risk:
Standardised Approach (CRR)
Part_Article 117(2) or Article 118

10 Non- Regional or local authority and 4.0%

Investment | hyplic sector entities
grade and

11 unrated Financial sector entities 12.0%
including credit institutions
incorporated or established by a
central government, a regional
government or a local authority
and promotional lenders

12 Basic materials, energy, 7.0%

industrials, agriculture,
manufacturing, mining and




quarrying

13 Consumer goods and services, 8.5%
transportation and storage,
administrative and support
service activities

14 Technology, telecommunications | 5.5%
15 Health care, utilities, 5.0%
professional and technical
activities
16 Other Sector 12.0%
17 Listed credit indices with a majority of its 1.5%

individual constituents being investment grade

18 Listed credit indices with a majority of its 5.0%
individual constituents being non-investment
grade or unrated

2. To assign a risk exposure to a sector, an institution shall rely on a classification that is
commonly used in the market for grouping issuefs by sector. An institution shall assign each
issuer to only one of the sector buckets in Table 4. Risk exposures from any issuer that an
institution cannot assign to a sector in suchva manner shall be assigned to bucket 16 in Table 4.

3. The assignment of a risk exposure ta.inveéstment grade or non-investment grade and unrated
shall be on the basis of an externahkcredit assessment by a nominated ECAI of the
corresponding issuer. For anindividual issuer for which a credit assessment by a nominated
ECAIl is not available, an institution using the approach referred to in the Credit Risk: Internal
Ratings Based Approach (CRR) Part shall map the internal rating of the issuer to one of the
external credit assessmients.

4. An institution shallassiin an exposure to any non-tranched mortgage-backed security issued
by an entity estabfished or chartered by a government to serve public purposes specified by the
legislative bady of a country, but whose debt obligations are not explicitly guaranteed by the
credit of that dbvernment (also known as a ‘government sponsored enterprise’) to bucket 2 in
Tabled4:

[Note: FrisParagraphs 1 and 2 of this rule eerrespends-te-correspond to paragraphs 1 and 2 of Article
325ah'ef CRR_as applied immediately before revocation by the Treasury]

Article 325ai INTRA-BUCKET CORRELATIONS FOR CREDIT SPREAD RISK FOR
NON-SECURITISATIONS

1. An institution shall set the correlation parameter p,; between two sensitivities WS, and
W S, within the same bucket as follows:

P = pkl('name) . pkl(tenor) ,pkl(basis)
where:

4™ = 1 where the two names of sensitivities k and | are identical-otherwise-it shall-be
egual to-35%:;



35% where the two names of sensitivities k and | are assigned to buckets 1 to 15 in Table 4 of
paragraph 1 of Article 325ah; and

80% where the two names of sensitivities k and | are assigned to buckets 17 to 18 in Table 4 of
paragraph 1 of Article 325ah;

€m0 = 1 where the two vertices of the sensitivities k and | are identical, otherwise it shall be
equal to 65%;

0 ®®¥) = 1 where the two sensitivities are related to the same curves, otherwise it shall be
equal to 99.90%.

The correlation parameters referred to in paragraph 1 of this Article shall not apply to bucket
1816 in Table 4 of paragraph 1 of Article 325ah. The own funds requirement for the delt&risk
aggregation formula within bucket 4816 in Table 4 of paragraph 1 of Article 325ah shall,be
equal to the sum of the absolute values of the net weighted sensitivities allocateditothat
bucket:

KytbucketzsrK | (bucket 16) = Z|W5k|

k

[Note: This rule corresponds to Article 325ai of CRR as it applied immediatély"before revocation by

the Treasury

Article 325aj

CORRELATIONS ACROSS BUCKETS*FOR CREDIT SPREAD RISK FOR
NON-SECURITISATIONS

An institution shall set the correlation parameter yz that applies to the aggregation of
sensitivities between different buckets as follows:

where:

Vbe

_ . (rating)
= Voe

(sector)
Vbe

Y579 = 1 where the two bucketSihave the same ereditqualityrating category (either eredit
quality-step-1-to-3investment gfade, non-investment grade or eredit-quality-step-4-te-6unrated),

otherwise it shall be equal t0 50%;

(;
b

sector) _

the corresponding percentage set out in Table 5:

1 where thestwosbuckets belong to the same sector, and otherwise shall be equal to

Table 5

Bucket |1 2and [3and [4and |5and |[6and | 7and |8 16 17 18

and{ 10 11 12 13 14 15

9
land® 75% 10% 20% 25% 20% 15% 10% 0% 45% 45%
2 and 5% 15% 20% 15% 10% 10% 0% 45% 45%
10
3and 5% 15% 20% 5% 20% 0% 45% 45%
11
4 and 20% 25% 5% 5% 0% 45% 45%
12




5and 25% 5% 15% 0% 45% 45%
13

6 and 5% 20% 0% 45% 45%
14

7 and 5% 0% 45% 45%
15

8 0% 45% 45%
16 0% 0%
17 75%
18

[Note: This rule corresponds to Article 325aj of CRR as it applied immediately hefore revocation by

the Treasury

Article 325ak RISK WEIGHTS FOR CREDIT SPREAD RISKFOR SECURITISATIONS
INCLUDED IN THE ACTP

1. Risk weights for the sensitivities to CSR factors for seeuritisations included in the ACTP risk
factors shall be the same for all maturities (0.5 yearsone year, three years, five years, tenl0
years) within each bucket and shall be specifiedyfor each bucket in Table 6:

Table 6
Bucket | Credit Sector RW
number | quality
1 Central government, including 4.0%

central banks, of a third
country, multilateral
development banks and
international organisations
referred to in Article-117{2)-er
Article-118-of the-Credit Risk:
Standardised Approach (CRR)
Investment | part Article 117(2) or Article

grade 118
tvestment

2 grade (AA- | Regional or local authority and | 4.0%
or-higher) public sector entities

3 Financial sector entities 8.0%

including credit institutions
incorporated or established by
a central government, a
regional government or a local
authority and promotional
lenders




Basic materials, energy,
industrials, agriculture,
manufacturing, mining and

quarrying

5.0%

Consumer goods and services,
transportation and storage,
administrative and support
service activities

4.0%

Technology,
telecommunications

3.0%

Health care, utilities,
professional and technical
activities

2.0%

Covered bonds issued by credit
institutions

6.0%

10

11

12

13

Non-
Investment
grade and
unrated

Central government, incCluding
central banks, of a third
country, multilateral
development.banks and
internatiopalorganisations
referred tq'im Article-117(2)-or
Artiglenl18-of the-Credit Risk:
Standardised Approach (CRR)
Part Article 117(2) or Article
118

13.0%

Regional or local authority and
public sector entities

13.0%

Financial sector entities
including credit institutions
incorporated or established by
a central government, a
regional government or a local
authority and promotional
lenders

16.0%

Basic materials, energy,
industrials, agriculture,
manufacturing, mining and
quarrying

10.0%

Consumer goods and services,
transportation and storage,
administrative and support
service activities

12.0%




14 Technology, 12.0%
telecommunications

15 Health care, utilities, 12.0%
professional and technical
activities
16 Other Sector 13.0%
2. The assignment of a risk exposure to investment grade or non-investment grade and unrated

shall be on the basis of an external credit assessment by a nominated ECAI of the
corresponding issuer. For an individual issuer for which a credit assessment by agieminated
ECAIl is not available, an institution using the approach referred to in the Credit Risk: Internal
Ratings Based Approach (CRR) Part shall map the internal rating of the issuer te one of the
external credit assessments.

[Note: This rule corresponds to Article 325ak of CRR as it applied immediately‘before revocation by

the Treasury

Article 325al CORRELATIONS FOR CREDIT SPREAD RISK FOR SECURITISATIONS
INCLUDED IN THE ACTP

1. An institution shall derive the delta risk correlation pg; in accordance with Article 325ai, except
that, for the purposes of this paragraph, p,,;?***) hall'be equal to 1 where the two sensitivities
are related to the same curves, otherwise it shalhbe equal to 99.00%.

2. An institution shall derive y,. in accordaneewwith Article 325aj.

[Note: This rule corresponds to Article 325al 'of CRR as it applied immediately before revocation by

the Treasury’

Article 325am RISK WEIGHTS FOR CREDIT SPREAD RISK FOR SECURITISATIONS
NOT INCLUDED IN THE ACTP

1. Risk weights for the sensitivities to CSR factors for securitisation not included in the ACTP shall
be the same for all maturities (0.5 years, one year, three years, five years, tenl0 years) within
each bucket in,Table 7 as follows:

Table 7

Bucket | Credit Sector RW
number | quality

1 Senior RMBS- - Prime 0.9%

Investment
2 Grade RMBS - Mid-prime 1.5%
3 RMBS - Sub-prime 2.0%
4 CMBS 2.0%
5 Asset backed securities (ABS)- | 0.8%
) - Student Loans




6 ABS - Credit Cards 1.2%

7 ABS - Auto 1.2%

8 Collateralised loan obligations | 1.4%
(CLO) non-ACTP

9 Non-senior | RMBS- - Prime 1.125%
Investment
10 Grade RMBS - Mid-prime 1.875%
11 RMBS - Sub-prime 2.5%
12 CMBS 2.5%
13 Asset-backed-securities(ABS)- | 1.0%
- Student Loans

14 ABS - Credit Cards 1.5%
15 ABS - Auto 1.5%
16 Collateralised loan obligations | 1.75%

(CLO) non-ACTP

17 Non- RMBS- - Prime 1.575%
Investment
18 grade and RMBS, -"Mid-prime 2.625%
unrated
19 RMBS - Sub-prime 3.5%
20 CMBS 3.5%
21 Asset-backed-securities(ABS)- | 1.4%
- Student Loans
22 ABS - Credit Cards 2.1%
23 ABS - Auto 2.1%
24 Collateralised loan obligations | 2.45%

(CLO) non-ACTP

25 Other sector 3.5%

To assign a risk exposure to a sector, an institution shall rely on a classification that is
commonly used in the market for grouping issuerstranches by sector. An institution shall assign
each tranche to one of the sector buckets in Table 7. Risk exposures from any tranche that an
institution cannot assign to a sector in such a manner shall be assigned to bucket 25 of Table
7.



3. The assignment of a risk exposure to investment grade or non-investment grade and unrated
shall be on the basis of an external credit assessment by a nominated ECAI of the
corresponding issuertranche. For an individual issuertranche for which a credit assessment by
a nominated ECAI is not available, an institution using the approach referred to in the Credit
Risk: Internal Ratings Based Approach (CRR) Part shall map the internal rating of the
issuertranche to one of the external credit assessments.

[Note: This rule corresponds to Article 325am of CRR _as it applied immediately before revocation by

the Treasury

Article 325an INTRA-BUCKET CORRELATIONS FOR CREDIT SPREAD RISK FOR
SECURITISATIONS NOT INCLUDED IN THE ACTP

1. An institution shall set the correlation parameter p,; between two sensitivities WS, and
W S, within the same bucket as follows:

Pl = pkl(tranche) . pkl(tenor) . pkl(basis)

where:

plTameh9)= 1 where the two names of sensitivities k and | are within the.same bucket and are

related to the same securitisation tranche (more than 80% overlapin notional terms), otherwise
it shall be equal to 40%%:

™™ = 1 where the two vertices of the sensitivities k &nhd I¥are identical, otherwise it shall be
equal to 80%;

01 0% = 1 where the two sensitivities are related*to'the same curves, otherwise it shall be
equal to 99.90%.

2. The correlation parameters referred to inlparagraph 1 shall not apply to bucket 25 in Table 7 of
paragraph 1 of Article 325am. The own-funds requirement for the delta risk aggregation formula
within bucket 25 in Table 7 of paragraph-1 of Article 325am shall be equal to the sum of the
absolute values of the net weightéd sensitivities allocated to that bucket:

Kb(bucket 25) = ZlWSkl
k

[Note: This rule corresponds,te Article 325an of CRR_as it applied immediately before revocation by

the Treasury

Article 325a0 CORRELATIONS ACROSS BUCKETS FOR CREDIT SPREAD RISK FOR
SECURITISATIONS NOT INCLUDED IN THE ACTP

1. An institution shall apply the correlation parameter y, to the aggregation of sensitivities
between different buckets at 0%.

2. An institution shall add the own funds requirement for bucket 25 of Table 7 to the overall risk
class level capital, with no diversification or hedging effects recognised with any other bucket.

[Note: This rule corresponds to Article 325a0 of CRR_as it applied immediately before revocation by

the Treasury

Article 325ap RISK WEIGHTS FOR EQUITY RISK

1. Risk weights for the sensitivities to equity and equity repo rate risk factors shall be specified for
each bucket in Table 8 as follows:



Table 8

Risk Risk
weight weight
Bucket | Market for for
Economy Sector . .
number | cap equity equity
spot repo
price rate
Consumer goods and services,
transportation and storage,
1 administrative and support 55% 0755%
service activities, healthcare,
utilities
2 . Telecommunications, industrials | 60% 0.60%
Emerging market
economy Basic materials, energy,
3 agriculture, manufacturing, 45% 0.45%
mining and quarrying
Financials including
4 government-backed financials, 55% 0.55%
real estate activities, technology
Large
Consumer, goods and services,
transportation and storage,
5 administrative and support 30% 0.30%
service activities, healthcare,
utilities
6 Telecommunications, industrials | 35% 0.35%
Advanced
economy Basic materials, energy,
7 agriculture, manufacturing, 40% 0.40%
mining and quarrying
Financials including
8 government-backed financials, 50% 0.50%
real estate activities, technology
Emerging market All sectors described under
9 70% 0.70%
economy bucket numbers 1, 2, 3 and 4 ? °
Small
Advanced All sectors described under
10 50% 0.50%
economy bucket numbers 5, 6, 7 and 8 ? °
11 Other sector 70% 0.70%
12 Large market cap, advanced economy equity indices 15% 0.15%
13 Other equity indices 25% 0.25%




For the purposes of this Article, what constitutes a small and a large market capitalisation shall
be as specified in paragraph 9 of Market Risk: Internal Model Approach (CRR) Part Article
325bd.

For the purpose of applying risk weights for equity risk in this Article, the following countries
shall constitute advanced economies:

(a) Australia;
(b) Canada;

(c) Countries that are member states of the European Union and have adopted the Euro as
their currency;

(d) Denmark;

(e) Hong Kong SAR;

(f) Japan;

(g) Mexico;

(h) New Zealand;

(i) Norway;

() Singapore;

(k) Sweden;

() Switzerland;

(m) The United Kingdom; and
(n) The United States.
Countries not included in the first subparagraph shall constitute emerging markets.

When assigning a risks€xposure to a sector, an institution shall rely on a classification that is
commonly used in'thesmarket for grouping issuers by sector. An institution shall assign each
issuer to one @ftthe’sector buckets in Table 8 and shall assign all issuers from the same
industry to the same sector. Risk exposures from any issuer that an institution cannot assign to
a sectordmsuch a manner shall be assigned to bucket 11 in Table 8. Multinational or multi-
sectorequity issuers shall be assigned to a particular bucket on the basis of the most material
regionand sector in which the equity issuer operates.

[Note: Fhis rule corresponds to Article 325ap-ef-CRR(1), (2) and (4) of CRR as it applied immediately
befare’revocation by the Treasury]

Article 325aq INTRA-BUCKET CORRELATIONS FOR EQUITY RISK

1.

An institution shall set the delta risk correlation parameter p,; between two sensitivities WS,

and WS, within the same bucket at 99.90% where one is a sensitivity to an equity spot price

and the other is a sensitivity to an equity repo rate and where both sensitivities are related to
the same equity issuer name.

In other cases than the cases referred to in paragraph 1, the correlation parameter p,; between
two sensitivities WS, and WS, to equity spot price within the same bucket shall be set as
follows:



(@) 15% between two sensitivities within the same bucket that fall under the category large
market capitalisation, emerging market economy (bucket number 1, 2, 3 or 4 in Table 8);

(b) 25% between two sensitivities within the same bucket that fall under the category large
market capitalisation, advanced economy (bucket number 5, 6, 7 or 8 in Table 8);

(c) 7.5% between two sensitivities within the same bucket that fall under the category small
market capitalisation, emerging market economy (bucket number 9 in Table 8);

(d) 12.5% between two sensitivities within the same bucket that fall under the category small
market capitalisation, advanced economy (bucket number 10 in Table 8); and

(e) 80% between two sensitivities within the same bucket that fall under either index bcket
(bucket number 12 or 13 in Table 8).

