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Directive 5 of 2021 INTEREST RATE RISK IN THE BANKING BOOK (IRRBB) BCBS 368 INVESTMENT IN FUNDS CRE 60 TLAC/FLAC CAP 30
Countercyclical buffer - The amount of capital to hold to limit countercyclical The standardised EVE calculation requires the categorisation of interest rat iti iti i ing and multiple stress scenarios. BCBS 266: Applicable to banks equity investment in all types of funds that are held in their banking book. Framework applies to all banks, including both SA and IRB approaches for credit risk. RWA Investment = Equity 3 g
0% -25% impacts ofye(onormt growth and economi(‘%verheatmg” y ! i & P investment *Average risk weight of fund* leverage. Nbew Izglslauon forloss- Bank balance sheet Postlosses
0% 2.5% o absorbing capacity i )
05%-2.5% - [ Conservation buffer - The amount of capital sufficient for the bank to withstand a Interest Rate Risk Standardisation Process Look-through approach (LTA) Calculate the average risk weight of the fund by risk weighting the underlying exposure as if the exposures were held directly by the bank and multiply by the leverage of Post write down/ conversation
_ _ o significant downturn period and still remain above the Minimum Capital Requirement in the Banking ‘ } ‘ funds adjusted. New Ie%\s\anon now msansbsha}:eho\ders
DSIB-up to Book (IRRBB; Allocate interest rate-sensitive banking book and creditors should absorb whatever Other
T o DSIB* - The amount of capital to hold to in respect of local and/or global significance (IRRES) Less amenable Notamenable Amenable B et MBA allows the bank to use the information contained in a fund’s mandate, other disclosures of the fund or national regulations governing such investment funds. losses are necessary to rid the bank of Other J— liabilities
DSIB- Up o 1% p—— T (Max 2.5% at a Total capital level.) EVEmeasurement: Mandate-based approach (MBA) Balance sheet exposures are risk weighted assuming the underlying portfolio’s are invested to the maximum extent allowed under the funds mandate in those assets its problems and recapitalise it for the e liabilities Sets Other
[ e of P2A “2%) Pillar 2B add-on - The Bank specific risk charge given by the PA . rﬁnroff balance Non-maturity Retail behavioural Specific standardised approaches pres_mbed for attracting the highest capital requirements, and then progressively in those assets implying lower capital requirements. future as part of the resolution process. Peees liabilities
50% of P2A (0% - ) " " . . . . Z cet deposits (NMDs) CGELLD NP andetall behavieraliopions * Regulatory capital in the form of
2%) Pillar 2A add-on* - The additional imposed additional requirement for operating in stress scenarios | . . : Fall-back approach (FBA) When conditions for LTA and MBA are not met, the FBA approach is used at 1,250% and the investment is risk weighted at 1,250%. equity and subordinated debt is
- & o8 some jurisdictions. Not required for public disclosure (Max 2% of Total Capital) Stage 2 { Slotting of notional repricing cash flows into “time buckets” Slot repricing balances into 19 prescribed tenors intended to cover shortfalls in most
- . . NIl measurement: TLAC Losses Losses Equit,
Minimum capital requirement - The amount of total capital needed for a bank to Y —— i i - . situations. However, in the event _ _ uity
B eierat e s vinble going concenn by crechtons and countorpartes “ constantbalance | P——— Application of six prescribed scenarios e ERE Leterage < totalassets/otal equiy I the case of the MBAleverage s the maximum fnancil everage permitted n th funds’ manchate Leverage s ubject to 2 cap | Ofresolution it s recogniaed that 7S
Common Equity Tier 1 Tier 1(T1) Total Capital sheet age (6 IR shock scenarios) " this might not be sufficient as a
(CET1)>6.5% >8% (Tier 1+ Tier 2) >10% *Limited to 2% or CETI, 2.5% of T and 3.5%for Total Capital + 2 stress scenarios Separately calculate changes in the value of bank ngeeds to be recapitalised to
EVE add on: explicit options and automatic options and wholesale behavioural options continue operating Non-capital instruments and Threshold equivalent to 5% of the investing bank's common equity, with holdings being measured on a gross long basis.
Outlier test: e el » DEFINITION OF TRADING BOOK RBC25 « Totalloss-absorbing capacit o capitalinstruments held
LEVERAGE RATIO FRAMEWORK o AEVE/ Nooffecirom cirrendies: chaprofits (TLAC): To make e Under the current Basel Ill framework, if the investing bank does not own more than 10% of the common shares of the
(Tier 1 capital Stage s { Currency aggregation S enough bail-in resources available for CET1 capital instruments issuer, then capital holdings are deducted only to the extent that they exceed a threshold. Amounts below the threshold
Refinements to the Leverage Ratio (LR) exposure measure : Introduction of Leverage Ratio buffer for Global Systemically Important Banks <15%) L Stricter regulatory boundary between the Internal Risk Transfer (IRT) resolution, regulators have established (--10%)and non-capital TLAC are risk-weighted instead. The threshold is set at 10% of the investing bank’s common equity. Basel Committee has decided
. . , (GSIBs) Stage 6 { Banking Book (BB) and the Trading Book (TB) IRT can be made either within or between the TB and BB. Transfers of all instrument types and all risk classes between desks that are all within the same new rules setting a minimum amount instruments held to extend this treatment to TLAC holdings. This means that TLAC holdings may be included within the 10% threshold
Tier 1 Capital | G.SIB Leverage Aninstrumentis assigned to the Trading Book regulatory book are allowed. For transfers from TB into BB, transfers of all instrument types and risk classes is allowed, however there will be no regulatory of total equity and liabilities that can previously only applied to regulatory capital holdings.
