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EXPLANATORY MEMORANDUM

i CONTEXT OF THE PROPOSAL
’ Reasens for and objectives of the proposal

Over the past years the EU umplemented a substantial reform of the financial scevices
regulatory framework 1o enhance the resilience of financial institutions in the EU, largely
based on global standards agpreed with the EU's internationat partners. In particular, the
reform package included Regulation (EU)} No 5373/2013' (the Capital Requircments
Regulation or CRR) and Directive 2013/36/EU% (the Capital Requitements Directive or
CRD), on prudential sequircments {or and supervision of institutions, Directive 2014/59/EU°
{the Bank Recovery and Resolution Directive or BRRD), on recovery and reselution of
instilutions and Regutation (EU)) No 806/2014" on the Single Resolution Mechanism (SRM).

These measures were taken in response o the financial crisis that unfolded in 2667-2008 and
reflect internalionally agreed standards. While the reforms have rendered the financial system
more slable and resilient against many types of possible future shocks and crises, they do not
yel comprehensively address all identified problems. The present proposals therefore aim o
complete he reform agenda by tackling remaining weaknesses and implementing some
oulstanding elements of the reform that are essential {o ensure the institutions' resilience but
have only recently been finalised by globat standard sctters {i.e. the Basel Commitiee on
Bunking Supervision {BCBS) and the Financial Stability Board (FSB)):

. a binding leverage ratio which will prevent institutions from excessively increasing
leverage, e.p. 1o compensate for low profitakility;

. a binding net stable funding ratio (NSFR} which will build on institutions” improved
lunding profiles and establish a harmonised slandard for how much stable, long-term
sources of funding an institution needs 1o weather periods of market and funding
Stress;

Regulation (1.U} No $75 2013 of 1he European Parliament and of the Council of 26 June 2013 on prudential
requirertents for credit instiutions and invesungnt irms and amending Regwlation (EU) No 6482012 (0J L
321,265 2013, p. 6)

Ditective *013-36 EU of the European Parliament and of the Council of 26 June 2013 or access to the
activity of credit institutions and Lhe prudential supervision of credit institutions and vestment firms,
amending Directive 2002:87 £C and repealing Directives 200648 LC and 2006:4%°EC {0J L. 176, 27.6.2013,
p. 338).

Directive 201459 CU of the Curopean Parlianment and of the Council of 15 May 2014 establishing a
hamework for the recovery and resolution of credit institutions and investment firms and amending Councit
Divegtive &2 8L ELC. and Directives 2003-24-EC, 20024 7EC, 200425:EC, 2005:50°EC, 2007/36/EC,
2041535 B 201230 EU and 2013:36°EL, and Regulations (E1}) No £093:2010 and (EU) No 648:2012, of
the Furopean Pachiament 2nd of the Council (OJ L 173, 1262014, p 190)

Regulaton (L4} No 8062014 of the European Parliameni and of the Council of 15 July 2014 establishing
uniform ruley and a uniform procedure for the resolition of credit institutiens and certain investment firms in
the Framework af a Single Reselution Mechanism and a Single Resolution Fund and amending Regulation
{EU) Mo 1093 2010
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. maore risk sensitive own funds (i.e. capital) requircments fot institutions that trade to
an importard extent in securities and derivatives which will prevenr toc much
divergence in those requirements that is not based on the institutions’ risk profiles:

. last but not least, new standards on the total loss-absorbing capacity (TLAC) of
global systemically important institutions (G-8lis) which will require these
institutions to have more loss-absorbing and recapitalisalion . capacity, tackie
interconnections in the global financial markets and further strengthen the EU's
ability to resolve failing G-81Is while minimising risks for taxpayers.

The Commission recognised the need for fitrther risk reduction in its Comtnunication of 24
November 2015° and committed to bring forward a legislative proposal that builds on the
international agreements listed above. Such risk reduction measures will not only further
strengthen the resilience of the European banking system and the markets' confidence in it,
but will alse provide the basis for further progress in completing the Banking Union. The
need for further concrete lepislative steps to be taken in terms of reducing risks in the
financial sector has been recognised also by the Ecofin Council Conclusions from 7 June
2016.° The European Parliament resolution of 10 Mazrch 2016 on the Banking Union — Annual
Repott 2015 also indicates some areas in the current regulatory framework that could be
further addressed.