3. An institution shall set the correlation parameter p,; between two sensitivities\W S,\and WS, to
equity repo rate within the same bucket in accordance with points (a) to (e) imparagraph 2.

4, Between two sensitivities WS, and WS, within the same bucket wherg one is a sensitivity to an
equity spot price and the other a sensitivity to an equity repo rate and'both sensitivities relate to
a different equity issuer name, an institution shall set the correlation parameter p,,; to the
correlation parameters specified in paragraph 2, multiplied by 99:90%.

5. The correlation parameters specified in paragraphs 1 to 4.shall'not apply to bucket 11 in Table
8. An institution shall ensure the own funds requirement for the delta risk aggregation formula
within bucket 11 shall be equal to the sum of the absblute values of the net weighted
sensitivities allocated to that bucket:

K, pagket 16 Z|W5k|
k

[Note: This rule corresponds to Article 325aq of/CRR _as it applied immediately before revocation by

the Treasury

Article 325ar CORRELATIONS ACROSS BUCKETS FOR EQUITY RISK

An institution shall apply«the correlation parameter y,, to the aggregation of sensitivities
between different buekets.

It shall be set in felation to the buckets of Table 8 in Article 325ap as follows:

(a) 15% where'the two buckets fall within buckets 1 to 10;

(b) 0% Where either of the two buckets fall within bucket number 11;
(e),75% where the two buckets fall within bucket number 12 and 13; and
(d) 45% otherwise.

[Note: This rule corresponds to Article 325ar of CRR as it applied immediately before revocation by

the Treasury

Article 325as RISK WEIGHTS FOR COMMODITY RISK

Risk weights for sensitivities to commodity risk factors shall be specified for each bucket in
Table 9:

Table 9



Bucket | Bucket name Risk
number weight
1 Energy — solid combustibles 30%
2 Energy — liquid combustibles 35%
3a Energy — electricity 60%
3b Energy — carbon trading 60%
4 Freight 80%
5 Metals — non-precious 40%
6 Gaseous combustibles 45%
7 Precious metals (including gold) 20%,
8 Grains and oilseed 35%
9 Livestock and dairy 25%
10 Softs and other agricultural commodities 35%
11 Other commodities 50%
[Note: This rule corresponds to Article 325as of €RR as it applied immediately before revocation by
the Treasury’
Article 325at INTRA-BUCKET.CORRELATIONS FOR COMMODITY RISK
1. For the purposes of this Article; any two commodities shall be considered distinct commodities

2a2A.

where there exist in the.market two contracts that are differentiated only by the underlying
commodity to be delivered against each contract.

In respect of bucket 3b in Table 10, an institution shall set the correlation parameter p;;
between two sensitivities WS, and WS, within the same bucket as follows:

Pl = pkl(cammadity) ,pkl(tenar) . pkl(basis)

where:

P (OTMOdity) = 1 where the two commodities of sensitivities k and | are identical, otherwise it
shall be equal to the intra-bucket correlations in Table 10;

€9 = 1 where the two vertices of the sensitivities k and | are identical, otherwise it shall be
equal to 99%;

P = 1 where the two sensitivities are identical in the delivery location of a commaodity,
otherwise it shall be equal to 99.90%.

In respect of all other buckets in Table 10 (other than bucket 3b), an institution shall set the
correlation parameter p,,; between two sensitivities WS, and W S; within the same bucket as
follows:



Pl = pkl(cammudity) ,pkl(tenar) . pkl(busis)

where:

P commedity) = 1 where the two commodities of sensitivities k and | are identical, otherwise it
shall be equal to the intra-bucket correlations in Table 10;

06797 = 1 where the two vertices of the sensitivities k and | are identical, otherwise it shall be
equal to 99%;

011 = 1 where the two sensitivities are identical in the delivery location of a commodity,
otherwise it shall be equal to 99.90%.

3. Theintra-bucket correlations pj, (c°™modity) gre:
Table 10
Bucket number  [Bucket name ’Correlation Deleted Cells
It e (COMmodity)
1 Energy - solid combustibles 55%
2 Energy - liquid combustibles 95%
3a Energy - electricity 40%
3b Energy - carbon trading 40%
4 Freight 80%
5 Metals — non-pretious 60%
6 Gaseous combustibles 65%
7 Precious metals (including gold) 55%
8 Grains and oilseed 45%
9 Livestock and dairy 15%
10 Softs and other agricultural commodities 40%
14 Other commodity 15%

4, Notwithstanding paragraph 1, the following provisions apply:

(a) two risk factors that are allocated to bucket 3a in Table 10 and that concern electricity
which is generated in different regions or is delivered at different periods under the
contractual agreement shall be considered distinct commodity risk factors; and

(b) two risk factors that are allocated to bucket 4 in Table 10 and that concern freight where
the freight route or week of delivery differ shall be considered distinct commodity risk
factors.



[Note: This rule corresponds to Article 325at of CRR_as it applied immediately before revocation by

the Treasury

Article 325au CORRELATIONS ACROSS BUCKETS FOR COMMODITY RISK

1. An institution shall set the correlation parameter y,,. applying to the aggregation of sensitivities
between different buckets at:

(@) 20% where the two buckets fall within bucket numbers 1 to 10 in Table 10; and
(b) 0% where either of the two buckets is bucket number 11 in Table 10.

[Note: This rule corresponds to Article 325au of CRR as it applied immediately before revocation sy,

the Treasury

Article 325av RISK WEIGHTS FOR FOREIGN EXCHANGE RISK

1. An institution shall apply a risk weight of 15% to all sensitivities of foreign exchange risk factors.
2 [Note: Provision left blank]

3. [Note: Provision left blank]
4

The risk weight of the foreign exchange risk factors included inghe most liquid currency pairs
sub-category as referred to in point (8)(b) of Market Risk: Intefnal’Model Approach (CRR) Part
Article 325bd shall be the risk weight referred to in paragraph™ of this Article divided by 2.

5. [Note: Provision left blank]

[Note: Paragraph 1 and paragraph 4 of this rule correspend to paragraph 1 and paragraph 4 of Article
325av of CRR_as it applied immediately before revoéatipn by the Treasury]

Article 325aw CORRELATIONS FOR ROREIGN EXCHANGE RISK

1. An institution must ensure a uniform_eorrelation parameter y,,. equal to 60% is applied to the
aggregation of sensitivities toforeign exchange risk factors.

[Note: This rule corresponds to Article 325aw of CRR_as it applied immediately before revocation by

the Treasury

SUBSECTION 2 VEGA AND'CURVATURE RISK WEIGHTS AND CORRELATIONS

Article 325ax VEGA AND CURVATURE RISK WEIGHTS

1. Vega risk*faetors shall use the delta buckets referred to in Subsection 1_of Section 3, other than
in resPeCOf foreign exchange risk, where the buckets shall be as set out in paragraph 2 of
Artiglen325q of this Part.

2. Aninstitution shall determine the risk weight Risk weights for a-given-sensitivities to vega
risk fa hat-risk-factork-whi impli

: i factors shall be made-dependent-on-the-presumed-iguidity




faetor kitHmremssiS-determinedassigned in accordance with the following table:

Table 11

Risk class EHrrsreerass | Risk | Deleted Cells

weights %
GIRR 60 100% Q\Q)

CSR non-securitisations 120 100% \ &
N\
- (0.‘
CSR securitisations (ACTP) 120 100%
/‘<\
- N\
CSR securitisations (non-ACTP) 120 1300

Equity (large cap and indices)

20 L
Q
Equity (small cap and other sector) 69& Q 100%

Commaodity ‘GQ 100%
A
P10

X Q 100%

4

>

3. An institution shall use buckets in \ontext of delta risk in Subsection 1 in the curvature risk
context, unless specified oth&Nthhis Part.

Foreign exchange

4. For foreign exchange and @v curvature risk factors, the curvature risk weights shall be
relative shifts equal to th\‘delta risk weights referred to in Subsection 1.

5. For GIRR, CSR an ‘c’ modity curvature risk factors, the curvature risk weight shall be the
parallel shift of al vertices for each curve on the basis of the highest prescribed delta risk
weight referre&‘t in Subsection 1 for the relevant bucket.

[Note: This rul sponds to Article 325ax of CRR_as it applied immediately before revocation by
the Treasur,

Articl

-

VEGA AND CURVATURE RISK CORRELATIONS

I 4 N
1. vketween vega risk sensitivities within the same bucket of the GIRR class, an institution shall set

the correlation parameter p,,; as follows:

— : option maturity) ., underlying maturity).
Pr1 = mm{ﬂkl( P 7 pra € ing 7 1]

where:

) ) o T
pg(OPtion maturity) = o = (min{TiT1}) where a shall be set at 1%, T, and T, shall be equal to the
maturities of the options for which the vega sensitivities are derived, expressed as a number of
years;



U -1U;
g (endertying maturiey) = o~ minr7tU]) where a is set at 1%, TV, and TY, shall be equal to the
maturities of the underlyings of the options for which the vega sensitivities are derived, minus
the maturities of the corresponding options, expressed in both cases as a number of years.

2. Between vega risk sensitivities within a bucket of the other risk classes, an institution shall set
the correlation parameter p,; as follows:

Pt = min{pkl(D“”) . pkl(aption maturity); 1}

where:

01 PEET = the delta intra-bucket correlation corresponding to the bucket to which vega risk
factors k and | would be allocated;

P (OPtion maturity) sha|| be set in accordance with paragraph 1.

3. With regard to vega risk sensitivities between buckets within a risk class (GIRR and non-GIRR),
the same correlation parameters for y,, as specified for delta correlations fér/each risk class in
Section 4, shall be used in the vega risk context.

4, There shall be no diversification or hedging benefit recognised in the’standardised approach
between vega risk factors and delta risk factors. Vega risk charges,and delta risk charges shall
be aggregated by simple summation.

5. The curvature risk correlations shall be the square of correspending delta risk correlations
pr: @nd y,, referred to in Subsection 1.

[Note: This rule corresponds to Article 325ay of CRR}



as it applied immediately before revocation by the Treasury]
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Market Risk: Simplified Standardised Approach (CRR) Part

In this Annex; the text is all new and is not underlined. This Annex accompanied near-final PS17/23
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1 APPLICATION AND DEFINITIONS

1.1 This Part applies to:
(a-1) a firm that is a CRR firm but not aFERan ICR firm; and

(b)-2) a CRR consolidation entity that is not aFSRan ICR consolidation entity;.

1.2 For the purposes of this Part, the following definitions apply:
convertible bond

means a security which gives the investor the right to convert the security into a ‘share at
an agreed price on an agreed basis.

FRA

means a forward-rate agreement.

2 LEVEL OF APPLICATION

Application of requirements on an individual basis

2.1  Aninstitution shall comply with this Part on an individual ‘basis.
[Note: Rule 2.1 sets out an equivalent provision to Article 6(1)'of CRR that applies to this Part]

2.2 Where an institution has been given permissiomunder Article 9(1) of CRR it shall incorporate
relevant subsidiaries in the calculation undertaken to comply with rule 2.1.

[Note: Rule 2.2 applies Article 9(1) of CRR tosthis\Part where a permission under that Article has been
given]

Application of requirements on a‘gonsolidated basis

2.3 A CRR consolidation entity shall comply with this Part on the basis of its consolidated situation.

[Note: Rule 2.3 sets out an-equivalent provision to the first sentence of Article 11(1) of CRR that
applies to this Part]

2.4 For the purposes‘of applying this Part on a consolidated basis, the terms ‘institution” and ‘UK
parent institution’ shall include a CRR consolidation entity (if it would not otherwise have been
included).

[Note: Rule 2,4 sets out an equivalent provision to the first sub-paragraph of Article 11(2) of CRR that
applies tojthis Part]

2.5, _The expression ‘consolidated situation’ applies for the purposes of this Part as it does for the
purposes of Parts Two and Three of CRR.

[Note: The term ‘censelidationconsolidated situation’ is defined in Article 4(1)(47) of CRR]
Application of requirements on a sub-consolidated basis

2.6 Aninstitution that is required to comply with Parts Two and Three of CRR on a sub-
consolidated basis, shall comply with this Part on the same basis.

[Note: This rule sets out Article 11(6) of CRR that it applies to this Part]


https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52111/13-05-2022
https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52111/13-05-2022
https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52111/13-05-2022

3 ORGANISATIONAL STRUCTURE AND CONTROL MECHANISMS

3.1 A CRR consolidation entity and an institution shall set up a proper organisational structure and
appropriate internal control mechanisms in order to ensure that the data required for
consolidation for the purposes of this Part are duly processed and forwarded.

[Note: Rule 2.73.1 sets out an equivalent provision to the second sentence of Article 11(1)
of CRR that applies to this Part]

3.2 A CRR consolidation entity and an institution shall ensure that a subsidiary not subject to this
Part implements arrangements, processes and mechanisms to ensure proper consolidation for
the purposes of this Part.

[Note: Rule 3.2.8 sets out an equivalent provision to the third sentence of Article 11(1) of CRRrthat
applies to this Part]

4 OWN FUNDS REQUIREMENTS FOR POSITION RISK (PART THREE, TITLE VWCHAPTER
TWO CRR)

SECTION 1 GENERAL PROVISIONS AND SPECIFIC INSTRUMENTS

Article 326 OWN FUNDS REQUIREMENTS FOR POSITION RISK

1. An institution's own funds requirement for position risk shall'‘be the sum of the own funds
requirements for the general and specific risk of its positions in debt and equity instruments.
Securitisation positions in the trading book shall bestreated as debt instruments.

[Note: This rule corresponds to Article 326 of CRR_aé jtapplied immediately before revocation by the

Treasury

Article 327 NETTING

1. An institution shall calculate its, netposition in instruments on the basis that the absolute value
of the excess of an institution's fong (short) positions over its short (long) positions in the same
equity, debt and convertibletissues and identical financial futures, options, warrants and
covered warrants shallbeits net position in each of those different instruments. In calculating
the net position, an institution shall treat positions in derivative instruments as laid down in
Articles 328 t0»330An institution shall disregard its holdings of its own debt instruments in
calculating speécific risk capital requirements under Article 336.

2. An institutiofi.shall not net between a convertible bond and an offsetting position in the
instrument/underlying it, unless the institution:

(a). \treats the convertible bond as a position in the equity into which it converts; and

(bY adjusts its own funds requirement for the general and specific risk in its equity instruments
by making:
(i) an addition equal to the current value of any loss which the institution would make if it
did convert to equity; or

(i) adeduction equal to the current value of any profit which the institution would make if
it did convert to equity (subject to a maximum deduction equal to the own funds
requirements on the notional position underlying the convertible bond).

3. An institution shall convert all net positions, irrespective of their signs, on a daily basis into the
institution's reporting currency at the prevailing spot exchange rate before their aggregation.


https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/128409/13-05-2022
https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/52111/13-05-2022
https://www.prarulebook.co.uk/rulebook/Glossary/FullDefinition/128409/13-05-2022

[Note: This rule corresponds to Article 327 of CRR _as it applied immediately before revocation by the

Treasury

Article 328 INTEREST RATE FUTURES AND FORWARDS

1. An institution shall treat interest rate futures, FRAs and forward commitments to buy or sell debt
instruments as combinations of long and short positions. Thus an institution shall treat a long
interest rate futures position as a combination of a borrowing maturing on the delivery date of
the futures contract and a holding of an asset with maturity date equal to that of the instrument
or notional position underlying the futures contract in question. Similarly an institution shall treat
a sold FRA as a long position with a maturity date equal to the settlement date plus the coptract
period, and a short position with maturity equal to the settlement date. Both the borrowingyand
the asset holding shall be included in the first category set out in Table 1 in Article 336\in-erder
to calculate the own funds requirement for specific risk for interest rate futures and*tRAs. A
forward commitment to buy a debt instrument shall be treated as a combinatien of*a borrowing
maturing on the delivery date and a long (spot) position in the debt instrumentitself. The
borrowing shall be included in the first category set out in Table 1 in Article,336 for purposes of
specific risk, and the debt instrument under whichever column is appropriate for it in the same
table.

2. For the purposes of this Atrticle, ‘long position’ means a position in\which an institution has fixed
the interest rate it will receive at some time in the future, and ‘short position” means a position in
which it has fixed the interest rate it will pay at some time{imthe future.

[Note: This rule corresponds to Article 328 of CRR as it applied immediately before revocation by the

Treasury

Article 329 OPTIONS AND WARRANTS

1. An institution shall treat options and warrants on interest rates, debt instruments, equities,
equity indices, financial futures, swaps and foreign currencies as if they were positions equal in
value to the amount of the underlying instrument to which the option refers, multiplied by its
delta for the purposes of Articles 326 to 350. The institution may net off the latter positions
against any offsetting positiens in the identical underlying securities or derivatives. The
institution shall use the/delta of the exchange concerned.