5 0z @ — o o i 5 i
Leverage Ratio Exposure messure = 3% ! Ratiorequirement 2 3% Minimum requirement + Leverage Ratio buffer 1;‘fn“dajdae”dﬁ’r“,‘[;‘ih;r‘gmgtﬁ’v“e’ﬁffgf’ capital recognition. be bailed in. CET 1 capital instruments Ifthe investing bank owns at least 10% of the common shares of the issuer, then TLAC holdings must be deducted in full
| Leverage Ratio Buffer MARKET RISK - FUNDAMENT. REVIEW OF THE TRADING BOO MAR 10-12,20-23, 30-33 & 40 Trading Book instruments. Any instrument Transfers from the BB into the TB are subject to the following criteria: * Additional loss-absorbing capacity 1 (t)%)andtn?ni?mmTLAC from Tier 2 capital. Also, reciprocal crossholdings of TLAC between G-SIBs must be fully deducted from Tier 2 capital.
The LR will restrict the accumulation of leverage that amplifies downward 1 The leverage ratio buffer seeks to mitigate externalities created by G-SIBs and is in line with which does not meet the Tradir.1g Book criteria (ALAC): The additional liabilities Instruments hel
pressure on asset prices as banks rush to deleverage in times of ! the risk-weighted G-SIB buffer. The leverage ratio buffer is 50% of a particular G-SIBs’ Higher- MARKET RISK - THE STANDARDISED APPROACH (SA) has to be assigned to the Banking Book. Credit and equity IRT: Interest rate IRT: ’EQ‘J‘"EU over 3”“1 above the Holding of own TLAC AG-SIB's holdings of its own non-regulatory-capital TLAC must be deducted from its own TLAC resources. Own-funded
financial crisis and strengthen the risk-based capital requirements as a Loss Absorbency (HLA) requirement. However, jurisdictions may impose a higher leverage Key restrictions: . ; . i i regulatory capita i i 3
b‘ K ; I 8 ! pital requi e buf y( l) q wever, Jurisdicti Y imp igher leverag The Standardised Approach capital charge is the sum of the Sensitivities Based Method capital charge, Default Risk Charge and Residual Risk Add-On y st TB must enter an external hedge; IRT s documented with respect to the BB interest rate risk being hedged and the sources of such risk; 8 Yy instruments TLAC would generally not appear to meet the TLAC eligibility criteria
ackstop measure. \ ratio buffer requirement 01. No reclassification is allowed except for * External hedge must be with an « IRT must be conducted with a dedicated IRT Desk specifically approved by the PA;
Sensitivities based method extraordinary events and permitted eligible third-party protection * IRT Desk must be subject to the T8 capital requirements on a stand-alone basis with no offset/diversification
o : — — - - — by regulator; provider; and permitted with other desks, separate from any other interest rate risks or other market risks; and
STAN DARDISED APPROACH FOR CREDIT RISK CRE20-22 Classification of risk factors into risk classes. Mapping of instruments to risk factors and calculation of sensitivities. 02. Reclassification must be publicly « External hedge must exactly « IRT Desk may transact back-to-back with the market through a non-IRT Desk acting as Agent. OUTPUT FLOOR RBC 20
disclosed and no capital benefit match the IRT.