At the same time, the Commission has considered the existing regulatory framework and the
new regulatory developments af international level also against the background of broader
challenges affecting the EU economy, especially the need to promote growth and jobs af times
of uncertain ecenomic outlook. Various major policy initiatives, such as the Investment Plan
for Europe (EFSI} and the Capital Markets Union have been launched in order to strengthen
the economy of the Union. In order to ensure that regulatory measures interact smoathly with
such policy iritiatives, but also with broader recent reforms in the financial sector, the
Commission carried out, on the basis of a call for evidence, a thorough holistic assessment of
the existing financial services framework (including the CRR, CRD, BRRD and SRMR) and
of the upcoming reviews of global standards from a wider economic impact perspective,

After careful consideration of all interactions between differeat EU poticies, the Commission
has decided to propose amendments of the CRR, CREY, BRRD and SRMR o implement
outstanding intemnational standards, The amendments represent a faithful implementation of
intemnational standards into Union law, subject o targeted adjustments in order to reflect EU
specificities and broader policy considerations. For instance, the predominant reliance on
bank financing by EU small- and medium-sized enterprises {SMEs) or for infrastructure
projects prompts specific regulatory adjustments that ensure instittdions remain capable of
funding such entities, which constitute the backbone of the single market. Furthermore,
broader policy considerations requite ensuring a smooth interaction with existing
requirements, such as for central clearing and collateralisation of derivatives cxposures, or a
gradual transition to some of the new requirements. Such adjustiments are limited in terms of

Communication from the Cammission to the European Parliament, the Council, the Eurepean Central Bank,
the Exropean Economic and Social Committee and the Commiltes of the Regions, "Towards the completion
of the Banking Union”,24.11.2015, COM{2015) 587 final

Council Conclusions or a roadmap to complete the Banking Union, 17.06.2016
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seepe or time, Therefore, they do net impinge on the overall soundness of the proposals,
which are aligned with the basic level of ambition of the international standards.

Maorcover, based on the call for evidence, the proposals aim at improving existing rutes. The
analysis of the Commission showed that the present framework can be applied in a more
proportionate way, laking into account in particular the situation of smalter institutions where
some of the cument disclosure, reporting and complex trading book-related reguirements
appear not to be justified by prudential considerations. Furthermore, the Commission has
cansidered the risk attached to loans 0 SMEs and for funding infrastructure projects and
found that ftor some of those loans, it would be justified to apply lower own funds
requirements than are applied at present. Accordingly, the present proposals will bring
corrections to these requirements and will enhance the proportionality of the prudential
tramework for institutions. Thereby, the ability of institutions te finance the economy wili be
eohanced withoul impinging on the stability of the regulatory framework.

. Consistency with existing policy provisions in the policy area

The reviews of several elements of the CRD and CRR were envisaged since the inception of
those lepal instruments, whilst other adaplations of the financial regulatory framework are
necessary in light of subsequent developments, such as the adoption of the BRRD, the
establishment of the Single Supervisory Mechanism and the work undertaken by the
Evropean Banking Authority (EBA) and on international level.

The proposal introduces amendments (o the existing legislation and renders it fully consistent
with the existing policy provisions in the field of prudential requirements for institutions, their
supervision and recovery and resolulion framewark.

. Consistency with other Union policies

Four years after the European Heads of State and Governments agreed to create a Banking
Union, two pillars of the Banking Union — single supervision and reselution - are in place,
resting on the solid foundation of a single rulebook for all EU institutions. While important
progress has been made, further steps are needed to complete the Banking Union, including
the creation of a single deposit guarantee scheme.

The review of the CRR and the CRD is part of risk reducing measures that would facilitate the
introduction of the European Deposit Insurance Scheme (EDIS), but is also aimed at ensuring
a <ontinued single rulebook for att EU institutions, whether inside or outside the Banking
Union. The overalt objectives of this initiative, as described above, are fufly consistent and
coherent with the EU's fundamental goals of promoting financial stability, reducing the
likelihood and the extent of taxpayers' support in case an institution is resolved as well as
contributing to a harmonious and sustainable financing of economic activity, which is
conducive (o a high level of competitiveness and consumer protection (Article 169 TFEL).