For OTC-options, orwhere the delta is not available from the exchange concerned, an
institution may with _the prior permission of the PRA calculate the delta itself using a model to
the extent andsubject to any madifications set out in the permission if, on applying for such
permission, s able to demonstrate to the satisfaction of the PRA that it is using an
appropriate model which estimates the rate of change of the option's or warrant's value with
respect to small changes in the market price of the underlying.

An institution that has been granted the permission set out in the second sub-paragraph shall
comply with the requirements set out in that second sub-paragraph.

[Note: This is a permission created under sections 144G(2) and 192XC of FSMA to which Part 8 of
the Capital Requirements Regulations applies-]]

2. An institution shall adequately reflect other risks, apart from the delta risk, associated with
options in the own funds requirements in accordance with Article 352a.

3. [Note: Provision left blank]

[Note: Paragraphs 1 and 2 of this rule correspond to paragraphs 1 and 2 of Article 329 of CRR as it
applied immediately before revocation by the Treasury]




Article 330 SWAPS

1.

An institution shall treat swaps for interest rate risk purposes on the same basis as on-balance-
sheet instruments. Therefore, an institution shall treat an interest rate swap under which an
institution receives floating-rate interest and pays fixed-rate interest as equivalent to a long
position in a floating-rate instrument of maturity equivalent to the period until the next interest
fixing and a short position in a fixed-rate instrument with the same maturity as the swap itself.

[Note: This rule corresponds to Article 330 of CRR _as it applied immediately before revocation by the

Treasury

Article 331 INTEREST RATE RISK ON DERIVATIVE INSTRUMENTS

1.

An institution which marks to market and manages the interest rate risk on the derivative
instruments covered in Articles 328 to 330 on a discounted-cash-flow basis may with.the prior
permission of the PRA use sensitivity models to calculate the positions referred to in those
Articles and may use them for any bond which is amortised over its residual life.rather than via
one final repayment of principal to the extent and subject to any modifications set out in the
permission if, on applying for such permission, it is able to demonstrate to the satisfaction of the
PRA that the models it uses:

(a) generate positions which have the same sensitivity to interest'rate changes as the
underlying cash-flows:; and

(b) assessassesses sensitivity with reference to independent movements in sample rates
across the yield curve, with at least one sensitivity jpoint in each of the maturity bands set
out in Table 2 in Article 339.

An institution that has been permitted to use sehsitivity models as set out in the first sub-
paragraph shall:

(0] include the positions.in.the.calculation of own funds requirements for general risk
of debt instruments; and

(i) comply with the_requirements set out in that first sub-paragraph.

[Note: This is a permission created*under sections 144G(2) and 192XC of FSMA to which Part 8 of
the Capital Requirements Regulations applies-}]

2.

An institution whieh dees not use models under paragraph 1 may treat as fully offsetting any
positions in derivative instruments covered in Articles 328 to 330 which meet the following
conditions atjleast:

(a) thelpositions are of the same value and denominated in the same currency;

(b}« the reference rate (for floating-rate positions) or coupon (for fixed-rate positions) is closely
matched; and

(c) the next interest-fixing date or, for fixed coupon positions, residual maturity corresponds
with the following limits:

(i) less than one month hence: same day;
(i) between one month and one year hence: within seven days;

(iiiy over one year hence: within 30 days.

[Note: This rule corresponds to Article 331 of CRR as it applied immediately before revocation by the

Treasury




Article 332 CREDIT DERIVATIVES

1.

2.

When an institution that is the party who assumes the credit risk (the ‘protection seller’)
calculates an own funds requirement for general and specific risk, unless specified differently,
that institution shall use the notional amount of the credit derivative contract. Notwithstanding
the first sentence, the institution may elect to replace the notional value by the notional value
plus the net market value change of the credit derivative since trade inception, a net downward
change from the protection seller's perspective carrying a negative sign. For the purpose of
calculating the specific risk charge, other than for total return swaps, the institution shall apply
the maturity of the credit derivative contract, rather than the maturity of the obligation. An
institution shall determine positions as follows:

@

(b)

(©

(d)

(e)

)

a total return swap creates a long position in the general risk of the reference obligation
and a short position in the general risk of a government bond with a maturity equivalent to
the period until the next interest fixing and which is assigned a 0% risk weight under the
Credit Risk: Standardised Approach (CRR) Part. It also creates a long position in the
specific risk of the reference obligation;

a credit default swap does not create a position for general risk {For the purposes of
specific risk, the institution shall record a synthetic long position in‘an obligation of the
reference entity, unless the derivative is rated externally apd, meets the conditions for a
qualifying debt item, in which case a long position in the-defivative is recorded. If premium
or interest payments are due under the product, these,cash-flows shall be represented as
notional positions in government bonds;

a single name credit linked note creates a long position in the general risk of the note itself,
as an interest rate product. For the purpose of specific risk, a synthetic long position is
created in an obligation of the reference entity. An additional long position is created in the
issuer of the note. Where the credit'linked note has an external rating and meets the
conditions for a qualifying debt itemha‘single long position with the specific risk of the note
need only be recorded;

in addition to a long position in-the specific risk of the issuer of the note, a multiple name
credit linked note providing\proportional protection creates a position in each reference
entity, with the total notienal amount of the contract assigned across the positions
according to the propertion of the total notional amount that each exposure to a reference
entity represents. Where more than one obligation of a reference entity can be selected,
the obligation-with the highest risk weighting determines the specific risk;

a first-asset-to-default credit derivative creates a position for the notional amount in an
obligation of each reference entity. If the size of the maximum credit event payment is
lower-than the own funds requirement under the method in the first sentence of this point,
the maximum payment amount may be taken as the own funds requirement for specific
risk;

an n-th-asset-to-default credit derivative creates a position for the notional amount in an
obligation of each reference entity less the n-1 reference entities with the lowest specific
risk own funds requirement. If the size of the maximum credit event payment is lower than
the own funds requirement under the method in the first sentence of this point, this amount
may be taken as the own funds requirement for specific risk. Where an n-th-to-default
credit derivative is externally rated, the protection seller shall calculate the specific risk
own funds requirement using the rating of the derivative and apply the respective
securitisation risk weights as applicable.

An institution which is the party who transfers credit risk (the ‘protection buyer’), shall determine
the positions as the mirror principle of the protection seller, with the exception of a credit linked



note (which entails no short position in the issuer). When calculating the own funds requirement
for the protection buyer, the institution shall use the notional amount of the credit derivative
contract. Notwithstanding the first sentence, an institution may elect to replace the notional
value by the notional value plus the net market value change of the credit derivative since trade
inception, a net downward change from the protection seller's perspective carrying a negative
sign. If at a given moment there is a call option in combination with a step-up, the institution
shall treat such moment as the maturity of the protection.

3. [Note: Provision left blank]

[Note: This rule corresponds to Article 332 of CRR as it applied immediately before revocation by the

Treasury

Article 333 SECURITIES SOLD UNDER A REPURCHASE AGREEMENT OR LENT

1. An institution that is the transferor of securities or guaranteed rights relating to title\to securities
in a repurchase agreement and the lender of securities in a securities lendingyshall include
those securities in the calculation of its own funds requirement under Artjeles.326 to 350
provided that such securities are trading book positions.

[Note: This rule corresponds to Article 333 of CRR _as it applied immediafely before revocation by the

Treasury

SECTION 2 DEBT INSTRUMENTS

Article 334 NET POSITIONS IN DEBT INSTRUMENTS

1. An institution shall classify net positions according to the currency in which they are
denominated and shall calculate the own funds requirement for general and specific risk in
each individual currency separately.

[Note: This rule corresponds to Article 334,0f CRR as it applied immediately before revocation by the

Treasury
SUBSECTION 1 SPECIFIC RISK

Article 335 CAP ON THE,OWN FUNDS REQUIREMENT FOR A NET POSITION

1. An institution may“Cap the own funds requirement for specific risk of a net position in a debt
instrument at the ‘maximum possible default-risk related loss. For a short position, that limit may
be calculated as a change in value due to the instrument or, where relevant, the underlying
names immediately becoming default risk-free.

[Note: This rule corresponds to Article 335 of CRR as it applied immediately before revocation by the

Treasury

Article 336 OWN FUNDS REQUIREMENT FOR NON-SECURITISATION DEBT
INSTRUMENTS

1. An institution shall assign its net positions in the trading book in instruments that are not
securitisation positions as calculated in accordance with Article 327 to the appropriate
categories in Table 1 of this Article on the basis of their issuer or obligor, external or internal
credit assessment, and residual maturity, and then multiply them by the weightings shown in
that table. It shall sum its weighted positions resulting from the application of this Article
regardless of whether they are long or short in order to calculate its own funds requirement
against specific risk.



Table 1

Categories

Specific risk own funds requirement

Debt securities which would receive a 0%
risk weight under the Credit Risk:
Standardised Approach (CRR) Part.

0%

Debt securities which would receive a risk
weight greater than 0% and less than or
equal to 50% the Credit Risk: Standardised
Approach (CRR) Part.

0.25% (residual term to final maturity six
months or less)

1.00% (residual term to final maturity greater
than six months and up to and including‘224
months)

1.60% (residual term to maturityexceeding
24 months)

Debt securities which would receive a risk 8%
weight greater than 50% and less than or

equal to 100% under the Credit Risk:

Standardised Approach (CRR) Part.

Debt securities which would receive risk 12%

weight greater than 100% under the Credit
Risk: Standardised Approach (CRR) Part.

For institutions which apply the approach set out in,the /Credit Risk: Internal Ratings Based
Approach (CRR) Part to the exposure class of which'the issuer of the debt instrument forms
part, to qualify for a risk weight as set out in paragraph 1, the issuer of the exposure shall have
an internal rating with a Probability of Default (PD) equivalent to or lower than that associated
with the appropriate credit quality step/inder the Credit Risk: Standardised Approach (CRR)
Part.

Institutions may calculate the@pecific risk requirements for any bonds that qualify for a 10% risk
weight in accordance with thestreatment set out in paragraphs 4, 5 and 6 of Credit Risk:
Standardised Approach (CRR) Part Article 129 as half of the applicable specific risk own funds
requirement for the second category in Table 1 of this Atrticle.

Other qualifying items.are:

@)

(b)

long andishert positions in assets for which a credit assessment by a nominated ECAI is
not available and which meet all of the following conditions:

(), \they are considered by the institution concerned to be sufficiently liquid;

(in

their investment quality is, according to the institution's own discretion, at least

equivalent to that of the assets referred to under Table 1 of this Article, second row;

and

(iii)

they are listed on at least one regulated market in the United Kingdom or on a stock

exchange in a third country provided that the exchange is recognised by the
competent authorities of the United Kingdom;

long and short positions in assets issued by institutions subject to the own funds
requirements set out in CRR and CRR rules which are considered by the institution
concerned to be sufficiently liquid and whose investment quality is, according to the
institution's own discretion, at least equivalent to that of the assets referred to under Table

1 of this Article, second row; and




(c) securities issued by institutions that are deemed to be of equivalent, or higher, credit
quality than those associated with credit quality step 2 of exposures to institutions and that
are subject to supervisory and regulatory arrangements comparable to those applicable to
institutions under CRR-and, CRR rules and Directive 2013/3536/EU UK law.

Institutions that make use of point (a) or (b) shall have a documented methodology in place to
assess whether assets meet the requirements in those points and shall notify this methodology
to the PRA.

[Note: This rule corresponds to Article 336 of CRR}———— as it applied immediately before revocation
by the Treasury

Article 337 OWN FUNDS REQUIREMENT FOR SECURITISATION INSTRUMENTS

1. For instruments in the trading book that are securitisation positions, an institution shallweight
the net positions as calculated in accordance with paragraph 1 of Article 327 with 8% of the risk
weight the institution would apply to the position in its non-trading book according to Section 3
of Chapter 5 of Title Il of Part 3 of CRR.

2. [Note: Provision left blank]

3. For securitisation positions that are subject to an additional risk weight in accordance with
paragraph-6-of-Article 247(6) of CRR, an institution shall apply ‘8% of the total risk weight.

4. An institution shall sum its weighted positions resulting from,the application of paragraphs 1, 2
and 3 regardless of whether they are long or short, injorder to calculate its own funds
requirement against specific risk.

5. Where an originator institution of a traditional seguritisation does not meet the conditions for
significant risk transfer set out in Article 244 of ERR, the originator institution shall include the
exposures underlying the securitisation iniitSsealculation of own funds requirement as if those
exposures had not been securitised.

Where an originator institution of & synthetic securitisation does not meet the conditions for
significant risk transfer set outéArticle 245 of CRR, the originator institution shall include the
exposures underlying the sgcuritisation in its calculation of own funds requirements as if those
exposures had not been,sectritised and shall ignore the effect of the synthetic securitisation for
credit protection purposes:

[Note: Paragraphs 1, 3¢4.and 5 of this rule correspond to paragraphs1-3,4-and-5-6f-Article 337(1),
(3). (4) and (5) of CRRa%"it applied immediately before revocation by the Treasury]

Article 338 QWN FUNDS REQUIREMENTS FOR THE CORRELATION TRADING PORTFOLIO

[Note: Prayision left blank]

SUBSECTION 2 GENERAL RISK

Article 339 MATURITY-BASED CALCULATION OF GENERAL RISK

1. In order to calculate own funds requirements against general risk an institution shall assign a
risk weight to all positions according to maturity as explained in paragraph 2 in order to
compute the amount of own funds required against them. This requirement shall be reduced
when a weighted position is held alongside an opposite weighted position within the same
maturity band. A reduction in the requirement shall also be made when the opposite weighted
positions fall into different maturity bands, with the size of this reduction depending both on



whether the two positions fall into the same zone, or not, and on the particular zones they fall
into.

An institution shall assign its net positions to the appropriate maturity bands in column 2 or 3,
as appropriate, in Table 2 in paragraph 4. It shall do so on the basis of residual maturity in the
case of fixed-rate instruments and on the basis of the period until the interest rate is next set in
the case of instruments on which the interest rate is variable before final maturity. It shall also
distinguish between debt instruments with a coupon of 3% or more and those with a coupon of
less than 3% and thus allocate them to column 2 or column 3 in Table 2. It shall then multiply
each of them by the weighing for the maturity band in question in column 4 in Table 2.

An institution shall then work out the sum of the weighted long positions and the sum of the
weighted short positions in each maturity band. The amount of the former which are matChed
by the latter in a given maturity band shall be the matched weighted position in that band;while
the residual long or short position shall be the unmatched weighted position for the'same band.
The total of the matched weighted positions in all bands shall then be calculated.

An institution shall compute the totals of the unmatched weighted long positiens for the bands
included in each of the zones in Table 2 in order to derive the unmatehed, weighted long
position for each zone. Similarly, the sum of the unmatched weighted ‘short positions for each
band in a particular zone shall be summed to compute the unmatehéed weighted short position
for that zone. That part of the unmatched weighted long position/for a given zone that is
matched by the unmatched weighted short position for the same zone shall be the matched
weighted position for that zone. That part of the unmatched'weighted long or unmatched
weighted short position for a zone that cannot be thussmatched shall be the unmatched
weighted position for that zone.

Table' 2
Zone Maturity band Weighting Assumed interest
(in %) rate change (in %)
Coupon of 3% or Coupon of less than 3%
more
One 0 <1 month 0 <1 month 0.00 —
> 1 < 3 months > 1 < 3 months 0.20 1.00
> 3 < 6 months > 3 < 6 months 0.40 1.00
> 6 < 12 months > 6 < 12 months 0.70 1.00
Two >1<2years >1.0<1.9years 1.25 0.90
> 2 < 3years >1.9<28years 1.75 0.80
>3 <4 years >2.8<3.6 years 2.25 0.75
Three >4 <5 years > 3.6 < 4.3 years 2.75 0.75
>5<7years >4.3<5.7 years 3.25 0.70
>7<10years >5.7<7.3years 3.75 0.65
> 10 < 15 years >7.3<9.3years 4.50 0.60
> 15 <20 years > 9.3 <10.6 years 5.25 0.60




> 20 years >10.6 < 12.0 years 6.00 0.60

>12.0 <20.0 years 8.00 0.60

> 20 years 12.50 0.60

The amount of the unmatched weighted long or short position in zone one which is matched by
the unmatched weighted short or long position in zone two shall then be the matched weighted
position between zones one and two. The same calculation shall then be undertaken with
regard to that part of the unmatched weighted position in zone two which is left over and the
unmatched weighted position in zone three in order to calculate the matched weighted position
between zones two and three.