Risk classes General Interest Credit Spread Credit Spread Risk Credit Spread Risk (CSR) Equit Foreign Commaodit;
P i pread % i ey quity g y is allowed The floor places a limit on the regulatory capital benefits that a bank using internal models can derive relative to the standardised approaches. This serves to provide a risk-based backstop, limiting the extent banks can
Revisions to the existing standardised approach New exposure categories REERGEER) | e e (SSR[comelanon REcuEaton o Correlation R lower their capital requirement, as well rt the credibility of banks'risk-weighted calculations and improve comparability via the related disclosur
P i trading portfolio (CTP) trading portfolio (1on-CTP) lower their capital requirement, as well as support the cre y of banks' risk-weighted calculations a prove comparability via the related disclosures,
Exposures to banks Exposure to covered bonds Yes . . . -
Bank exposures will be risk-weighted based on either the External Credit Risk Assessment Approach (ECRA) or Rated covered bonds will be risk weighted based Regardless of purpose - is this instrument listed as one that must be explicitly assigned to the BB (e.g. hedge funds)? BB Computation of Risk Weighted Assets (RWA) Transition arrangements National discretion
Standardised Credit Risk Assessment Approach (SCRA). Banks are to apply ECRAwhere regulators do allow the use | on issue specific rating while risk weights for »
of external ratings for regulatory purposes and SCRA for regulators that do not. unrated covered bonds will be inferred from the Delta Risk Vega Risk Curvature Risk No Banks are to calculate their RWA as the higher of Transitional arrangements are Banks’ calculations of RWAs generated by internal models cannot, in aggregate, fall below 72.5% of the risk-weighted
Exposures to Multilateral Development Banks (MDBs) issuer's ECRA or SCRA risk weights. The sensitivity of a change in the value of + The sensitivity of a change in the value + Captures price sensitivity for options not ’ ‘ » ‘ . Yes a. Total RWA calculated under the approaches ‘(%el‘":rﬁrl‘f:nfa”(%f;‘jsﬂy arns?j[g‘s‘nys fgze;éﬂiomp‘i@d by the standardised approaches. This limits the benefit a bank can gain from using internal models
For exposures that do not fulfil the eligibility criteria, risk weights are to be determined by either SCRA or ECRA. Exposure to project finance, object and f&"j’;ﬁf}”?ﬁ;’ﬂ:@{;ﬁ) movementsin i?;a|?:d'Ugg\(ﬁfu;[‘?:u%agfzn the covered by delta or vega. Isthisinstrument seen to be held for trading purpose” 2. in the carrelation trading portfollo? i approved by thelr regulator; and ang adjus(m‘en[ szbuar‘\ksl ‘ )
Exposures to corporates commodities finance P Y Ving No b. 72.5% of the total RWA calculated using the The implementation dates are Subject to national discretion, regulators may cap the increase in (0[’8\ RWA at 25% of the bank's RWA before application
Amore granular look-up table as well as a specific risk weight of 85% for small and medium-sized enterprises (SMEs) | Anew standalone treatment for specialised . Yes standardised approaches. summarised in the table below. g;theegt;tﬁug?::ﬂrg;&ﬂeg‘;Teertnr;ﬂvS\(t;(nu;l)aetzgivmctwe\y the bank's RWA will be
have been developed ':X"pdo‘zi'rs i;:;a‘egw of the corporate Aggregation flow Is the instrument included in the presumptive list of instruments assumed to have a trading purpose for regulatory capital purposes (e.g. listed equity)? Does the il v i
i i ) instrument’s
Retail exposures (excluding Real Estate) - . - ! phasing-in ar Risk type Standardised Approach (floor) Internal approach
Retail exposures are broken down into more granular types such as transactors and revolvers. A Qualifying Retail tand Acqqnsnt;irl\],cb)evempment and Calculate sensitivities Assign sensitivities Aggregate Aggregate Calculate high/medium/low correlation No fh“”éc‘?e ,’pee‘
Revolving Exposure (QRRE) transactor is the exposure to an obligor in relation to a revolving credit facility where the onstruction exposures - (delta, vega and - to regulatory within each - across - market scenarios for each risk class: max of 2 o 3 No Rkl 1January 2023 50% Credit Risk CRSA IRBA
balance has been repaid in full at each scheduled repayment date for the previous 12 months or there have beenno | New treatment for ADC financing, a subcategory curvature) buckets bucket buckets these is the capital charge 50:5_”'9 \n?lrumen} Shp‘"pdose meetlhe7 Pas reﬁul‘ato;y approval been obtained to deviate of an outright
drawdowns over the previous 12 months. All exposures that are not QRRE transactors are QRRE revolvers. of the real estate exposure class efinition of an outright trading purpose? rom the list? trading 1 January 2024 55% CCR SA-CCR IMM
?
retail Yoo o e P L 1 January 2025 60% CVA SA-CVA; BA-CVA; or CCR n/a
Retail exps y y U Other e .
excluding real estate  retail (non-revolving)  Transactors Revolvers retail ADC exposures 1 January 2026 65% Securitisation SECERBA; SECSA; or 1250% risk weight n/a
Risk weight 75% 45% 75% 100% Default Risk Charge (DRC) BB . . BB 1 January 2027 70% Market Risk SA IMA
Residential Real Estate (RRE) and Commercial Real Estate (CRE) exposures Loan to company/SPV The standardised DRC is calibrated to the credit risk treatment in the banking book (BB) to reduce the potential discrepancy in capital requirements for similar risk exposures across the BB 1 January 2028 72.5% Operational Risk SA n/a
More risk-sensitive approaches have been developed. Variable risk weights, based on mortgages' Loan-to-Value and trading book (TB). DRCis computed for credit and equity TB exposures with other market risks
(LTV) ratios, will replace the previous flat risk weights of 35% and 100% for RRE and CRE respectively with new risk
weights ranging between 20% and 150%. q Compute maturity- Nl p . e o .
lassify issuers A 3 et al S ssign risk weight base regate.