These overall objectives are also in line with the objectives set by other major EU initiatives,
as deseribed above.
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2 LEGAL BASIS, SUBSIDIARITY AN PROPORTIONALITY
. Legal basis

The proposed amendments are built on the same legal basis as the legislative acts that are
being amended, L.e. Article 114 TFEU for the proposal for a regulation amending CRR and
Atticle 53(1) TFEU for the proposal for a directive amending CRD V.

v Subsidiarity (for non-exclusive competence)

The objectives pursued by the proposed measures aim at supplementing already existing EU
legislation and can therefore best be achieved at EU [evel rather than by different national
initiatives, National measures aimed at e.g. reducing instiiutions® leverage, strengthening their
stable funding and trading book capital requirements would nol be as eflective in ensuring
financial stability as EU rules, given the freedom of institutions to establish and provide
services in other Member States and the resulting degree of cross-harder service pravision,
capital flows and market intepration. On the contrary, national measures could dislorl
competition and affect capital flows. Mereover, adopting national measures would be legally
challenging, given that the CRR already regulates banking mallers, including leverage
requirements {reporting), liguidity {specifically the liquidity coverage rutio or LCR) and
trading book requirements.

The amendment of the CRR and CRI is thus considered to be the best alternative striking the
sight balance between the single niles for banks and maintgining national flexibility, such as
on some macro prudential measures, for competent authorities o address risks 10 financial
stability. Therefore the amendments would further promote a uniform application of
prudential requiremeirts, the convergence of supervisory praclices and ensure a level playing
field throughout the single market for banking services. These objectives cannol he
sufficiently achieved by Member States alone. This is pariicularfy important in the banking
sector where many banks operate across the EU single market. Full cooperation and trust
within the single supervisory mechanism (S8SM} and within the colleges of supervisors and
competent authorities outside the SSM is essential for banks to be effectively supervised on a
consolidated basis. Natiohal rutes would not achieve these objeclives.

. Proportionality

Proportionality has been an integral part of the impact assessment eccompanying the proposal.
Not only have all the proposed options in different regulatory fields been individually
assessed against the proporiionality objective, but also the lack of proportionality of the
existing rules has been presented as a separate problem and specific options have been
analysed aiming at reducing administrative and compliance costs for smaller institulions (sce
sections 2.9 and 4.% of the impact assessment).

. Choice of the instrument

The measures are proposed 1o be implemented by amending the CRR and the CRD through a
Regulation and a Directive, respectively, The proposed measures indeed refer to or develop
further already existing provisions inbuill in those legal instruments (liquidity, feverage.
remuneration, proportionality).

As regards the new FSB agreed standard on TLAC, it is suggested to incotporate the hulk ol
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the standard tnte the CRR, as only a regulation can achieve the necessary uniform application,
much in the samc way as the existing risk-based own funds requirements. Shaping prudential
requirements in the form of an amendment to the CRR would ensure that those requirements
will in fact be directly applicable to G-Sils. This would prevent Member States from
implementing diverging nalional requirements in an area where full harmonisation is desirable
in order Lo prevent an un-level playing field. Fine-tuning of the current fegal provisions within
the BRRD will however be necessary 1o make sure that the TLAC requirement and the
minimun requirement on own funds and efigible liabilities (MREL) are fully coherent and
comsistent with each other.

The proposed CRIY amendments atlecting proportionality wouid leave Member States with a
certain degree of llexibility 1o maintain divergent rules at the stage of their transposition into
national law. [t would pive Member States the option of imposing stricter rules on matters
which are not lully harmonised.

3, RESULTS or EX-POST EVALUATIONS, STAKEHOLDER
CONSULTATIONS AND EMPACT ASSESSMENTS
. Stakcholder consultations

The Commission carried out vasious initiatives in order to assess whether the existing
prudential framework and the upcoming reviews of global standards were the most adequate
instruments to ensure prudential objectives for EU institutions and also whetker they would
conlinue 10 provide the necessary tunding to the EU economy.