An institution may reverse the order in paragraph 5 so as to calculate the matched weighted
position between zones two and three before calculating that position between zehés-one and
two.

The remainder of the unmatched weighted position in zone one shall thep-pe_ matched with
what remains of that for zone three after the latter's matching with zahe,two in order to derive
the matched weighted position between zones one and three.

Residual positions, following the three separate matching calculations in paragraphs 5, 6 and 7
shall be summed.

An institution shall calculate its own funds requirement as,the sum of:

(@) 10% of the sum of the matched weighted positionsyin all maturity bands;
(b) 40% of the matched weighted position in zene, one;

(c) 30% of the matched weighted position.in z6ne two;

(d) 30% of the matched weighted positien‘in zone three;

(e) 40% of the matched weightedposition between zones one and two and between zones
two and three;

(f) 150% of the matched weighted position between zones one and three; and

(g) 100% of the residdalunmatched weighted positions.

[Note: This rule corresponds.to Article 339 of CRR _as it applied immediately before revocation by the

Treasury

ARFHCLEArticle 340 DURATION-BASED CALCULATION OF GENERAL RISK

1.

An_ifistitution may use an approach for calculating the own funds requirement for the general
risk on debt instruments which reflects duration, instead of the approach set out in Article 339,
provided that the institution does so on a consistent basis.

Under the duration-based approach referred to in paragraph 1, an institution shall take the
market value of each fixed-rate debt instrument and hence calculate its yield to maturity, which
is implied discount rate for that instrument. In the case of floating-rate instruments, the
institution shall take the market value of each instrument and hence calculate its yield on the
assumption that the principal is due when the interest rate can next be changed.

An institution shall then calculate the modified duration of each debt instrument on the basis of
the following formula:
D

dified duration =
modified duration TR




where:

D = duration calculated according to the following formula:

w tXC
_ thl (1 _R)t

Z’tw=lﬁ

D

where:

R =yield to maturity;

C,= cash payment in time t;
M = total maturity.

An institution shall then allocate each debt instrument to the appropriate zone'in Table 3. It
shall do so on the basis of the modified duration of each instrument.

Table 3
Zone Modified duration (in years) Assumed interest (change
in %)
One >0<1.0 1.0
Two >1.0=<3.6 0.85
Three >3.6 0.7

An institution shall then calculate the duration-weighted position for each instrument by
multiplying its market price by its madifiéd duration and by the assumed interest rate change for
an instrument with that particular maedified duration (see column 3 in Table 3).

An institution shall calculate its\duration-weighted long and its duration-weighted short positions
within each zone. The amountjof the former which are matched by the latter within each zone
shall be the matched duration-weighted position for that zone.

The institution shallithen calculate the unmatched duration-weighted positions for each zone. It
shall then follow the)procedures laid down for unmatched weighted positions in paragraphs 5 to
8 of Article 339.

An institution.shall calculate its own funds requirement as the sum of the following:
(a) ~2%.0f.the matched duration-weighted position for each zone;

(b)Y 40% of the matched duration-weighted positions between zones one and two and between
zones two and three;

(c) 150% of the matched duration-weighted position between zones one and three; and

(d) 100% of the residual unmatched duration-weighted positions.

[Note: This rule corresponds to Article 340 of CRR as it applied immediately before revocation by the

Treasury




SECTION 3 EQUITIES

Article 341 NET POSITIONS IN EQUITY INSTRUMENTS

1. An institution shall separately sum all its net long positions and all its net short positions in
accordance with Article 327. The sum of the absolute values of the two figures shall be its
overall gross position.

2. An institution shall calculate, separately for each market, the difference between the sum of the
net long and the net short positions. The sum of the absolute values of those differences shall
be its overall net position.

3. For the purposes of paragraph 2, the term ‘market’ shall mean all equities listed in stock
markets located within a national jurisdiction.

[Note: This rule corresponds to Article 341-efCRR(1) and (2) of CRR as it applied immé&diately before
revocation by the Treasury]

Article 342 SPECIFIC RISK OF EQUITY INSTRUMENTS

1. An institution shall multiply its overall gross position by 8% in ordef t6 calculate its own funds
requirement against specific risk.

[Note: This rule corresponds to Article 342 of CRR as it applied imwiediately before revocation by the

Treasury

Article 343 GENERAL RISK OF EQUITY INSTRUMENTS

1. An institution shall multiply its overall net position’by 8% in order to calculate its own funds
requirement against general risk.

[Note: This rule corresponds to Article 343.,6f CRR as it applied immediately before revocation by the

Treasury

Article 344 STOCK INDICES,

1. For the purposes of patagraph 4, an institution may only determine that the exchange-traded
index is appropriately diversified if the index meets the following criteria:

(@) Number:
(i) Adiversified index shall contain at least 20 equities-;
(b) Concentration:
(i By equity: Neno single equity shall represent more than 25% of the total index;

(i) By group of equities: 10% of the largest equities (rounded up to the next whole
number) shall represent less than 60% of the total index;

(c) Diversification:

(i) By Geegraphygeography: the index shall encompass equities from at least one
national market; no regional indices shall be recognised as appropriately diversified;

(i) By lndustryindustry: the index shall comprise equities from at least four of the
following industries:

(1) Oiland Gas

(2) Basic Materials



(3) Industrials

(4) Consumer Goods
(5) Health Care

(6) Consumer Services
(7) Telecommunications
(8) Utilities

(9) Financials

(10) Technology

An institution may break down stock-index futures, the delta-weighted equivalents’ ofiaptions in
stock-index futures and stock indices (collectively referred to hereafter as ‘stoek-index futures’),
into positions in each of their constituent equities. The institution may treat these positions as
underlying positions in the equities in question, and may, be netted against\opposite positions
in the underlying equities themselves. The institution shall notify the PRA of the use they make

2. [Note: Provision left blank]
3.

of that treatment.
4.

Where a stock-index future is not broken down into its underlying positions, an institution shall
treat it as if it were an individual equity. However, the institution'may ignore the specific risk on
this individual equity if the stock-index future in question‘is exchange traded and represents a
relevant appropriately diversified index.

[Note: Paragraphs 4,-3 and 4 of this rule correspond toQaragraph-1,-3-and-4-of-Article 344(3) and (4)

of CRR_as it applied immediately before revocation By/the Treasury]

SECTION 4 UNDERWRITING

Article 345 REDUCTION OF NET POSITIONS

1.

In the case of the underwritingyof debt and equity instruments, an institution may use the
following procedure in calculating its own funds requirements. An institution shall first calculate
the net positions by deducting the underwriting positions which are subscribed or sub-
underwritten by third,parties on the basis of formal agreements. An institution shall then reduce
the net positions by,the reduction factors in Table 4 and calculate its own funds requirements
using the redueed underwriting positions.

Table 4
Working\day 0 100%
Working day 1 90%
Working days 2to 3 75%
Working day 4 50%
Working day 5 25%
After working day 5 0%

‘Working day 0’ shall be the working day on which the institution becomes unconditionally
committed to accepting a known quantity of securities at an agreed price.




2.

An institution shall notify the PRA to the extent it makes use of the process set out in paragraph
1.

[Note: This rule corresponds to Article 345 of CRR as it applied immediately before revocation by the

Treasury

SECTION 5 SPECIFIC RISK OWN FUND REQUIREMENTS FOR POSITIONS HEDGED BY

CREDIT DERIVATIVES

Article 346 ALLOWANCES FOR HEDGES BY CREDIT REDUCTION OF NET POSITIONS

1.

An institution may give allowance for hedges provided by credit derivatives, in accordanee with
the principles set out in paragraphs 2 to 6.

An institution shall treat the position in the credit derivative as one ‘leg’ and the hédged position
that has the same nominal, or, where applicable, notional amount, as the other,‘leg’.

An institution shall give full allowance when the values of the two legs always.move in the
opposite direction and broadly to the same extent. This will be the caSeiinthe following
situations:

(a) the two legs consist of completely identical instruments;

(b) along cash position is hedged by a total rate of return Swap (or vice versa) and there is an
exact match between the reference obligation and the underlying exposure (i.e. the cash
position). The maturity of the swap itself may be-different from that of the underlying
exposure.

In these situations, a specific risk own funds regquirement shall not be applied to either side of
the position.

An institution shall apply an 80% offset when the values of the two legs always move in the
opposite direction and where theréiisian exact match in terms of the reference obligation, the
maturity of both the referencerobligation and the credit derivative, and the currency of the
underlying exposure. In addition, key features of the credit derivative contract shall not cause
the price movement of the credit derivative to materially deviate from the price movements of
the cash position. To the‘extent that the transaction transfers risk, an institution shall apply an
80% specific risk offSet to the side of the transaction with the higher own funds requirement,
while the specifi¢tisk'fequirements on the other side shall be zero.

An institution shall give partial allowances, absent the situations in paragraphs 3 and 4, in the
following.sitdations:

(a) _the position falls under point (b) of paragraph 3 but there is an asset mismatch between
the reference obligation and the underlying exposure. However, the positions meet the
following requirements:

(i) the reference obligation ranks pari passu with or is junior to the underlying obligation;
and

(ii) the underlying obligation and reference obligation share the same obligor and have
legally enforceable cross-default or cross-acceleration clauses;

(b) the position falls under point (a) of paragraph 3 or paragraph 4 but there is a currency or
maturity mismatch between the credit protection and the underlying asset. Such currency
mismatch shall be included in the own funds requirement for foreign exchange risk;



(c) the position falls under paragraph 4 but there is an asset mismatch between the cash
position and the credit derivative. However, the underlying asset is included in the
(deliverable) obligations in the credit derivative documentation.

In order to give partial allowance, rather than adding the specific risk own funds requirements
for each side of the transaction, the institution shall apply only the higher of the two own funds
requirements.

6. In all situations not falling under paragraphs 3 to 5, an institution shall calculate an own funds
requirement for specific risk for both sides of the positions separately.

[Note: This rule corresponds to Article 346 of CRR _as it applied immediately before revocation by the

Treasury

Article 347 ALLOWANCE FOR HEDGES BY FIRST AND NTH-TO DEFAULT CREDIT,
DERIVATIVES

1. In the case of first-to-default credit derivatives and nth-to-default credit derivatives, an institution
shall apply the following treatment for the purposes of giving the allowance in accordance with
Article 346:

(a) where an institution obtains credit protection for a number ofireference entities underlying
a credit derivative under the terms that the first default among the assets shall trigger
payment and that this credit event shall terminate the=contract, the institution may offset
specific risk for the reference entity to which the\Jowest specific risk percentage charge
among the underlying reference entities applies injaccordance with Table 1 in Article 336;

(b) where the nth default among the exposures triggers payment under the credit protection,
the protection buyer may only offset specific’risk if protection has also been obtained for
defaults 1 to n-1 or when n-1 defaults have already occurred. In such cases, the
methodology set out in point (a) for first-to-default credit derivatives shall be followed
appropriately amended for nth-to-défault products.

[Note: This rule corresponds to Article 347“of CRR _as it applied immediately before revocation by the

Treasury

SECTION 6 OWN FUNDS REQUIREMENTS FOR SiJsCIUS

Article 348 OWNFUNDS REQUIREMENTS FOR €iJsCIUS

1. Without prejddice to other provisions in this Section;_(including, without limitation, paragraph 3
below),“an jinstitution must hold an own funds requirement for position risk for positions in CIUs,
comprising specific and general risk, of 32%. Without prejudice to Article 353, taken together
with'the amended gold treatment set out in paragraph 4 of Article 352, and without prejudice to
Paragraph 3 below, an institution must hold an own funds requirement for position risk for
positions in ClUs, comprising specific and general risk, and foreign-exchange risk of 40%.

2. Unless otherwise provided for in Article 350, an institution may not net between the underlying
investments of a CIU and other positions held by the institution.

3. An institution shall treat a position in a CIU which is also a closed-ended investment fund with a
premium listing in compliance with the listing rules as an equity position in accordance with this
Part. For the purposes of this paragraph, the terms ‘closed-ended investment fund’, ‘listing
rules’ and ‘premium listing’ shall have the meaning given to such terms in the FCA Handbook.

[Note: This rule corresponds to Article 348 of CRR _as it applied immediately before revocation by the

Treasury




Article 349 GENERAL CRITERIA FOR ciJsCIUS

1.

An institution may apply the approach set out in Article 350 to a position in a CIU, where all the
following conditions are met:

(a) the CIU's prospectus or equivalent document includes all of the following:
(i) the categories of assets in which the CIU is authorised to invest;

(i) where investment limits apply, the relative limits and the methodologies to calculate
them;

(iii) where leverage is allowed, the maximum level of leverage; and

(iv) where concluding OTC financial derivatives transactions or repurchase transactions
or securities borrowing or lending is allowed, a policy to limit counterparty risksarising
from these transactions;

(b) the business of the CIU is reported in half-yearly and annual reports to enable an
assessment to be made of the assets and liabilities, income and operations over the
reporting period;

(c) the shares or units of the CIU are redeemable in cash, out of the’ undertaking's assets, on
a daily basis at the request of the unit holder;

(d) investments in the CIU are segregated from the assets'of the CIU manager;
(e) there are adequate risk assessment of the CIU,«by the investing institution; and

(f) ClUs are managed by persons supervised inaceerdance with United Kingdom legislation
which implemented Directive 2009/65/ECor equivalent legislation.

[Note: This rule corresponds to Article 349 of GRR as 1t applied immediately before revocation by the

Treasury

Article 350 SPECIFIC METHODS FORCHJsCIUS

1.

Where an institution is aware-ofithe underlying investments of the CIU on a daily basis, the
institution may look through‘te‘those underlying investments in order to calculate the own funds
requirements for positign fisk, comprising specific and general risk. Under such an approach,
an institution shall treat positions in ClUs as positions in the underlying investments of the CIU.
Netting shall be germitted between positions in the underlying investments of the CIU and other
positions heldby‘the institution, provided that the institution holds a sufficient quantity of shares
or units to allow for redemption/creation in exchange for the underlying investments.

An institution may calculate the own funds requirements for position risk, comprising specific
and general risk, for positions in ClUs by assuming positions representing those necessary to
feplicate the composition and performance of the externally generated index or fixed basket of
equities or debt securities referred to in point (a), subject to the following conditions:

(a) the purpose of the CIU's mandate is to replicate the composition and performance of an
externally generated index or fixed basket of equities or debt securities; and

(b) a minimum correlation coefficient between daily returns on the CIU and the index or basket
of equities or debt securities it tracks of 0.9 can be clearly established over a minimum
period of six months.

Where the institution is not aware of the underlying investments of the CIU on a daily basis, the
institution may calculate the own funds requirements for position risk, comprising specific and
general risk, subject to the following conditions:



(a) itwill be assumed that the CIU first invests to the maximum extent allowed under its
mandate in the asset classes attracting the highest own funds requirement for specific and
general risk separately, and then continues making investments in descending order until
the maximum total investment limit is reached. The position in the CIU will be treated as a
direct holding in the assumed position;

(b) institutions shall take account of the maximum indirect exposure that they could achieve by
taking leveraged positions through the CIU when calculating their own funds requirement
for specific and general risk separately, by proportionally increasing the position in the CIU
up to the maximum exposure to the underlying investment items resulting from the
mandate; and

(c) if the own funds requirement for specific and general risk together in accordance with this
paragraph exceed that set out in paragraph 1 of Article 348 the own funds requirement
shall be capped at that level.

An institution may rely on the following third parties to calculate and report ownfunds
requirements for position risk for positions in ClUs falling under paragraphs*¥to 3, in
accordance with the methods set out in Articles 326 to 350:

(a) the depository of the CIU, provided that the CIU exclusively invests in securities and
deposits all securities at this depository;

(b) for other ClUs, the CIU management company, providedithat the CIU management
company is managed by a company that is subject {0 supervision in the United Kingdom
or, in the case of third country CIU, where the CIU is established in a third country that
carries out activities similar to those carried out'by’a CIU and which is subject to
supervision pursuant to legislation of a third eountry which applies supervisory and
regulatory requirements which are at least(equivalent to those applied in the UK to UK
ClUs.

An institution shall ensure the correctness*of the calculation is confirmed by an external auditor.

[Note: This rule corresponds to Article 350 pf CRR _as it applied immediately before revocation by the

Treasury

5

OWN FUNDS REQUIREMENTS FOR FOREIGN-EXCHANGE RISK (PART THREE, TITLE IV
CRR, CHAPTER THREE_CRR)

Article 351 DE'MINIMIS AND WEIGHTING FOR FOREIGN EXCHANGE FACTORS

1.