Exposures to Subordinated Debts and Equity [ | S Bl couseeovesnedome- [ S B || == EDIT VALUATION ADJUSTMENT (CVA) RISK MAR 50 OPERATIONAL RISK FRAMEWORK OPE 10 & OPE 25
Amore granular risk weight treatment applies relative to the current flat risk weight. to-defaults (JTDs)
ubordinated del quity exposures to peculative i ight: erarchy of approaches . . e new Standardised Measurement Approacl , a risk-sensitive standardised approach based on a bank’s income and historical losses, replaces the Advanced Measurement
Subordinated debt  Equit to  Speculati Risk weight y of app! e The riskof| fomch N | . ot The new Standardised M A h (SMA), a risk dardised h based on a bank dhi I laces the Advanced M
and capital other than ~ certain legislated unlisted All other 150% + Assign each issuer to + Jump to default TD)is the * Tenor-weighted JTDs are * Eachissueris assigned * Calculate the hedge © CVA R'SfaT e risk of losses arising dfom changing CVA values in response to changes in counterparty credit spreads and market risk factors that drive New Approach (AMA), Basic Indicator Approach (BIA), The Standardised Approach (TSA) and Alternative Standardised Approach (ASA). Regulators retain the discretion to apply SMA to non-
Exposures s programmes equity equity exposures a bucket: Sovereign, P&l for atrade if anissuer netted by issuer. Long to arating bucket with benefit ratio (HBR) » prices of derivative transactions an Securities Financing Transactions (SFTs). Standardised internationally active banks.
Risk weigh 100% 400% 250% Municipal or Corporate were to instantaneously and short positions for a corresponding risk * Sum the net]TDs over No_ | boyou have a CVA desk? « Eligible CVA hedges are excluded from the market risk capital charge where applicable to avoid double counting of trades or hedges between market Measurement
isk weight 5 + Calculate bucketlevel default, The SA uses the same issuer can weight, based on how rating buckets y : P and CYATISK. s The Operational Risk Capital (ORC) s defined as the product of the Business Indicator Component (BIC), which itself is the product of the Business Indicator (B) and its marginal
Exposures to off-balance sheet items Residential ADC loan charges separately and JTDs per issuer. So for be netted if the short likely it is to default (e.g. * Calculate the DRC (SMA) coefficient (ai), and Internal Loss Multiplier (ILM).
Credit Conversion Factors (CCFs) have been made more risk-sensitive such as introducing positive CCFs for sum to give the total multi-underlyings, they positions have the same AAA=.5%, BBB = 6%, charge for each sector Can you calculate CVA and CVA ORC = BIC xILM = (X;0;BI;)x ILM
Unconditionally Cancellable Commitments (UCCs) DRC charge are computed defaulting or lower seniority than CCC=150%). and sum to get the sensitivities to market and credit .
ot P — p— oneissuer at a time. the long position total DRC charge. risk factors on demand? Basic Approach (BA-CVA) BusinessIndicator Component (B1¢) Internal Loss Multiplier (LW)
e ertain ort term irec ©
issuance and transaction-  self- credit - B h hodology f Reduced version of the BA-CVA Full version of the BA-CVA
Offbalance . revolving related liquidating  substitutes Mo e Business Indicator (BI) + Operation risk loss experiences affect the computation of ORC via the ILM through
sheet Commitments  underwriting contingent tradeletters  and other Risk weight: C"a cudatmg C[’e it Slpres Eifolr The reduced version, simplified for less sophisticated banks, does Under the full version of BA-CVA, credit spread hedges are recognised. the Loss C
exposures UCCs  except UCCs facilities items of credit. exposures o p (LSl S| G not take CVA hedges into account. It forms part of the full BA-CVA . . .
CT:Z 0 4O%Pt o o 0% 108% 100% Residual Risk Add-On (RRAO) capital ca\culat\ongs, P The capital calcu\.at\or\ is based °”.‘he systematic components ofthe The Blis the sum of the Inte_rest, _Leases And Dividend Component (ILDC), the Services o ThelC is equal to 15 times the average annual operational risk losses incurred over
The Residual Risk Add-On (RRAO) captures any residual risk not covered by the other components of SA. It must be calculated for: " colcul basedonth i ) counterparties, sh'"g'e'"a’“e and '"dgxﬁeﬁlgesr the ':'ZSY"C"“'C . Component (SC} and the Financial Component (FC). the previous 10 years.
« Instruments with exotic underlyings; Basic Approach Standardised e capital calculation is based on the aggregation of the systematic components of the counterparties and single-name hedges, as well as - . o
ECRA SCRA « Instruments subject to vega orycurgvature and with pay-offs that cannot be replicated as a finite linear combination of vanilla options with a single underlying equity price, commodity price, (BA-CVA) Approach (S, and idiosyncratic components of CVA risk only. the aggregate indirect hedges. _ BIZILDGSCHC + The relationship between LC and BIC, summarised below, s inversely related
Risk weight A/A;/;(o A+to A nggto BB+toB.  BelowB.  Unrated Grade A GradeB GradeC exchange rate, bond price, credit default swap price or interest rate swap; ;);?Otﬁ;wss in the individual components of Bl are calculated as the average over three years
" . + Instruments that give rise to gap risk, correlation risk or behavioural risk.
40% ) ) le hedges Standardised Approach (SA-CVA) - requires prior approval to internal approaches LC<
E:g:zl;rses Base 20% 30% 50% 100% %300 if CET 1 = 14% and T1 75% Calculation: RRAO = gross notional amount x risk weight ILDC = Min [Abs (Il - [E), 2.25% x [EA] + DI Il = Interest Income BIC ILM < 1, lower operational risk capital required.