In pasticular, the Commission launched in July 2015 a public consultation on the possible
impact of the CRR and the CRD on bank financing of the EU economy with a particular focus
on th lnmncm;_, of SMEs and of infrastructure and in September 20153 a Cail for Evidence
cny covering ER) {inancial legisiation as a whole. The two initiatives sought empirical
evidence and concrete feedbuck on i} rules affecting the ability of the economy to finance
itselt and growth, ii) unnccessary regulatory burdeas, iii) interactions, inconsistencies and
paps in the rules, and iv) rules giving rise o unintended consequences. In addition the
Commission carried out specific analyses on rules relating to remunerauon and on the
proportionality of the rules contained in the CRR and the CRD.® Finally, the Commlssmn
contracled a study 1o assess the impaet of the CRR on the bank financing of the ecanomy

All the initialives mentioned above have provided cleer evidence of the need to update and
complele the current rujes in order §) to reduce further the risks in the banking sector and

See hitp:ilec.europa.eu finance. consubiations/20 | 5/long-term-finance/docs/consuitation-document _en pdf
and htip:fec.europa.eu: finance/consuliations/201 S/financiat-regulatory-framework-review/docs/consultation-
document en.pdf.

Conumission Report COM{2016)310 Repon from the Commission to the European Parliament and the
Cuowncil of 28 July 2016 - Assessmeal of the remuncration rules under Directive 2013/36°EU and Regulation
{IUY No 57572043,

The Call for Evidence was intended 0 cover (he entire specirum of she financial services regulation. The
impacl assessmenl address issues limited to the areas of banking onty. Other issues invalving other segments
of the ELI Minancizl legislation will be dealt with separately.

Insert the link 10 the study

i
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thereby reduce the reliance on State aid and taxpayers' money in case of a crisis, and ii) 10
enhance the ability of institutions to channel adequate funding to the economy.

Annexes [ and 2 of the impact assessment provide a summary of the consultations, reviews
and reports.

. Impact assessment

The impact asscssment’' was discussed with the Regulatary Scrutiny Board on 7 September
2016, The Regutatory Scrutiny Board issued a posiive opinjon'? on 27 September 2016. The
proposal is accompanted by the impact assessment. The proposal remains consistent with the
Impact Assessment.

As shown by the simulation analysis and macroeconomic modelling developed in the impact
assessment, there are limited costs to be cxpected from the introduction of lhe new
requirements, in particutar the new Basel standards such as the leverage ratio and the trading
book. The increase of funding costs for the banking sector could amount to 0.03% points in
the most extreme scenario. On the benefits side, the simulation exercise has shown that public
resources required to support the banking system in case of a financial erisis of the size
similar to 2007 - 2008 would decrease by 32% - a decline from EUR 51 bnto EUR 34 bn.

. Regulatory fitness and simplification

The retention of simplified approaches to caleulate own funds requirements would ensure
continued proportionality of the rules for smaller institutions. Furthermore. the additional
measures to increase proportionality of some of the requirements (related to reporting.
disclosure and governance) should decrease the administrative and compliance burden for
those institutions,

As far as SMEs are concerned, the proposed recalibration of the own funds requirements for
bank exposures to SMEs is expected fo have a positive effect on bank financing of SMEs,
This would primarily affect SMEs which currently have exposures beyond €1.5 million as
these exposures do not benefit from the SME Supporting Factor under the existing rules.

Other proposed options in the impact assessmend, particularly those aimed at improving
resilience of institutions to future crises, are expected to increase sustainability of lending to
SMEs.

Finally, measures aimed at reducing compliance costs for instifutions. in particular the smaller
and less complex institutions, are expected 10 reduce borrowing costs for SMEs.

On the third country dimension, the proposal will enhance the slability of EU financial
markets thereby reducing the likelihood and costs of potential negative spillovers for global
financial markets. Moreover, the proposed amendments will further harmonise the regulatory
framework throughout the Union thereby reducing subsiantially administrative costs for third
couniry institutions operating in the EU.

" Insert Hink to impact asscssment,

Fnseri link to opinion.
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I view of the ungoing review ni the investment firms under the CRR and in light of the
initial report delivered by EBA", it is considered reasonable that the newly intraduced
requirements apply only 1o systemically relevant investment firms, whilst other investment
firms are grandfathered until the completion of the review,

The proposal is coasistent with the Commission's priority (or the Digital Single Market.

. Fundamental rights

The EL) is committed to high standaxds of protection of fundamental rights and is signatory te
a broad set of conveations on human rights. [n this context, the proposal is not likely o have a
direet impact on these rights, as listed in the main UN conventions on human rights, the
Charter ol Fundamemal Rights of the European Union, which is an inteprat part of the EU
Treatics and the European Convention on Human Rights (ECHR).