If the Sum of an institution's overall net foreign-exchange position and its net gold position,
calculated in accordance with the procedure set out in Article 352, including for any foreign
exchange and gold positions for which own funds requirements are calculated using an internal
model, exceeds 2% of its total own funds, the institution shall calculate an own funds
requirement for foreign exchange risk. The own funds requirement for foreign exchange risk
shall be the sum of its overall net foreign-exchange position and its net gold position in the
reporting currency, multiplied by 8%.

[Note: This rule corresponds to Article 351 of CRR _as it applied immediately before revocation by the

Treasury




Article 352 CALCULATION OF THE OVERALL NET FOREIGN EXCHANGE POSITION

1.

An institution's net open position in each currency (including the reporting currency) and in gold
shall be calculated as the sum of the following elements (positive or negative):

(a) the net spot position (i.e. all asset items less all liability items, including accrued interest, in
the currency in question or, for gold, the net spot position in gold);

(b) the net forward position, which are all amounts to be received less all amounts to be paid
under forward exchange and gold transactions, including currency and gold futures and
the principal on currency swaps not included in the spot position;

(c) irrevocable guarantees and similar instruments that are certain to be called and likely to be
irrecoverable;

(d) the net delta, or delta-based, equivalent of the total book of foreign-currency and gold
options; and

(e) the market value of other options.

The delta used for purposes of point (d) shall be that of the exchange concerned. For OTC
options, or where delta is not available from the exchange concerned, the institution may with
the prior permission of the PRA calculate delta itself to the extent and subject to any
modifications set out in the permission if, on applying for such_permission, it is able to
demonstrate to the satisfaction of the PRA that it is using an@ppropriate model which estimates
the rate of change of the option's or warrant's value with respect to small changes in the market
price of the underlying.

An institution that has been permitted to calculate delta itself as set out in the second sub-

paragraph:

0] may include net future income/expenses not yet accrued but already fully hedged if it
does so consistently; and

(i) may break down net positions in composite currencies into the component currencies
in accordance with the quotas in force.

An institution that has been permitted to calculate delta itself as set out in the second sub-
paragraph shall comply with the requirements set out in that second sub-paragraph.

[Note: This is a permission created under sections 144G(2) and 192XC of FSMA to which Part 8 of
the Capital Requirements Regulations applies:}]

2.
3.

6.

[Note: Provision left blank]

An institution may use the net present value when calculating the net open position in each
currency and in gold provided that the institution applies this approach consistently.

An institution shall convert net short and long positions in each currency other than the
reporting currency and the net long or short position in gold at spot rates into the reporting
currency. They shall then be summed separately to form the total of the net short positions and
the total of the net long positions respectively. The higher of these two totals shall be the
institution's overall net foreign-exchange position.

An institution shall adequately reflect other risks associated with options, apart from the delta
risk, in the own funds requirements in accordance with Article 352a.

[Note: Provision left blank]

[Note: Paragraphs 1, 3, 4 and 5 of this rule correspond to paragraphs-1,-3,4-and-5-of Article 352(1),
(3), (4) and (5) of CRR_as applied immediately before revocation by the Treasury]




Article 352a  DETERMINATION OF OWN FUNDS REQUIREMENTS FOR NON-DELTA RISK OF
OPTIONS AND WARRANTS

1. An institution shall calculate their own funds requirements for market risk in relation to the non-
delta risk of options or warrants as required by paragraph 2 of Article 329, paragraph 5 of
Article 352 and paragraph 3 of Article 358, according to one of the following approaches:

(a) the simplified approach as set out in paragraphs 4 and 5;
(b) the delta plus approach as set out in paragraphs 6, 7 and 8; or
(c) the scenario approach as set out in paragraphs 9, 10 and 11.

2. When calculating own funds requirements on a consolidated basis an institution may,caofmhine
the use of different approaches. On an individual basis, an institution may only combine, the
scenario approach and the delta plus approach subject to the conditions established.in
paragraphs 6 to 11.

3. For the purposes of the calculation referred to in paragraph 1, an institution'shall take the
following steps:

(a) break down baskets of options or warrants into their fundamental components;

(b) break down caps and floors or other options which relate to/interest rates at various dates,
into a chain of independent options referring to different.time periods (alse-referred-to
ase.q. ‘caplets’ and ‘floorlets’);

(c) treat options or warrants on fixed-to-floating intérest rates swaps inteas options or
warrants on the fixed interest leg of the swap; and

(d) treat options or warrants that relate to moré than one underlying among those described in
point (c) of paragraph 7, as a basketcofioptions or warrants where each option has a single
distinct underlying.

‘ The simplified approach

4, Only an institution that exclusively purchase options and warrants may use the simplified
approach set out in paragraph)s.
5. An institution shall.determine its own funds requirements under the simplified approach in

accordance wijth, the following:

(a) an institution applying the simplified approach shall calculate the own funds requirements
reldtive to non-delta risks of call and put options or warrants as the higher amount between
zero and the difference between the following values:

‘ (i) the gross amount, as described in paragraphspoints (b) to (e);

(ii) the risk-weighted delta equivalent amount, which it shall calculate as the market value
of the underlying instrument, multiplied by the delta and then multiplied by one of the
following relevant weightings:

(1) for specific and general equity risk or interest rate risk, according to Articles 326
to 350;

(2) for commodity risk, according to Articles 355 to 361; and
(3) for foreign exchange risk, according to Articles 351, 352, 352a, 353 and 354-;



(b) for options or warrants which fall under one of the following two categories, an institution
shall determine the gross amount referred to in paragraphpoint (a) according to

paragraphspoints (c) to (d):

(i) where the buyer has the unconditional right to buy the underlying asset at a
predetermined price at the expiration date or at any time before the expiration date,
and where the seller has the obligation to fulfil the buyer's demand {(e.g. ‘simple call
options or warrants’);

(ii) where the buyer has the unconditional right to sell the underlying asset in the same
manner as described in point (i) {(e.q. ‘simple put options or warrants’}.);

(c) aninstitution shall calculate the gross amount referred to in paragraphpoint (a) as the
maximum between zero and the market value of the underlying security multiplied by the
sum of specific and general market risk own funds requirements for the underlying'minus
the amount of the profit, if any, resulting from the instant execution of the option*¢(e.g. ‘in
the money’), where one of the following conditions is met:

(i) the option or warrant incorporates a right to sell the underlying asset’{‘(e.g. ‘long put’)
and is combined with holdings in the underlying asset {(e.d¢feng position in the
underlying instrument’); or

(i) the option or warrant incorporates a right to buy the uhderlying asset {(e.g. ‘long call’)
and is combined with the promise to sell holdings inthe underlying instrument {(e.q.
‘short position in the underlying asset’}.);

(d) where the option or warrant incorporates a right'to,buy the underlying asset {‘(e.g. ‘long
call’) or a right to sell the underlying asset {(€.8, "long put’), the gross amount referred to in
paragraphpoint (a) shall be the lesser of theyfollowing two amounts:

(i) the market value of the underlying,security multiplied by the sum of specific and
general market risk requireméntsfor the underlying asset; and

(i) the value of the position determined by the mark-to-market method or the mark-to-
model method as provided'in points (b) and (c) of Article-103{paragraph 1} of the
Trading Book (CRR),Part (‘Article 103 (e.g. ‘market value of the option or warrant’}.);

(e) for all types of optiens or warrants which do not have the characteristics referred to in

paragraphpoint(b)ythe gross amount referred to in paragraphpoint (a) shall be the market
value of the pption or warrant.

The Delta-plus appfoach: overview

6. An institution shall determine own funds requirements under the Delta-plus approach in
accordance with the following:

(a) \where institutions opt to apply the Delta-plus approach, for options and warrants whose
gamma is a continuous function in the price of the underlying and whose vega is a
continuous function in the implied volatility {(e.g. ‘continuous options and warrants’), the
own funds requirements for non-delta risks on options or warrants shall be calculated as
the sum of the following requirements:

(i) the own funds requirements relating to the partial derivative of delta with reference to
the price of the underlying which, for bond options or warrants is the partial derivative
of delta with reference to the yield-to-maturity of the underlying bond, and for
swaptions is the partial derivative of the delta with reference to the swap rate;

(i) the requirement relating to the first partial derivative of the value of an option or
warrant, with reference to the implied volatility;



(b)

(d)

implied volatility shall be taken to be the value of the volatility in the option or warrant
pricing formula for which, given a certain pricing model and given the level of all other
observable pricing parameters, the theoretical price of the option or warrant is equal to its
market value, where ‘market value’ is understood in the manner described in point (d) of
paragraph 5; and

the own funds requirements for non-delta risks related to non-continuous options or
warrants shall be determined as follows:

(i) where the options or warrants have been bought, as the maximum amount between
zero and the difference between the following values:

(1) the market value of the option or warrant, understood in the manner described’in
point (d) of paragraph 5; and

(2) the risk-weighted delta equivalent amount, understood in the mannerdescribed
in point (a)(ii) of paragraph 5;

(i) where the options or warrants have been sold, as the maximum between zero and the
difference between the following amounts:

(1) the relevant market value of the underlying asset, which'shall be taken to be
either the maximum possible payment at expiry date,,if it is contractually fixed, or
the market value of the underlying asset or the.effective notional value if no
maximum possible payment is contractually.fixed; and

(2) the risk-weighted delta equivalent amount, tunderstood in the manner described
in point (a)(ii) of paragraph 5; and

the value for gamma and vega used in the“galeulation of own funds requirements shall be
calculated using an appropriate pricing model as referred to in Article 329(1), Article 352(1)
and Article 358(3). Where either gammaror vega cannot be calculated in accordance with
this point (d), the capital requirementon non-delta risks shall be calculated according to
point (c) of this paragraph.

The Delta-plus approach: gammaisk

7. An institution shall determine.own funds requirements for gamma risk under the Delta-plus
approach in accordancé with the following:

@

(b)

for the purpaoses_of point (a)(i) of paragraph 6, an institution shall calculate the own funds
requirements;for gamma risk by a process consisting of the following sequence of steps:

(i) foreach individual option or warrant a gamma impact shall be calculated;

(ii)*\.the gamma impacts of individual options or warrants which refer to the same distinct
underlying type shall be summed up; and

(iii) the absolute value of the sum of all of the negative values resulting from step (ii) shall
provide the own funds requirements for gamma risk. Positive values resulting from
step (ii) shall be disregarded-;

for the purpose of the step in point (a)(i), an institution shall calculate gamma impacts in
accordance with the following formula:

1
Gamma impact = 3% Gamma X VU?

where VU:

(i) for options or warrants on interest rates or bonds is equal to the assumed change in
yield indicated in column 5 of Table 2 of Article 339;



(©

(ii) for equity options or warrants and equity indices the market value of the underlying
multiplied by the weighting indicated in Article 343;

(iii) for foreign exchange and gold options or warrants is equal to the market value of the
underlying, calculated in the reporting currency and multiplied by the weighting
indicated in Article 351 or, if it meets the conditions for such approach, the weighting
indicated in Article 354;

(iv) for commodity options or warrants is equal to the market value of the underlying,
multiplied by the weighting indicated in point (a) of Article 360(1)-);

for the purposes of the step in paragraphpoint (a)(ii), a distinct underlying type shall be:

(i) forinterest rates in the same currency: each maturity time band as set out in Table2
of Article 339;

(i) for equities and stock indices: each market as defined in paragraph 3 of Article 341;
(iii) for foreign currencies and gold: each currency pair and gold; and

(iv) for commodities: commodities considered identical as definedin paragraph 4 of
Article 357.

The Delta-plus approach: vega risk

8. For the purposes of point (a)(ii) of paragraph 6, an institution"shall calculate the own funds
requirement for vega risk by a process consisting of the follewing sequence of steps:

@

(b)

©

(d)

(e)

for each individual option the value of vega shallbe determined;

for each individual option an assumed plus/minus 25% shift in the implied volatility shall be
calculated, where implied volatility shall be/understood in the manner described in point (b)
of paragraph 6;

for each individual option the vega yalue resulting from the step in point (a) shall be
multiplied by the assumed shift in implied volatility resulting from the step in point (b);

for each distinct underlying type, understood in the manner described in point (c) of
paragraph 7, the valuesTesulting from the step in point (c) shall be summed up; and

the sum of absolut€walues resulting from the step in point (d) shall provide the total own
funds requirement for vega risk.

Conditions of applitation of the scenario approach

9. An institutiommay use the scenario approach where they fulfil all of the following requirements:

@

)

(©

it has established a risk control unit that monitors the risk of the options portfolio of the
institutions and reports the results to the management;

It has notified the PRA of a predefined scope of exposures to be covered by this approach
consistently over time; and

it integrates the results of the scenario approach in the internal reporting to the
management of the institution.

For the purposes of point (b), an institution shall define the precise positions that are subject to
the scenario approach, including the type of product or identified desk and portfolio, the
distinctive risk management approach that applies to such positions, the dedicated IT
application that applies to such positions, and a justification for the allocation of those positions
to the scenario approach, with regard to those positions allocated to other approaches.

Definition of the scenario matrix according to the scenario approach



10. Aninstitution shall define the scenario matrix in accordance with the following requirements:

@

(b)

(d)

(€)

for each distinct underlying type, as referred to in point (c) of paragraph 7, an institution
shall define a scenario matrix which contains a set of scenarios;

the first dimension of the scenario matrix shall be the price changes in the underlying
above and below its current value. That range of changes shall consist of the following:

(i) forinterest rate options or warrants, plus/minus the assumed change in interest rates
set out in column 5 of Table 2 of Article 339;

(if) for options or warrants on equity or equity indices, plus/minus the weighting provided
in Article 343;

(iii) for foreign exchange and gold options or warrants, plus/minus the weighting, indicated
in Article 351 where appropriate, plus/minus the weighting indicated in Article ‘854;
and

(iv) for commodity options (warrants), plus/minus the weighting indicated in point (a) of
paragraph 1 of Article 360;

the price change scenarios in the underlying shall be defined by“a grid of at least seven
points which includes the current observation and divides thefrahge indicated in

paragraphpoint (b) in equally spaced intervals;

the second dimension of the scenario matrix shall be defined by volatility changes. The
range of changes in volatilities shall be between plus/minus 25% of the implied volatility,
where implied volatility shall be understood as referred to in paragraph 6(b). That range
shall be divided into a grid of at least three pointswhich include a 0% change and where
the range is divided into equally spaced intervals; and

the scenario matrix is determined by.all possible combinations of points, as referred to in
paragraphspoints (c) and (d). Eachieombination shall constitute a single scenario.

Determination of the own funds requirements according to the scenario approach

11.  According to the scenario approach, an institution shall calculate the own funds requirement on
non-delta risk of options or warrants through a process consisting of the following sequence of
steps:

@

(b)

(©

(d)

for each individdal, option or warrant, all the scenarios referred to in paragraph 10 shall be
applied to calculate simulated net loss or gain corresponding to each scenario. That
simulation shall be done using full revaluation methods, by simulating the price changes by
the usé of pricing models and without relying to local approximations of those models;

for‘each distinct underlying type, as referred to in point (c) of paragraph 7, the values
abtained as a result of the calculation in point (a) and referring to the individual scenarios,
shall be aggregated;

for each distinct underlying type as referred to in point (c) of paragraph 7, the ‘relevant
scenario’ shall be calculated as the scenario for which the values determined in step (b)
result in the largest loss, or the lowest gain if there are no losses;

for each distinct underlying type, as referred to in point (c) of paragraph 7, the own funds
requirements shall be calculated in accordance with the following formula:

Own funds requirement = —min(0, PC — DE)
where:

PC {(Price Shange’Change) = the sum of price changes of the options with the same
distinct underlying type understood in the manner described in point (c) of paragraph 7



(negative sign for losses and positive sign for gains) and corresponding to the relevant
scenario determined in step (c) of paragraph 11 above;

DE = the ‘delta effect'effect, calculated as follows:
DE = ADEV x PPCU
where:

ADEYV {(aggregated delta equivalent value’value) = the sum of negative or positive deltas,
multiplied by the market value of the underlying of the contract, of options that have the
same distinct underlying type understood in the manner described in point (c) of paragraph
7

PPCU {(percentage price change of the underlying’'underlying) = the percentage, price
change of the underlying understood in the manner described in point (c) of paragraph 7,
corresponding to the relevant scenario determined in step (c) of paragraph 11 above; and

(e) the total own funds requirement in the case of non-delta risk of options,ox, Wwarrants shall be
the sum of the own fund requirements obtained from the calculationsreférred to in step (d)
for all distinct underlying types as referred to in point (c) of paragraph,7.