150%  SCRA Leverage Ratio > 5% 1509% (2) The riskweight for instrurents with an exotic underlying is 1.0% (b) The risk weight for instruments bearing other residual risks is 0.1% BA-CVA SA-CVA * SA-CVAis an adaptation of the SAunder the FRTB Operational IE= Interest Expense
Short term « Onlycreditspread hedges  + Bothcreditspread ~ ® Sensitivities for six risk classes: Risk Capital IEA= Interest Earning Assets
20% 50% 20% 50% (ORC) _ DI = Dividend Income
exposures areincluded and market SC = Max [00I, OOE] + Max [FI, FE] 001 = Other Operating Income e
. ly si -1 isk h P il i - =
Eligible criteria met ECRA SCRA MARKET RISK - THE INTERNAL MODELS APPROACH (IMA) e oent e Interest FX Equities Commodities Reﬁf;g;‘t‘:;:i‘f” o OOE = Other Operating Expense e ILM =1, operational risk capital s equal to BIC.
I P . FI = Fee Income
q 4 AAAto BBB+ to BB+ Below CDS and index CDS + Only“whole - T8+ Net P
E:';/?;:;es Risk weight Rated/Unrated A A+ 1O A- B3B- ©B- 5. Unrated | GradeA GradeB  GradeC Determining the eligibility of trading activities for the IMA Trading desk definitions a{e IETIuGEd transa:tions"’for + Bucket-level capital charge: FC=Abs (Net P&L on TB + Net P&L on BB) FE = Fee Expense
« Eligible single-name credit the purpose o
Base 0% 20% 30% 50% 100% 150% 50% 50%
For the purpose of the regulatory capital framework, a instruments must reference:  mitigating CVA risk . - i Lc> ILM > 1, higher operational risk capital required as internal
Step 1 Step 2 trading desk * Banks that have received supervisory Marginal Bl Coefficients (ai)
ECRA SCRA g - the counterparty directly; « Instruments approval to use the SA-CVA may carve out BIC losses are incorporated into the calculation methodology.
Ext | . - . 2 . fi « Is an unambiguously defined group of traders or - anentity legally related to that cannot be fpp h h Y b
xternal AAA O BBB+to 8B+ ‘ Evaluate bank's organisational Banks must nominate, as well as Risk factors, once identified, are trading accounts; the counterparty; or included in FRTB rom the SA-CVA calculations any number The marginal coefficients increase with the Bucket ) p
Exposures  ratingof A At 1o A- BBE- op.  BelowB- Unrated Grades Investment  Others infrastructure and firm-wide internal specify in writing the nomination assigned to the relevant model + Must have a well-defined business strategy; - an entity that belongs IMA (e.g. tranched Risk-weighted sensitivity Prescribed correlation Hedging disallowance of netting sets. Size of Bl : b o
to counterparty risk capital model based on: bases, which trading desks are: for regulatory c"aplta\ ca\cH\aslons v Musth \ " Cetruct d 1o the same sector and credit derivatives) to risk factors between risk factor pairs parameter * CVAcapital for all carved out netting sets < « Banks in Bucket 1 have an ILM of 1. Regulators have a discretion of setting an ILM of 1
corporates. 100% or 85%if = Non-SME corporate 65% 100% * Qualitative; and * In-scope for IMA; and based on their ‘modellability usthave a clear risk management structure; an i must be calculated via the BA-CVA. 2 1<Bl<30 015 -
P Risk weight 20% 50% 75% 100% 150% or i ative region asthe counterparty.  are ineligible. for all banks in their jurisdiction.
isk weig| corporate SME SME corporate 85% * Quantitative factors. = Out-of-scope (on the SA). (assessed via the RFET). * Must be proposed by the bank but approved by regulators. 3 >30 018
General RRE
Risk Factor Eligibility Test (RFET) IMA
Risk weight Tvesoys  OOBILTV. S5% <LV 60% <LTVs  80% LTV<  90%<LTV< i1y. 1000  Criteria notmet gibility Test (RFET) COUNTERPARTY CREDIT RISK (SA-CCR| CRE 52
<55% 60% 80% 90% 100%
- Arisk factor is modellable and must be . LEX10-LEX 40
Whole loan 20% 25% 25% 30% 40% 50% 70% included in the ES capital calculation if v Risk factor identification and mapping _ Counterparty Credit Risk (CCR) ™ sineaton e EAD(SA) per LARGE EXPOSURE FRAMEWORK
ReerEE] approachi Risk weight of the Risk Factor Eligibility Test (RFET) . « The risk that a counterparty to a transaction could default before the final Ve assification criteria counterparty —
Real Estate L°a"’5p',"“'"g 20% Risk weight (RW) of counterparty counterparty is passed Risk Factor Eligibility Test (RFET) S settlement of the transaction's cash flows. Definition Exposure value
approaci . " . . Transactions with a counterparty under a netting master agreement
(REE) Income-Producing Residential Real Estate (IPRRE; Ifthese requirements cannot be issuer PDs An economic loss would occur f the transaction has a positive economic value at RIEC Rt recognised by supervisory law (security note) I Add-on The sum of all exposure values of a bank to a counterparty or to a group of connected counterparties, as defined below, must be « Banking book on-balance sheet non-derivative