Article 353 FOREIGN EXCHANGE RISK OF clds-CIUS

1.

For the purposes of Article 352, an institution shall, in respect’of ClUs take the actual foreign
exchange positions of the CIU into account.

An institution may rely on the following third parties' teperting of the foreign exchange positions
in the CIU:

(a) the depository institution of the CIU provided that the CIU exclusively invests in securities
and deposits all securities at this degository institution; and

(b) for other ClUs, the CIU management company, provided that the CIU management
company is managed by a company that is subject to supervision in the United Kingdom
or, in the case of third country*CIU, where the CIU is established in a third country that
carries out activities similarto those carried out by a CIU and which is subject to
supervision pursuant totlegislation of a third country which applies supervisory and
regulatory requirements which are at least equivalent to those applied in the UK to UK
ClUs.

The correctnesS\of-the calculation shall be confirmed by an external auditor.

Where an institution is not aware of the foreign exchange positions in a CIU, it shall assume
that the!CIU is invested up to the maximum extent allowed under the CIU's mandate in foreign
exchange‘and the institution shall, for trading book positions, take account of the maximum
indirect exposure that it could achieve by taking leveraged positions through the CIU when
calculating their own funds requirement for foreign exchange risk. To do this, the institution
shall proportionally increase the position in the CIU up to the maximum exposure to the
underlying investment items resulting from the investment mandate. The institution shall treat
the assumed position of the CIU in foreign exchange as a separate currency according to the
treatment of investments in gold, subject to the addition of the total long position to the total
long open foreign exchange position and the total short position to the total short open foreign
exchange position where the direction of the CIU's investment is available. The institution shall
not net between such positions prior to the calculation.

[Note: This rule corresponds to Article 353 of CRR _as it applied immediately before revocation by the

Treasury




Article 354 CLOSELY CORRELATED CURRENCIES

1. An institution may provide lower own funds requirements against positions in relevant closely
correlated currencies. A pair of currencies is deemed to be closely correlated only if the
likelihood of a loss, calculated on the basis of daily exchange-rate data for the preceding three
or five years, occurring on equal and opposite positions in such currencies over the following 10
working days, which is 4% or less of the value of the matched position in question (valued in
terms of the reporting currency) has a probability of at least 99%, when an observation period
of three years is used, and 95%, when an observation period of five years is used. The own-
funds requirement on the matched position in two closely correlated currencies shall be 4%
multiplied by the value of the matched position.

2. In calculating the requirements of Articles 351 to 354, an institution may disregard positions in
currencies, which are subject to a legally binding intergovernmental agreement to limit its
variation relative to other currencies covered by the same agreement. It shall caleulate the
matched positions in such currencies and subject them to an own funds requirement no lower
than half of the maximum permissible variation laid down in the intergovernmental agreement in
guestion in respect of the currencies concerned.

3. An institution may determine the list of currencies for which the treatment set out in paragraph 1
is available, based on the following criteria:

(a) daily percent currency movement shall be calculated orf the*basis of the following formula:
% Change = In(exchange,) — In\(exchange,_,)
where:
exchange = relevant currency pair;

(b) the resulting percentage shall be compared to the threshold of the maximum daily change
in value within a pair of currencies-of 1.265%. Any values exceeding this threshold shall be
treated as breaches of the 4%, 104day maximum loss;

(c) only the unmatched positionSip currencies shall be incorporated into the overall net open
position in accordance with, paragraph 4 of Article 352.

[Note: This rule corresponds to Article 354 of CRR _as it applied immediately before revocation by the

Treasury

6. OWN FUNDS‘REQUIREMENTS FOR COMMODITIES RISK (PART THREE, TITLE IV-CRR,
CHAPTER FOUWR): CRR)

Article”355 CHOICE OF METHOD FOR COMMODITIES RISK

1. Subject to Articles 356 to 358, an institution shall calculate the own funds requirement for
commodities risk with one of the methods set out in ArtieleArticles 359, 360 or 361.

[Note: This rule corresponds to Article 355 of CRR _as it applied immediately before revocation by the

Treasury

Article 356 ANCILLARY COMMODITIES BUSINESS

1. An institution with ancillary agricultural commaodities business may determine the own funds
requirements for their physical commodity stock at the end of each year for the following year
where all of the following conditions are met:



(a) atany time of the year it holds own funds for this risk which are not lower than the average
own funds requirement for that risk estimated on a conservative basis for the coming year;

(b) it estimates on a conservative basis the expected volatility for the figure calculated under
point (a);

(c) its average own funds requirement for this risk does not exceed 5% of its own funds or
£GBP 880,000 and, taking into account the volatility estimated in accordance with (b), the
expected peak own funds requirements do not exceed 6.5% of its own funds; and

(d) the institution monitors on an ongoing basis whether the estimates carried out under points
(a) and (b) still reflect the reality.

2. An institution shall notify to the PRA the use they make of the option provided in paragraph 4«

[Note: This rule corresponds to Article 356 of CRR _as it applied immediately before revocafiervby the

Treasury

Article 357 POSITIONS IN COMMODITIES

1. An institution shall express:

(a) each position in commodities or commodity derivatives in terms of the standard unit of
measurement; and

(b) the spot price in each commodity in the reporting cupreney.

2. An institution shall treat positions in gold or gold derivatives as subject to foreign-exchange risk
and treat these positions in accordance with Articles'3851 to 354 for the purpose of calculating
commodities risk.

3. For the purpose of paragraph 1 of Article:360, the institution shall calculate its net position in
each commodity as the excess of an institution's long positions over its short positions, or vice
versa, in the same commodity and identical commodity futures, options and warrants. It shall
treat derivative instruments, as laid*down in Article 358, as positions in the underlying
commaodity.

4, For the purposes of calculating a position in a commodity, an institution shall treat the following
positions as positions insthe same commodity:

(a) positions in different sub-categories of commodities in cases where the sub-categories are
deliverable against each other; and

(b) positions in similar commodities if they are close substitutes and where a minimum
correlation of 0.9 between price movements can be clearly established over a minimum
period of one year.

[Note: This,rule corresponds to Article 357 of CRR _as it applied immediately before revocation by the

Treasunyg

Article 358 PARTICULAR INSTRUMENTS

1. An institution shall incorporate commaodity futures and forward commitments to buy or sell
individual commodities in the measurement system as notional amounts in terms of the
standard unit of measurement and assigned a maturity with reference to expiry date.

2. An institution shall treat commodity swaps where one side of the transaction is a fixed price and
the other the current market price, as a series of positions equal to the notional amount of the
contract, with, where relevant, one position corresponding with each payment on the swap and
slotted into the maturity bands in paragraph 1 of Article 359. The positions shall be long
positions if the institution is paying a fixed price and receiving a floating price and short



positions if the institution is receiving a fixed price and paying a floating price. An institution
shall report commodity swaps in which the sides of the transaction are in different commodities
in the relevant reporting ladder for the maturity ladder approach.

An institution shall treat options and warrants on commodities or on commodity derivatives as if
they were positions equal in value to the amount of the underlying to which the option refers,
multiplied by its delta for the purposes of this Chapter. The latter positions may be netted off
against any offsetting positions in the identical underlying commodity or commodity derivative.
The delta used shall be that of the exchange concerned. For OTC options, or where delta is not
available from the exchange concerned the institution may with the prior permission of the PRA
calculate delta itself to the extent and subject to any modifications set out in the permission if,
on applying for such permission, it is able to demonstrate to the satisfaction of the PRA that’itlis
using an appropriate model which estimates the rate of change of the option's or wafrant's
value with respect to small changes in the market price of the underlying.

An institution that has been permitted to calculate delta itself as set out in thefirst sub-
paragraph shall:

0] adequately reflect other risks associated with options, apart fromthe delta risk, in the
own funds requirements in accordance with Article 352a; and

(ii) comply with the requirements set out in that first sub-paragraph.

[Note: This is a permission created under sections 144G(2) and 192XC of FSMA to which Part 8 of
the Capital Requirements Regulations applies]

4.
5.

[Note: Provision left blank]

Where an institution is either of the following, it shall include the commodities concerned in the
calculation of its own funds requirement for commodities risk:

(a) the transferor of commodities or guaranteed rights relating to title to commodities in a
repurchase agreement; or

(b) the lender of commodities infa commaodities lending agreement.

[Note: FhisParagraphs 1, 2, 3 and 5.0fthis rule eerrespoendscorrespond to Article 358(1), (2), (3) and
(5) of CRR_as applied immediatelwbeéfore revocation by the Treasury]

Article 359 MATURITY"LADDER APPROACH

1.

An institution shall-dse a separate maturity ladder in line with Table 1 of this Article for each
commodityAll'positions in that commodity shall be assigned to the appropriate maturity bands.
Physicalrstoeks shall be assigned to the first maturity band between 0 and up to and including
one month:

Table 1
Maturity band (1) Spread rate (in %) (2)
0 <1 month 1.50
> 1 < 3 months 1.50
> 3 < 6 months 1.50
> 6 < 12 months 1.50
>1<2years 1.50




> 2 < 3years 1.50

> 3 years 1.50

An institution may offset and assign positions in the same commodity to the appropriate
maturity bands on a net basis for the following:

(a) positions in contracts maturing on the same date; and

(b) positions in contracts maturing within 10 days of each other if the contracts are traded on
markets which have daily delivery dates.

The institution shall then calculate the sum of the long positions and the sum of the short
positions in each maturity band. The amount of the former which are matched by, the latter in a
given maturity band shall be the matched positions in that band, while the residualfong or short
position shall be the unmatched position for the same band.

An institution shall treat that part of the unmatched long position for a‘giVen maturity band that
is matched by the unmatched short position, or vice versa, for a maturity‘band further out as the
matched position between two maturity bands. That part of the unmatched long or unmatched
short position that cannot be thus matched shall be the unmatched position.

The institution shall calculate its own funds requirement for,€ach commodity on the basis of the
relevant maturity ladder as the sum of the following:

(a) the sum of the matched long and short positions,.multiplied by the appropriate spread rate
as indicated in the second column of Table,I'of this Article for each maturity band and by
the spot price for the commodity;

(b) the matched position between two maturity bands for each maturity band into which an
unmatched position is carried forward, multiplied by 0.6%, which is the carry rate and by
the spot price for the commaodity;*and

(c) the residual unmatched pasitions, multiplied by 15% which is the outright rate and by the
spot price for the commodity.

The institution's overall.own funds requirement for commodities risk shall be calculated as the
sum of the own funds requirements calculated for each commaodity in accordance with
paragraph 5.

[Note: This rule corgesponds to Article 359 of CRR _as it applied immediately before revocation by the

Treasury

Article 360 SIMPLIFIED APPROACH

1.

Arvinstitution's own funds requirement for each commodity shall be calculated as the sum of
the following:

(@) 15% of the net position, long or short, multiplied by the spot price for the commodity; and
(b) 3% of the gross position, long plus short, multiplied by the spot price for the commodity.

An institution's overall own funds requirement for commodities risk shall be calculated as the
sum of the own funds requirements calculated for each commodity in accordance with
paragraph 1.

[Note: This rule corresponds to Article 360 of CRR _as it applied immediately before revocation by the

Treasury




Article 361

EXTENDED MATURITY LADDER APPROACH

1. An institution may use the minimum spread, carry and outright rates set out in Table 2 of this

Article instead of those indicated in Article 359 provided that the institution:

(&) undertakes significant commodities business;

(b) has an appropriately diversified commodities portfolio; and

(c) is notyetin a position to use internal models for the purpose of calculating the own funds

requirement for commodities risk.

Table 2

Precious Base Agricultural Other, including
metals (except metals products (softs) | energy products
gold)

Spread | 1.0 1.2 1.5 15

rate (%)

Carry 0.3 0.5 0.6 0.6

rate (%)

Outright | 8 10 12 15

rate (%)

2. An institution shall notify the use they make of this Article to the PRA together with evidence of

their efforts to implement an internal model for the purpose of calculating the own funds
requirement for commodities risk.

[Note: This rule corresponds to Article 361 of CRRuas it applied immediately before revocation by the

Treasury

ARTICLESATrticles 362 to 377

[Note: Provisions left blank]
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and includes further changes that are minor. ICR firm and ICR consolidation entity are terms defined
in the near-final rules in PRA Rulebook: CRR Firms: SDDT Regime (Interim Capital Regime)
Instrument 2024.

Part
CREDIT VALUATION ADJUSTMENT RISK

1. APPLICATION AND DEFINITIONS
2. _LEVEL OF APPLICATION

GENERAL PROVISIONS ®\
BASIC APPROACH * Q
STANDARDISED APPROACH \
ALTERNATIVE APPROACH
TRANSITIONAL PROVISIONS

Vad
e’}
Chapter content
¥

CEE

~

e
2
@(9/‘\



1 APPLICATION AND DEFINITIONS
1.1  Unless otherwise stated, this Part applies to:

(1) afirmthatis a CRR firm but not aFCRan ICR firm;

(2) a CRR consolidation entity that is not aFSRan ICR consolidation entity.
1.2 Inthis Part, the following definitions shall apply:

aggregate CVA

means the sum of regulatory CVA for all covered transactions.
clearing member

has the definition in Counterparty Credit Risk (CRR) Part 1.3.
client

has the definition in Counterparty Credit Risk (CRR) Part 1.3.
commodity delta risk factor

means the risk factor set in accordance with 5.2930(3).
commodity vega risk factor

means the risk factor set in accordance with 5.2930(4):
counterparty credit spread risk delta risk factor

means the risk factor set in accordance wijth '5.2627(3).
covered transaction

means:

(1) aderivative transaction,butexcluding:

(a) derivatives tfansacted directly with a qualifying central counterparty;
(b) derivatives.transacted with a clearing member, where either:
() the clearing member acts as financial intermediary between the firm

and the qualifying central counterparty; or

(i) the clearing member guarantees the performance of the firm’s
exposure to the qualifying central counterparty;

(€) derivatives transacted with a qualifying central counterparty where the firm is
a clearing member acting as a financial intermediary between a client and the
qualifying central counterparty;

(d) derivatives transacted with a client, where the firm is a clearing member
acting as financial intermediary between the client and the qualifying central
counterparty; and

(e) transactions giving rise to exposures with counterparties meeting the
conditions in 3.2:;

(2) a securities financing transaction, if:

(a) it is fair-valued by the firm under the firm’s applicable accounting framework;
and

(b) the firm's CVA risk arising from the transaction is material.