SXEOSCTES] £ ( ) met, the risk factor is seen asa the time of default. defined as a large exposure if it is equal to or above 10% of the bank’s eligible capital base assets = accounting value of exposure
" " 60% < LTV < 80% <LTV< 90% < LTV < Non-Modellable Risk Factor (NMRF) i i
Risk weight LTV < 50% 50% < LTV < 60% LTV >100% Criteria not met - * Relates to transactions with a bilateral risk of loss, i.e. the market value of the Assignment via Primary risk factor i
T 80% 0% 100% ig;g‘u;t‘gj;%%ded inthe S5 NMRF and SES DEFeE]ES Calibration transaction can be positive or negative to either the counterparty of the transaction. ?fé:;?;;gz;‘?:s;igﬁ:Ei;f;;&? is defined as two or more natural orlegal persons shall be deemed a group of connected counterparties f * Ear\kmg DD?S af”d ‘ttradmg Dok OTC derivatives =
Whole loan a 1on. of default . xposure at defau
30% 35% 45% 60% 75% 105% 150% i " o i in: i i i
approach Afﬂ;k fscltorwlu pass the RFET ‘f?‘ther i:(issstrp;i!z?esnealfglon Liquidity horizons and PLAand correlations. Standardised Approach to Counterparty Credit Risk (SA-CCR) S " % r 0 o A;::,;:L::; o1. g:ra\;goelsrszlda)nonshlp, If counterparties, directly/indirectly has control over the others (paragraph 23 provides detail on criteria to + Off-balance sheet exposures are to be converted
General CRE Income-Producing Commercial Real Estate (IPCRE) of the below two criteria are met calibration 1 reference data Backtesting SA-CCRis a methodology used in CCR, specifically for derivative transactions. . | into the credit exposure equivalent through credit
0% < 01. 24 observations: R Transactions in scope: Curreney Curency Enity Entity R 02. ‘Elfo‘n?mlc |nter[de?enddence If one oft)[wz %ounlterpart\es wers ;% exper[;ence ﬁr;?n[cwal pr(zblercs,;he othedrs asda result would also be conversion factors
Rizk LTV <55% SHLIVErvsgo%  Criterianotmet | RiSK Vs ye LV Critera + Atleast 24 realprice observations Time series, scenario simulation + Generate a current exposure or market value; ety to encounter funding or repayment cficulies (parsgreph 26 provides qualitative crterl to be considered) + Trading book straight debt instruments and equity =
C jal  weight - 60% weight 60% . 80%  notmet for the risk factor are identified over Zero correlation tests eneration, stress PEL g g quity
R°"I"E“9t";a 80% the previous 12 months: 2 & # se\éct\on 1 definitions * Have an associated variable future market value based on market variables; ) Uniform Uniform B accounting value of the exposure
eal Estate d perio s, nergy,
et el Min (60%, RW of counterparty) Rwor + Overthe previous 12 months, there A  Generate an exchange of payments or a financial instrument (including commoities) es, & hedging hedging e i requirement Exemptions + Swaps, futures, forwards and credit derivatives
exposures 2PProach Sounterpary Rwof | Wholelean zop 0w 1i0%  150% is n0 90-day period in which less ! - Statistical and time of default against payment; Hedging set Effective notional in the frading book are decomposed into their
Loan-splitting Min (60%, RW of RW of counterparty | approac than four real price observations are Risk factor-level SES teot Rl + Are undertaken with a counterparty against which unique probability of default can - > - - Sum of all gross exposures must not be higher + Sovereign exposures and entities connected with sovereigns individual legs and only transaction legs representing
approach counterparty) counterparty identified for the risk factor; 3 generation 2 =5 be determined. Basis and volatility transactions form separate hedging sets within the h fl i b
: - e e s than 259%, (with a phase in to 15% for DSIB to DSIBs) of + Intraday interbank exposures are not subject to the large exposures in the scope of large exposure framewor
Rated covered bonds Unrated covered bonds * only Or:je p”(de obfservat\;)? meybe d Excluded: Tr h the probability of default defined Tier 1 capital exposure framework are considered
P ! AAAIOAA-  A+t0BBB- BB+toB-  BelowB- | [ SLTEELOL 30%  40%  50%  75%  100%  150% on a monthly basis 4 models: ES and IMCC 3 and DRC result
tho c%vered rating Issuing ban! 02. 100 ob: € Calculated as: EAD = 1.4 x (RC + PFE)
onds 5 - 5 : 3 observations:
Risk weight 10% 20% 50% 100% | Risk weight 15%  20%  25%  35%  50%  100% e e e chould have Where: RC = Replacement Cost ver trade Supervisory Maturity Adjusted — STEP-IN RISK FRAMEWORK BCBS 423
ECRA SCRA at least 100 real price observations PFE = Potential Future Exposure Delta factor notional
. External AAA o BBBr 58+ Below Exposures Object and gvelrlhe prewouZ 12 months; aﬂg Definition @ Entities and relationships under scrutiny (no prescribed list)
L rating of to to Unrated excluding real Project Finance commodity * Only one price observation may be .