CVA portfolio
means a firm’s portfolio of covered transactions and eligible CVA hedges.
eligible BA-CVA hedge

means a transaction used for the purpose of mitigating the counterparty credit spread
component of CVA risk and managed as such, and that is either:

(1) asingle-name credit default swap or a single-name contingent credit default swap
which must reference:

(a) the counterparty directly;
(b) an entity legally related to the counterparty; or
(c) an entity that belongs to the same sector and region as the counterparty; or
(2) anindex credit default swap.
eligible CVA hedge

has the same meaning as:

(1) eligible BA-CVA hedge if a firm uses BA-CVA; or
(2) eligible SA-CVA hedge if a firm uses SA-CVA.

eligible SA-CVA hedge
means a transaction used for the purposesyofimitigating CVA risk that:

(1) is not split into several effective transactions;
(2) either:
(&) hedges variability of.the counterparty credit spread; or
(b) hedges variability of the exposure component of CVA risk; and

(3) s eligible for the‘internal models approach for market risk in accordance with the
Market Risk: Internal Model Approach (CRR) Part.

equity delta risk factor

means the risk factor set in accordance with 5.29(3).
equity vega risk factor

means the risk factor set in accordance with 5.29(7).
external CVA hedge

means a transaction used for the purpose of mitigating CVA risk entered into with a third
party.

foreign exchange delta risk factor
means the risk factor set in accordance with 5.26(3).
foreign exchange vega risk factor

means the risk factor set in accordance with 5.26(6).



interest rate delta risk factor

means the risk factor set for the following currencies: USD, EUR, GBP, AUD, CAD, SEK or
JPY in accordance with 5.25(3).

interest rate vega risk factor
means the risk factor set in accordance with 5.25(10).
internal CVA hedge

means a transaction used for the purpose of mitigating CVA risk entered into with the
firm’s own trading desk.

legally related

means cases Where the reference name and the counterparty are either a pareft
undertaking and its subsidiary or two subsidiaries of a common parent undettaking.

loss given default

means the ratio of the loss on an exposure due to the default of a counterparty to the
amount outstanding at default.

margin period of risk
has the meaning in Counterparty Credit Risk (CRR) Parti1.3:
margin threshold
has the meaning in Counterparty Credit Risk (CRR) Part 1.3.
market risk Parts
means the:
(1) Market Risk: General Provisions (CRR) Part;;
(2) Market Risk: Simplified Standardised Approach (CRR) Part;;
(3) Market Risk: Advanced Standardised Approach (CRR) Part; and
(4) Market Risk: Internal’Model Approach (CRR) Part.
netting set
has the medning’in Article 272(4) of CRR.
other currencies interest rate delta risk factor

means the risk factor set for currencies other than USD, EUR, GBP, AUD, CAD, SEK and
JPY'in accordance with 5.25(3).

probability of default

means the probability of default of a counterparty.
qualified index

means:

(1) for delta risk, a credit or equity index that satisfies liquidity and diversification
conditions specified in paragraph 3 of Market Risk: Advanced Standardised Approach
(CRR) Part Article 325i(3);; and

(2) for vega risk, any credit or equity index.



reference credit spread delta risk factor

means the risk factor set in accordance with 5.28(3).
reference credit spread vega risk factor

means the risk factor set in accordance with 5.28(6).
regulatory CVA

means a CVA calculated in line with the requirements in 5.5 to 5.12.
reporting currency

means the currency in which the firm’s annual reports are prepared.
risk class

means:

(1) for delta risk, the categories of risk listed in 5.15; and
(2) for vega risk, the categories of risk listed in 5.17.

risk factor

means any of the risk drivers of CVA risk, being the commadity delta risk factor, the
commodity vega risk factor, the counterparty credit spread'risk delta risk factor, the equity
delta risk factor, the equity vega risk factor, the foreign exchange delta risk factor, the
foreign exchange vega risk factor, the interest rate delta risk factor, the interest rate vega
risk factor, the other currencies interest rate delta-fisk factor, the reference credit spread
delta risk factor, and the reference credit spreéad vega risk factor, and risk factors relating
to qualified index instruments in accordanée’with 5.21.

sensitivity

means the ratio of the changa,ofiaggregate CVA or the market value of all eligible SA-CVA
hedges caused by a small change of the risk factor's current value to the size of the
change, calculated for each risk factor in accordance with 5.25 to 5.30 and the prudent
valuation standards set,out in the Trading Book (CRR) Part Article 105.

2 LEVEL OF APPLICATION

2.1 A firm must eamply with this Part on an individual basis.

2.2 Whereafirm has been given permission under Article 9(1) of CRR it shall incorporate
relevant subsidiaries in the calculation undertaken to comply with 2.1.

2.3~ A.CRR consolidation entity must comply with this Part on the basis of its consolidated situation.

2.4~ For the purposes of 2.3, references to a firm in this Part (other than in 1.1 and 2.1) mean
a CRR consolidation entity.

2.5 The expression ‘consolidated situation’ applies for the purposes of this Part as it does for the
purposes of Parts Two and Three of CRR.

[Note: The term ‘censelidationconsolidated situation’ is defined in Article 4(1)(47) of CRR]

2.6  Afirm which is required to comply with Parts Two and Three of CRR on a sub-consolidated

basis must comply with this Part on the same basis.
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Organisational Structure and Control Mechanisms

2.7

2.8

A CRR consolidation entity and a firm shall set up a proper organisational structure and
appropriate internal control mechanisms in order to ensure that the data required for
consolidation for the purposes of this Part are duly processed and forwarded.

A CRR consolidation entity and a firm shall ensure that a subsidiary not subject to this Part
implements arrangements, processes and mechanisms to ensure proper consolidation for the
purposes of this Part.

GENERAL PROVISIONS

3.1

A firm must calculate its own funds requirements for CVA risk using the following approaehes:

(1) ifit has permission to use SA-CVA, in accordance with Chapter 5;
(2) ifit does not have permission to use SA-CVA:
(a) if 4.1 applies, BA-CVA under Chapter 4; or

(b) if 6.1 applies, the alternative approach under Chapter 6.

32—A3.2 In addition to transactions that must be excluded undém0int (b) of Article 382(4) of

3.3

3.4

CRR, a firm may exclude from its calculation of own funds réquiréments for CVA risk
transactions that meet the following conditions:

(1) the counterparty is:

(a) included in either:

{a)—the firm’s prudential consolidation grotip on a full basis; or

(b)_an entity in the samefirm’s guoypland the transaction between the counterparty and the
firm is eliminated on accounting consolidation in-accordance-withunder the applicable
accounting prineiplesframework or the accounting standards applicable to the firm’s
ultimate parent undegraking;

(2) both the counterparty and the firm are subject to appropriate centralised risk evaluation,
measurement and eontrol procedures; and

(3) there are ne current or foreseen material practical or legal impediment to the prompt
transferofiown funds or repayment of liabilities from the counterparty to the firm.

A firm_rmust:

(1), netify the PRA in writing three months prior to_the date at which it starts excluding
transactions with a counterparty in accordance with 3.2 and confirm the notification every
three years thereafter; and

(2) include in each notification to the PRA-an-explanation-that the-transactions-meetthe

(a) the name of the counterparty excluded in accordance with 3.2; and

(b) an explanation of how the conditions in 3.2 are met.

A firm must:

(1) ifit hedges CVA risk, use only eligible CVA hedges;
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3.6

(2) notinclude external CVA hedges that are eligible CVA hedges in its calculation of its own
funds requirements for market risk under the market risk Parts; and

(3) include external CVA hedges that are not eligible CVA hedges in its trading book
calculation of market risk own funds requirements under the market risk Parts.

A firm may include an internal CVA hedge that is subject to curvature risk in accordance with
Market Risk: Advanced Standardised Approach (CRR) Part ArticleArticles 325e and 3259,
default risk charge in accordance with Market Risk: Advanced Standardised Approach (CRR)
Part ArticleArticles 325v to 325ad, or residual risk add-on in accordance with Market Risk:
Advanced Standardised Approach (CRR) Part Article 325u, as an eligible CVA hedge only if
the trading desk that is the internal counterparty to the CVA desk enters into a transaction of .a
set of transactions with one or more external counterparties that exactly offsets the trading
desk’s position with the CVA desk.

For the purposes of 4.4, 5.2927 and 5.28, where a counterparty is not externally rated, a firm
that has been granted permission from the PRA under the Credit Risk: Integhal, Ratings Based
Approach (CRR) Part Article 143 to use the internal rating based approachviaccordance with
the Credit Risk: Internal Rating Based Approach (CRR) Part to calculate,credit risk own funds
requirements_in respect of exposures to the counterparty must map the'internal rating to an
external rating and assign a risk weight corresponding to eitherihvestment grade or high yield.

BASIC APPROACH

4.1

A firm that:

(1) does not have permission from the PRA to,use SA-CVA; and
(2) if relevant to the firm, has not chosen’to use the alternative approach in Chapter 6;

must calculate its own funds requirements for CVA risk for covered transactions in accordance
with this Chapter.

Reduced version of BA-CVA

4.2

If a firm does not use any eligible BA-CVA hedges to hedge CVA risk it must calculate its own
funds requirement for €VA risk in accordance with the following formula:

DSBA—CVA X Kreduced
where:
DSga<eva= 0.65; and

Kreduced IS calculated in accordance with the following formula:

2
Kreduced = (p-ZSCVAc) +(1—p2)-ZSCVA%
C C

where;:

SCVA.= the own funds requirement for counterparty c on a standalone basis, in calculated in
accordance with 4.3;

p = 50%, the supervisory correlation parameter-;



C = all counterparties for which the firm uses BA-CVA to calculate its own funds requirements
for CVA risk.

4.3  For the purposes of 4.2, a firm must calculate SCVA. in accordance with the following formula:

1
SCVA¢ = =+ RW z Mys  EADys - DFys
NS

where:

RW, is the risk weight for a counterparty that reflects the volatility of its credit spread as
prescribed in the table at 4.4-;

NS = netting set;
Mys is the effective maturity for the netting set, calculated:

(1) for a firm using the methods set out in Part Three, Title Il, Chapter 6,ySection 6 of
CRR-:

(a) in accordance with point (g) of paragraph 2 of Credit Risk: Internal Ratings
Based Approach (CRR) Part Article 162{2}{g)=fOx netting sets with a maturity
of greater than one year, except that Mys issn@t/capped at five years but
instead at the longest contractual remaining-maturity in the netting set;_or

(b) paragraph 2) of Credit Risk: InternaNRatings Based Approach (CRR) Part
Article 162 for netting sets with@wtaturity of less than one year;

(2) for a firm not using the methods set out'in Part Three, Title I, Chapter 6, Section 6 of
CRR, Mys-isusing the average notional weighted maturity as+eferred-to-inin
accordance with paragraph 2’ gf,Credit Risk: Internal Ratings Based Approach (CRR)
Part Article 162(2)(b);, except Mys is not capped at five years but instead at the
longest contractual remainihg maturity in the netting set;

EADys is the exposure at défault of the netting set, calculated in the same manner in which the
firm calculates exposure at default for determining own funds requirements for
counterparty credit risk, in accordance with either Sections 3 to 5 of the-Counterparty
Credit Risk(CRR) Part or Part 3, Title Il, Chapter 6, Section 6 of CRR;

DFys, the supervisory discount factor for the netting set, is:

(1). 1)if a firm has been granted permission from the PRA under Article 283 of CRR to use
the Internal Model Method to calculate the exposure at default as part of its own funds
requirements calculation for counterparty credit risk; or

_ 70.05-MNS . . ) .
L :OSM if a firm does not have permission to use the Internal Model Method to
-UoMNs

calculate exposure at default;

@)

a= the value of a as specified in paragraph 2 of Counterparty Credit Risk (CRR) Part Article
274¢2);:

c= all counterparties for which the firm uses BA-CVA to calculate its own funds requirements
for CVA risk and with which the firm has at least one covered transaction.



4.4  For the purposes of 4.3, a firm must set the value of RW. in accordance with the table below:

Sector of counterparty Credit quality of
counterparty
Investment High yield
grade and Non-
rated
Sovereigns including central banks and multilateral 0.5% 2.0%
development banks
Local government, government-backed non-financials, 1.0% 4.0%
education and public administration
Financials including government-backed financials, excluding 5.0% 12.0%
pension funds
Pension funds 3.5% 8.5%
Basic materials, energy, industrials, agriculture, 3.0% 7.0%
manufacturing, mining and quarrying
Consumer goods and services, transportation and storage, 3.0% 8.5%
administrative and support service activities
Technology, telecommunications 2.0% 5.5%
Health care, utilities, professional and technical activities 1.5% 5.0%
Other sector 5.0% 12.0%

Full version of BA-CVA

4.5 |If afirm uses one or more eligible BA-CVA hedges to hedge CVA risk it must calculate its own
funds requirement for CVAisk in accordance with the following formula:

DSpa-cva X Krun
where:
DSpa-cva 5-0.65;
Keanl = B Kreduced + (1 = B) * Khedged:
whére;,
B'=.0.25;
Kreduceq IS calculated in accordance with 4.2.

4.6  For the purposes of 4.5, a firm must calculate Kyeggeq in accordance with the following formula:

2

Knedged = (p -Z(SCVAC — SNH) - 1H> +(1-p2) -Z(SCVAc — SNHQ)? + Z HMA
C C C

where:

SCVA( is calculated in accordance with 4.3;



4.7

4.8

p= 50%%:;

SNH¢ is calculated in accordance with 4.7;
[H is calculated in accordance with 4.8;
HMA is calculated in accordance with 4.9;

c= all counterparties for which the firm uses BA-CVA to calculate its own funds requirements
for CVA risk and with which the firm has at least one covered transaction.

For the purposes of 4.6, a firm must calculate SNH in accordance with the following formula:

SNH. = Z Ine - RW, - MSN - BSN . RSN
eC

where:

The = the supervisory correlation between the credit spread of counterparty ‘e and the credit
spread of a single-name hedge h of counterparty (c) determinechin-accordance with
the table at 4.10;

M;N = the remaining maturity of a single-name eligible BA-C\VAwhedge;

BN = the notional of single-name eligible BA-CVA hedge/(1i) (for single-name contingent

credit default swaps, the notional must be determined by the current market value of
the reference portfolio or instrument);

DFiN= the supervisory discount factor for a single-name hedge, calculated as:

—0.05-MSN
1_e005Mp

SN
0.05-M},

RW;, = the supervisory risk weight,of,single-name hedge h that reflects the volatility of the
credit spread of the reference name of the hedging instrument set in accordance with
the table at 4.4;

h= the index thatdenotes all single name eligible BA-CVA hedges that the firm has taken
out to hedgée“the CVA risk of a counterparty.

For the purposés of'4.6, a firm must calculate IH in accordance with the following formula:

IH= Z vaiindi 1 Miind . Biind . DFiind
i

where:

Mifd=" the remaining maturity of index eligible BA-CVA hedge;
Bind= the notional of the index eligible BA-CVA hedge;
DFi"= the supervisory discount factor calculated in accordance with the following formula:

-mind
1_e0.05M]

0.05-MI"d

RW;" is the supervisory risk weight of the index eligible BA-CVA hedge, as specified in the
table at 4.4 but adjusted as follows:

(1) for anindex where all index constituents belong to the same sector and are of the same
credit quality, the firm must multiply the relevant value in Table 1 by 0.7;



(2) for an index spanning multiple sectors or with a mixture of investment grade constituents
and other grade constituents, the firm must calculate the name-weighted average of the
risk weights from Table 1 and then multiply by 0.7;

i= the index that denotes all index hedges that the firm has taken out to hedge CVA risk.

4.9 For the purposes of 4.6, a firm must calculate HMA( in accordance with the following formula:
HMA¢ = Thec(1 = 1) - (RWy - MR - BN - DFRY)?
where:
Tne, MiN, BN, DFSN, and RW,, are as set out in 4.7.

4.10 For the purposes of 4.7, a firm must set the value of r;,. in accordance with the table below:

Single name hedge of counterparty ¢ Value of #gery,
references counterparty c directly 100%
is legally related to counterparty c 80%

shares sector and region with counterparty c 50%

5 STANDARDISED APPROACH

PRA permission

5.1 This Chapter applies to a firm which has permission from the PRA to use SA-CVA to calculate
its own funds requirement for CVA risk, applyingsthe requirements of this Chapter to the extent
and subject to any modifications set out inthe permission.

[Note: This is a permission under sectiopseCtitns 144G and 192XC of FSMA to which Part 8 of the
Capital Reqguirements Regulations appli€s)

5.2  Afirm may with the prior permission of the PRA use SA-CVA to calculate its own funds
requirement for CVA risk if,"en‘applying for such permission, the firm can demonstrate to the
satisfaction of the PRA(that:

(1) itis able to calculate, and report to the PRA, its own funds requirement for CVA risk in
accordance With this Chapter;

(2) it complies with the qualitative requirements in 5.13; and

(3) it hasia CVA desk or similar dedicated function responsible for risk management and
hedging of CVA risk.

58 Afirm that has permission from the PRA to use SA-CVA:

(1) must use SA-CVA to calculate its own funds requirement for CVA risk in accordance with
this Chapter to the extent and subject to any modifications set out in the permission;

(2) may choose to use BA-CVA to calculate its own funds requirement for CVA risk for one or
more netting sets in respect of which it has permission from the PRA to use SA-CVA; and

{3(3)may split a netting set into two netting sets, one containing transactions in respect of which
the firm uses BA-CVA in accordance with 5.3(2) and the other containing transactions in
respect of which the firm uses SA-CVA if:
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(a) the split is consistent with the treatment of the netting set used by the firm for
calculating CVA under the firm’s applicable accounting framework; or

(b) _the firm’s permission from the PRA to use SA-CVA does not cover all the transactions
within a netting set.

(4) shall comply with the requirements of 5.2(1) to (3).

5.4  Afirm’s application for permission under 5.2 must contain:

(1) an explanation that the firm meets the conditions in 5.2;
(2) the firm’s policies for ensuring compliance with Chapters 2, 3, 5 and 7; and

(3) an explanation of the firm’s intended split of covered transactions between SA-CGVA and
BA-CVA, including netting sets, in accordance with 5.3(2).

Regulatory CVA calculation requirements
5.5  Afirm must:

(1) calculate its own funds requirement for CVA risk on a monthly. basis;
(2) have the ability to calculate its own funds requirement for GVA risk on a daily basis; and

(3) calculate regulatory CVA for each counterparty with/which it has at least one covered
transaction-; and

(4) express the requlatory CVA by specifying th&t men-zero losses must have a positive value.