toproject,  counterparty  Ax N pop O B BRI ! fnance counted per day for a risk factor. + Expected shortfall ES) s a loss measure that captures the expected value of [osses in excess of VaR. BANK EXPOSURES TO CENTRAL COUNTERPARTIES CRE 54 “Step-in risk|s the risk that a bank decides to provide financial support to an + Where the bank has one or more of the following relationships with the entity
object and AllModellable Risk Factors (MRFs) must be included in the calculation of ES for all IMA desks. unconsolidated entity that s facing stress, in the absence of, or in excess of, any
commodities . . 1009% or 85% " " 130% pre-operational phase * ESismeasured ona daily basis at a 97.5% one-tailed confidence interval. The final standard differs from the interi by . B ! ! a. Sponsor i.e. the bank manages or advises the entity, places its securities in the market or
Risk weight 20%  50% 75% 100%  150% Risk weight 100% operational phase 100% _ . . i . Capital on transaction exposure e final standard differs from the interim requirements by. contractual obligations to provide such support.” Where a contractual obligation of support !
finance ig| if corporate ig| 0% operanoga\ Phoe (ﬁ\gh Suaity) Quantitative standards A10-day l(:jase holding period is used in the calculation, and the results are scaled to the appropriate regulatory liquidity horizon of 10, 20, 40, . Introducing a single approach for calculating capital requirements for a bank's exposure already exists, this would be covered by existing prudential frameworks provides a liquidity/credit enhancements
In the revised IMA, a single Expected 22 gc?h%raiﬁ 102 period of stress Fe— —— S — —— that arises from its contributions to the mutualised default fund of a qualifying CCP (QCCP); b. The bank is an investor in the entities debt or equity instruments
Shortfall (ES) metric replaces VaR and N - Capital on default ii. Employing the SA-CCR methodology, opposed to the CEM, to calculate the EAD used to
INTERNAL RATING-BASED APPROACH FOR CREDIT RISK CRE 30- 36 stressed \/(aR) P * ESis calculated for two risk factor sets: the full set and the reduced set. The full set considers the entire set of risk factors to which the bankis Exposure as Clearing member Bank exposures Treatment of fu:d St Gtlor detgrrzmg the hypotheu(a\cap\ra\gryeqﬁw;:ement of a CCP: Ification of step-in risk (indi ) ¢. Other contractual and non-contractual involvement
Banks wil have bty i cevisingthe  RCSed based on s current ot based on the most recent 12-month observaton period The reduced se ofisk actors must ata minimum =il i B R i, Speclty ook through treatment of multilevelclient Structures whereby an institution + Unconsolidated entites (not within scope of egulatory consolidation), Securiisation vehicles, nvestment
¢ explain 75% of the variation of the full ES model over a 12-week period. ES is then calculated for two observation periods as outlined below: clears its trades through intermediaries linked to a CCP; and o N f h full | funds, Asset management companies
Specification of input floors Revision in the Scope of Internal Ratings-Based ?rITclse nature of their mdodz\s, b‘I‘J[ the‘ 1) For both the full and reduced set of risk factors, based on the most recent 12-month observation period; . A awplet eop o the faplta\ e eeeas e xposures 02 QCCP as;uggjl:ggerg:?ncd:z;r:ir;amge , providing full support or partial support 8 P:
(IRB) Approaches ollowing minimum standards will apply 2) For the reduced set based on a continuous 12-month stress period. g . . _—
Probability P —————— for the purpose of calculating their + Degree of influence the bank exercises over the entity; Potential responses to step-in risk
of Default Exposure at Basel Ill: capital charge. « Implicit support i.e., by accepting lower rate of return on its investment;
Exposure (PD) Unsecured Secured Default (EAD) Post « Datasets are to be updated at least " S d J bl d highly | d * Inclusion in the scope of consolidation - including the entity into regulatory consolidation may be most
« AllNon-Modellable Risk Factors (NMRFs) must be included in the calculation of Stressed Expected Shortfall (SES) for all IMA desks. SECURITISATION FRAMEWORK CRE 40 - CRE 45 tructured entities/variable interest entities and highly leveraged entities are more prone p
By solareral type Exposure Basel cEs once amonth; « The SES stress period selection is based on a 1-year stress period per risk class based on a common period of stress for all NMRFs in that risk class. to'step-n risk than adequately capitalised enites; ) appropriate where the entity's balance sheet structure and activities are amenable to banking regulations.
Corporate 5bps 25% « 0% receivables * Models mustaccurately capture the —« |imited correlation is recognised across different risk classes, as per the regulatory formulae. For idiosyncratic credit spread and equity risks, a + Capacity to access liquidity which could result in a liquidity stress in the Bank; + Conversion approach - When it s determined that consolidation is not appropriate but step-in isk
« 10% CRE/RRE Large and * f;‘{‘vgg)‘ed IR8 unique risks associated with options; zero-correlation assumption may be utilised if sufficient y evidenced Revised hierarchy of approaches Expanded Set of Simple, Transparent and Comparable (STC) Criteria « Degree of transparency for investors; exists then a conversion factor is applied to entity's exposure to determine impact on capital and/or
* 15% other physical Sum of mid-sized « Foundation . * Meet capital requirement — Multiple approaches streamlined into three approaches and the criteria for determining the approach Asset Risk Fiduciary and Servicer Risk « Accounting disclosures; liquidity requirements.