5.6 A firm must calculate regulatory CVA:

(1) as the expectation of future losseg resulting from default of the counterparty under the
assumption that the firm is freefrom’the default risk; and

(2) based on at least the following three sets of inputs:
(a) term structure of market-implied probability of default;
(b) market-consensus expected loss given default; and
(c) simulated’paths of discounted future exposure-; and

(3) by easdpriqg that for transactions with a significant level of dependence between the
expestire and the counterparty’s credit quality, the dependence is taken into account
across at least one of the inputs in (2).

5.7 Ferthe purposes of point (a) of 5.6(2}(z):

(1) a firm must estimate the term structure of market-implied probability of default using credit
spreads of the counterparty where these are observable in the market;

(2) where credit spreads of the counterparty are not observable in the market, a firm must
estimate market-implied probability of default from proxy spreads:

(a) by estimating the credit spread curve of the counterparty from observable credit
spreads using a methodology that discriminates on at least the following three
variables:

(i) a measure of credit quality;



5.8

5.9

(i) industry; and
(iii) region;
(b) by estimating the credit spread curve of the counterparty from the credit spread

observed in the market of a single reference name, and must be able to justify the
appropriateness of each use of a single reference name to the PRA; or

(c) using its own assessment of credit risk where no appropriate credit spreads are
observable. Where historical probabilities of default are used as part of this
assessment, the firm must not base the resulting spread on historical probability of
default only.

For the purposes of point (b) of 5.6(2)(b):

(1) unless 5.8(3) applies, the market-consensus expected loss given default value Used by the
firm must be the same as the one used to calculate the risk-neutral probability of default
from credit spreads-unless-market-consensus-of-expected-loss-given default-is-inferred

(2) the firm must ensure that collateral provided by the counterpdrty does not change the
seniority of the derivative exposure;

{3)—(3) by way of derogation from (1), if the seniority ofithe*tfransactions with the counterparty
differs from the seniority of senior unsecured bonds that is implied by the value of
expected loss given default, the firm must reflect this difference in seniority by adjusting
the value of expected loss given default.

For the purposes of point (c) of 5.6(2)(€);

(1) afirm must:

(a) produce the simulated paths*of discounted future exposure by pricing all derivative
transactions with the¢counterparty along simulated paths of relevant market risk
factors and discounting the prices to the date of calculation using risk-free interest
rates along the, path;_and

(b) simulate all market risk factors material for the transactions with a counterparty as
stochasti€)processes for an appropriate number of paths defined on an appropriate
set of fture time points extending to the maturity of the longest transaction;-and.

(2Y" afirm may recognise collateral as risk mitigation if:
(a) the collateral management requirements specified in Article 287 of CRR are satisfied;

(b) all documentation used in collateralised transactions is binding on all parties and
legally enforceable in all relevant jurisdictions; and

(c) the firm has conducted sufficient legal review to verify the condition in point (b) of
5.9(2)(b) and undertakes such further review as necessary to ensure continuing
enforceability.

(3) afirm must, for exposures to counterparties subject to a margin agreement, ensure that:



(a) the simulated paths of discounted future exposure capture the effects of margining
collateral that is recognised as risk mitigation along each exposure path;

(b) its exposure model appropriately captures all the relevant contractual features
including whether unilateral or bilateral, the frequency of margin calls, the type of
collateral, margin thresholds, independent amounts, initial margins and minimum
transfer amounts; and

(c) its exposure model assumes a margin period of risk which cannot be less than:

(i) 4+N business days for securities financing transactions unless the margin

agreement has daily or intra-daily exchange of margin, where the margin period

of risk is 5 business days; or
(i) 9+N business days for all other transactions;

where:

N= = the re-margining period specified in the margincagreement.

5.10 A firm must:

@

obtain the simulated paths of discounted future exposure,from the exposure models used
by the firm for calculating CVA under the firm’s applicable/accounting framework, adjusted

as necessary to meet the requirements of this Chapter; and

use the same model calibration process (with-the-exception of the margin period of risk),

market and transaction data as it uses forsealeulating CVA under the firm’s applicable
accounting framework.

5.11 A firm must ensure the generation of market risk factor paths underlying its exposure models
comply with the following requirements:

@

@

©)

drifts of risk factors are consistent with a risk-neutral probability measure and not historical

calibration of drifts;

the volatilities and(correlations of risk factors are calibrated to:
(a) market datayif sufficient data exist in a given market;; or
(b) historical market data, if sufficient data is not available; and

theldistribution of modelled risk factors account for the possible non-normality of the
distribution of exposures.

5.12+ A firm must ensure that its calculation of regulatory CVA recognises netting sets in the same
manner in which the firm calculates CVA under the firm’s applicable accounting framework.

Qualitative requirements

5.13 A firm must ensure that:

()

@

its exposure models used for calculating regulatory CVA are part of a CVA risk
management framework that includes the identification, measurement, management,
approval and internal reporting of CVA risk;

its senior management is actively involved in the risk control process and must regard

CVA risk control as an essential aspect of the business to which sufficient resources are

devoted;



©)

©)

®)
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it has a process for ensuring compliance with a documented set of internal policies,
controls and procedures concerning the operation of the exposure system it uses for
calculating CVA under the firm’s applicable accounting framework;

it maintains an independent control unit that is responsible for the effective initial and
ongoing validation of its exposure models, which is:

(a) independent from the business credit and trading units, including the CVA desk;

(b) adequately staffed; and

(c) reports directly to senior management of the firm;

its documentation of the process for initial and ongoing validation of its exposure ‘models:

(a) is detailed enough to enable a third party to understand how the models\operate, their
limitations, and their key assumptions, and to recreate the analysis;

(b) sets out the minimum frequency with which ongoing validation*wilbe conducted as
well as other circumstances under which additional validation, will be conducted; and

(c) describes how the validation is conducted with respectito data flows and portfolios,
what analyses are used and how representative cotnterparty portfolios are
constructed;

the pricing models used to calculate exposure for a given path of risk factors must:

(a) be tested against appropriate indepengent benchmarks for a wide range of market
states as part of the initial and ongoing‘’model validation process; and

(b) for options, account for the nonslinearity of option value with respect to risk factors;

its internal audit function carfiesyout an independent review of the overall CVA risk
management process onva regular basis, covering both the activities of the CVA desk and
the independent risk conttol unit;

it defines criteria against which to assess the exposure models and their inputs, and has a
written policy describing the process to assess performance of the exposure models and
remedy uhaeceptable performance;

its exposure models capture transaction-specific information in order to aggregate
exposures at the level of the netting set;

(10),it'assigns transactions to the appropriate netting set within the model;

(11) it reflects transaction terms and specifications in its exposure models in a timely, complete

and conservative fashion;

(12) it stores transaction terms and specifications in a secure database that is subject to formal

and periodic internal audit;

(13) it subjects the transmission of transaction terms and specifications data to the exposure

model to internal audit and formal reconciliation processes are in place between the
exposure model and source data systems to verify on an ongoing basis that transaction
terms and specifications are reflected in the exposure model appropriately;

(14) it uses in its exposure models current and historical market data that is:



(a) acquired independently of the lines of business and is compliant with the firm’s
applicable accounting framework;

(b) fed into the exposure models in a timely and complete fashion;
(c) maintained in a secure database subject to periodic internal audit; and

(d) subject to a well-developed data integrity process to handle erroneous or anomalous
data observations; and

(15) it sets internal policies to identify suitable proxies where its exposure models rely on proxy
market data and it can demonstrate empirically on an ongoing basis that the proxy
provides a conservative representation of the underlying risk under adverse market
conditions.

Delta and vega risks

5.14 A firm must calculate its own funds requirement for CVA risk as the sum of therown funds
requirements for:

(1) deltarisk calculated in accordance with 5.15; and
(2) vega risk calculated in accordance with 5.17;

for the firm’s entire CVA portfolio.

5.15 A firm must calculate the own funds requirement fordelta risk as the sum of the delta risk own
funds requirement calculated separately for each/©fthe following risk classes using the formula
in 5.24:

(1) interest rate risk;

(2) foreign exchange risk;

(3) counterparty credit spread risk;
(4) reference credit spread,risk;
(5) equity risk;

(6) commodity, risk:

5.16 A firm must assign an eligible SA-CVA hedge for credit spread delta risk in its entirety either to
the counterparty credit spread or to the reference credit spread risk class.

5.17 A fitmnmust calculate the own funds requirement for vega risk as the sum of the vega risk own
funds requirement calculated for each of the following risk classes using the formula in rule
5.24:

(1) interest rate risk;

(2) foreign exchange risk;

(3) reference credit spread risk;
(4) equity risk;

(5) commodity risk.



5.18

5.19

5.20

5.21

5.22

A firm may use smaller values of risk factor shifts than the shifts specified in 5.25 to 5.30 for
each risk class if doing so is consistent with its internal risk management calculations.

A firm must calculate sensitivities for vega risk:

(1) whether or not the CVA portfolio includes options; and

(2) by applying the relevant volatility shift to the risk class as required by 5.25 to 5.30 to the
volatilities used for generating risk factor paths and pricing options.

If an eligible SA-CVA hedge is an index instrument, a firm must:

(1) calculate its sensitivities to all risk factors upon which the value of the index depends;sand

(2) calculate the index sensitivity to the risk factor by applying the shift of the risk factor.te all
index constituents that depend on the risk factor and recalculating the changed value of
the index.

For the purpose of calculating the delta and vega sensitivities for counterparty credit spread
risk, reference credit spread risk and equity risk in accordance with 5:25%0 5.30, a firm may use
additional risk factors that correspond to qualified index instruments, provided that the firm:

(1) calculates delta and vega sensitivities to a risk factor that cerresponds to a qualified index
as a single sensitivity to the underlying qualified index;

(2) where 75% or more of the constituents of a qualifiethindex are mapped to the same sector,
maps the qualified index to that same sector; and

(3) where less than 75% of the constituents ofsa‘qualified index are mapped to the same
sector, maps the sensitivity to the applicable’ qualified index bucket.

A firm must calculate the weighted sensitivities of the aggregate CVA and of the market value
of all eligible SA-CVA hedges to each risk factor applicable to each risk class in accordance
with the following formulae:

MISCVA WS]((}VA - ka Sl((ZVA
wshde WS} = Rwesh 8
where:

5.23

WSEVA=  the'weighted sensitivity of aggregate CVA to risk factor (k);

RW, £\, the risk weight applicable to the risk factor (k) as specified in 5.25 to 5.30;

5= the net sensitivity of the aggregate CVA to risk factor (k);)

WSEdg: the weighted sensitivity of the market value of all the eligible SA-CVA hedges in the
CVA portfolio to risk factor (k); and

si’dg: the net sensitivity of the market value of all the eligible CVA hedges in the CVA

portfolio to risk factor (k).

A firm must calculate the net weighted sensitivity of the CVA portfolio to each risk factor in
accordance with the following formula:

WS, = WSEVA — ws'lde



5.24

where:
WS, = net weighted sensitivity of the CVA portfolio to risk factor (k);

WSEVA is calculated in accordance with 5.22; and

WS,Eldg is calculated in accordance with 5.22.

For each risk class, a firm must:

(1) for each bucket (b), aggregate the weighted sensitivities into an own funds requirement
(Kp) in accordance with the following formula:

Kp = (ZWS& +Z Z pk1WSkWSI>+ R.Z((Ws:mg)z)

ke keb 16Tk keb
where:
R= the hedging disallowance parameter set at 0.01;

pr= the intra-bucket correlation parameter between risk factors, determined within each
risk class;

WSy and WS,= calculated in accordance with 5.23 forrisk factors k and |;
WSEdg: calculated in accordance with 5.22.

(2) aggregate the own funds requirementcalctlated for each bucket in accordance with (1)
across buckets within each risk class‘to Calculate the own funds requirement for each risk
class (K), in accordance with the fallowing formula:

K = meya jz KE+ ) > o Soe
b

b b#c

where:
mcva=  multiplier factor equal to 1;
Yoe = ( Ahe cross-bucket correlation parameter determined within each risk class;

Spv=% the sum of the weighted sensitivities for all risk factors (k) within each bucket (b),
floored by —Kj, and capped by Kj, in accordance with the following formula:

S, = max{—Kb; min <Z§ WS, ; Kb>]
€

where:
WS,= calculated in accordance with 5.23;
Kp= calculated in accordance with 5.24(1);

Se= the sum of the weighted sensitivities for all risk factors (k) within each bucket (c),
floored by —K. and capped by K. in accordance with the following formula:



S¢ = max {—Kc; min (Z WSy ; K.;)}
kec

where:
WSy is calculated in accordance with 5.23;

K. is calculated in accordance with 5.24(1) where K. is a different bucket from Kj,.

Interest rate risk

5.25 For the purposes of calculating the own funds requirement for interest rate risk in accordanee
with 5.14 to 5.24, a firm must:

()
@
®

©)

set buckets for individual currencies;
set cross-bucket correlation (yy. ) at 0.5 for all currency pairs (b, c);
set the delta risk factor for interest rate risk to either:

(a) for the following currencies: USD, EUR, GBP, AUD, CAD, SEK or JPY, the absolute
change of the inflation rate and of the risk-free yields for the following five tenors: one
year, two years, five years, 10 years and 30 years; or

(b) for all other currencies, the absolute change of theninflation rate and the parallel shift of
the entire risk-free yield curve for a given curtency;

for each interest rate delta risk factor measute the sensitivities to:

(a) the risk-free yields by changing the risk-free yield for the relevant tenor for all curves
in the relevant currency associatedwith the bucket by 0.0001 and dividing the
resulting change in the aggredate CVA, and the value of eligible CVA hedges, by
0.0001; and

(b) the inflation rate by-changing the inflation rate by 0.0001 and dividing the resulting
change in the aggregate CVA, and the value of eligible CVA hedges, by 0.0001;

(5) set the risk weight (RW, ) for each interest rate delta risk factor (k) as follows:
Risk Iyear 2 years 5 years 10 years 30 years inflatien|nflation
factor
Risk 1.11% 0.93% 0.74% 0.74% 0.74% 1.11%
weight
(6) set the correlations (py) between pairs of each interest rate delta risk factor (k, I) as
follows:
1year 2 years 5years 10 years 30 years Inflation
1year 100% 91% 2% 55% 31% 40%
2 years 100% 87% 2% 45% 40%

5years 100% 91% 68% 40%




10 years 100% 83% 40%

30 years 100% 40%

Inflation 100%

(7) for each other currency interest rate delta risk factor measure the sensitivity to:

(a) the yield curve by applying a parallel shift to all risk-free yield curves in a given
currency by 0.0001 and dividing the resulting change in the aggregate CVA, andithe
value of eligible SA-CVA hedges, by 0.0001; and

(b) the inflation rate by changing the inflation rate by 0.0001 and dividing the‘resulting
change in the aggregate CVA, and the value of eligible SA-CVA hedgesyby 0.0001;

(8) set the other currencies interest rate delta risk factor risk weights (RW ) for both the risk-
free yield curve and the inflation rate at 1.58%;

(9) set the other currencies interest rate delta risk factor correlations (py;) between the risk-
free yield curve and the inflation rate at 40%;

(10) set the interest rate vega risk factors for all currencigs'\tothe simultaneous relative change
of all volatilities for the inflation rate and a simultaneous relative change of all interest rate
volatilities for a given currency;

(11) for the interest rate vega risk factor meastre,the sensitivity:

(a) tothe interest rate volatilities byapplying a simultaneous shift to all interest rate
volatilities by 1% relative to,theircurrent values and dividing the resulting change in
the aggregate CVA, and.thewalue of eligible CVA hedges, by 0.01;

(b) to the inflation rate volatilities by applying a simultaneous shift to inflation rate
volatilities for a given currency by 1% relative to their current values and dividing the
resulting change in the aggregate CVA, and the value of eligible CVA hedges, by
0.01;

(12) for both the,interest rate volatilities and the inflation rate volatilities for the interest rate
vega risk factor set the risk weights (RW, ) at 100% for all currencies; and

(13) forthe interest rate vega risk factor set the correlations (p,;) between the interest rate
volatilities and the inflation rate volatilities at 40%.

Foreign.exchange risk

5.26="For the purposes of calculating the own funds requirement for foreign exchange risk in
accordance with 5.14 to 5.24, a firm must:

(1) set buckets per individual currencies except for the firm’s reporting currency;
(2) set the cross-bucket correlation (yy,.) at 0.6 for all currency pairs;

(3) set the foreign exchange delta risk factor to the relative change of the FX spot rate
between a given currency and the firm’s reporting currency, where the FX spot rate is the
current market price of one unit of another currency expressed in the units of the firm’s
reporting currency;



(4) for the fore