Mortgages  5bps N/A 5% (0 on balance e ened  IRB(FIRB), e expressed as the higher of the shifted from the role of the bank to the reliance of information available. + Alignment of risk profiles between clients/investors and the entity; )
sheet (Consolidated - jardiced previous day's market riskcharge and  « At the bank-wide level, the higher the number of exceptions, the higher the multiplier that will be applied (ranging form 1.5 (being the base + Nature of assets + Fiduciary and contractual responsibiliies . ' + Proactive monitoring of the step-in risk in following areas - using existing liquidity standards in
QRRE Sbos S0% N/A exposures; and revenues Approach the average market risk charger in the Reputation risk from branding; particular LCR and NSFR provisions, incorporating unconsolidated entities into stress testing framework,
transactors. P! (i) 50% of off- €500m) I 8 8 multiplier) to 2), resulting in a higher overall capital charge. Is the bank's IRB model supervisory-approved for the * Asset performance history « Transparency to investors « Historic dependence; " W t t ital ch t - b
QRRE balance sheet A preceding 60 days -onadallybasis. « Atthe trading desk level, if any given desk experiences either more than 12 exceptions at the 99th percentile or 30 exceptions at the 975" L type of underlying exposures in the securitisation pool? + Payment status - — - istoric dependence; provisioning (o measire mpact o astep-in event, punitive capital charge on post sep-in exposures by
Retail _revolvers 10bps 50% N/A exposure using Banksand - AR . ERB percentlle in the most recent 12-month period, all of its positions must be capitalised using the SA until the number of exceptions are less than 12 es « Consistency of underwriting Additional criteria for capital purposes + Regulatory restrictions and mitigants. © supervisor, large exposure (internal limits), specific public disclosures
applicable CCFs other financial + F-IRB . ly f 12 h .
Bygﬂgﬂ\l{atera\ Ly‘pe. inSA Institutions. . SA . SA IMA Capital = IMCC + SES + DRC and 30 respectively for a period of 12 months E——— . f\r‘s‘;: Zz‘sgﬁgﬁgﬁg{?sm « Credit risk of underlying exposures
M inancial oes the bank have N N * Granularity of the pool
. No Vo
Otherretail ~ 5bps 30% * 10%receivables . * Various IRB . " sufficient data to Does the national gtan tdhed_ " Risk weight of
. 1(5)32 CRhE/RRE Equities approaches * SA * The Profit & Loss Attribution (PLA) test is performed at trading desk level only. - estimate the capital jurisdiction permit the EmekI el 51 1250% will be Structural Risk
. other physical Defaule. ° 'tmeasures the level of simplification inherent in the IMA model by assessing the impact of missing risk factors and the differences in valuation charge for the Use of SECERBA? apphroach be apghed applied CONTACTS:
Capital approaches between the Finance and Risk models. underlying exposure? tothe exposure? * Redemption cash flows
cﬁapltaflo Charge for C:ISk * Itis based on the results of the Spearman correlation metric and the Kolmogorov-Smirnov test metric ALt « Currency and interest rate asset and liability mismatches i
Supervisory specified parameters in the F-IRB approach Additional enhancement 7 ;rg"e hlr Non- Dachge « Ifthe test metrics fall outside of pre-specified levels, the desk will be subject to a capital surcharge in the form of a Capital Add-On. Yes oo Yes « Payment priorities and observability Monique de Waal Stephen Scott . Pierre de Vos Astrid Rabey
RIST( :a;o; Modellable (b(ased Ln B E N * Voting and enforcement rights Director: Financial Services Partner: Financial Services - LN Associate Director: Financial Senior Manager: Financial
Secure? expos‘ure"s . Unsecufred ex;‘)osures B The 1.06 scaling factor, currently applied to risk- AMEC) Risk Factors VoRfor « Documentation disclosure and legal review Advisory - Capital: Trading Advisory - Regulatory I Services Advisory - Regulatory Services Advisory - Capital:
. ’g‘;:&u‘[‘:‘”;c‘fe;ge;w“ LGD reduced and g;’:ks‘”sae"x‘ ;gﬁiﬁf;ﬁfgé\i‘fif:gntga‘D% weighted assets (RWAS) determined by the IRB oones) | (NMRE) | R+ Arigorous and comprehensicestress testing programme has 0 be n place both at the trading desk evel and at the bank-wide [eve Securitisation Internal Securitisation External Securitisation + Alignment of interests Risk and Treasury Advisory Advisory Trading Risk
. 3 approach to credit risk, has been removed (based on SES) : « Itisa key component of the IMA capital calculation Ratings-Based Ratings-Based Standardised Email: modewaal@deloitte.co.za Email: stepscott@deloitte.co.za Email: piedevos@deloitte.co.za Email: areisinger@deloitte.co.za
Financial collateral: Haircuts revised to be more granular Institutions: LGD retained at 45% €qUiY) . |5 required under IMA as a sense check against the level of conservatism within the regulatory capital models. Approach (SECIRBA) Approach (SEGERBA) Approach (SEGSA) STC securitisations qualify for differentiated regulatory capital treatment. ° 4 P &
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