4. BUDGETARY IMPLICATIONS

The proposal includes a legislative financial statement indicaling the additional resources
1equized for the EBA o conduct reviews as wel! as to issue further 1echnical standards and
guidelines. In addition, the EBA witl need to organise bilaterat and mulilateral meetings with
stakeholders, conduct analysis and assessmemt of oplions and drafiing of consultation
decwments, issue public stakeholder consultations, set up and manage standing experi groups
vomposed of supervisors from Member States as welf as ad hoc expert groups composed of
market participanls and representatives of investors, analyse responses to consultations,
conduct cost-henefil analyses and draft legal texts.

h) OTHER ELFMENTS
+ Implementation plans and menitoring, evaluation and reporting arrangements

Il is expevied that the proposed amendments will start entering into force in 2019 at the
carliest. The amendments are tightly inter-linked with other provisions of the CRR and the
CRD), which arc afrcady in effect since 2014.

The BCBS and the EBA will continue o callect the necessary data for the monitoring of the
teverpge ratio and the new liguidity measures in order to allow for the future impact
evalualion of the new policy tools. Regular supervisory review and evaluation programmes
(SREPs) and stress festing exercises will aiso help monitoring the impact of the new proposed
measures upon affected institutions and assessing the adequacy of the flexibility and
proportivnatity provided tor wo cater for the specificities of smaller institutions, Additionally,
the Commission services will continue to participate in the working groups of the BCBS and
the joint lask force established by the European Central Bank (ECB) and by EBA, ihat
moniter the dynamics of institutions’ own funds and liquidity positions, globally and in the
EU. respectively,

See hitps, www.eba.europa.ew/-’eba-issues-recommendalions-for-sound-prudential-regime-for-
invesunent-linms for more detaits.
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The set of indicators to monitor the progress of the results stemming from the implementation

of the preferred options consists of the following:

]
e

—_

On NSER: —

Tndicator NSFR for EU institutions -

Target As of the date of application, 99% of instilutions taking purl 1o
the EBA Basel I monitoring exercise mect the NSFR at 100%
{65% of group 1 and 89% of group 2 credit institutions mect the

B NSFR as of end-of December 2015) o

Source of data Eeml-:innual the EBA Basel Ill menitaring reponts

On leverage ratip: e
t Indieator Leverage ratio for EU institutions .

Target As of the date of application, 99% of group 1 and group 2 (.l'Ldll
institutions have a leverage ratio of at least 3% (93.4% of group
1 institutions met the target as of June 2015)

Source of data | Semi-annusl ERA Basel 1l monitoring eports___

On SMEs e
Indicator Financing gap to SMEs in the EU, i.e. difference between lhe—‘
3 | need for external funds and the availability of lunds

Target As of two years afler the date of application. < 13% (last known
figure ~ 13% as of end 2014) e

Source of data European Commission / European Central Bank SAFF Surve}
(data coverage limited to the euroarea) |

OnTLAC:

Indicator | TLAC in EU G-SIIs

Target All EU G-8IBs meet the target {“16% of nsl\ wclgh(cd assels
(RWAY6% of the leverage ratio exposure measure (LREM) as of

- . 12019,> 18%RWA/6.75% LREM as of 2022)
( Source of data Semi-annual EBA Basel Nl moniloring reports
On trading book: e

Indicator F_WA for market risks for EU institutions

Observed variability of risk-weighted assets of aggregated
_ | portlolios applying the internal madels approach.

Target - As of 2023, all EU institutions meet the own funds
requirements for market risks under the firaf calibration adopted
in the EU.

- As of 2021, unjustifiable variability (i.e. variability not driven
by differences in_underlyiny risks) of the outcomes ol the |

L
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interual mudels across EU institutions is lower than the current
variability of the internal models across EU institutions,

"Relerence vithies or the “cuteent vatiobility” ol value-atrish (VaR) and incremental

n~h charge (RO} requirements shold be those estimated by the lawesl EBA "Repost o

riability ol Rish Weighted Asscis far Markel Risk Portfolios™, calculated for

appregaled portlelios, published before the entry inta Torce of Lhe new market risk
rh

Source of data Semi-annual EBA Basel [T monitoring reports
FRA Reporl on variability of Risk Weighted Assets for Market

Risk Portfolios. New values should be calculated according to
the smne methodolopy.

On remuneration: R

Jodientor | Use of deferral and pay-out in instruments by institutions

Target As aof 2019, 99% of institutions that are not small and nen-
complex. in line with the CRD requirements, defer at least 40%
of variable remuneration over 3 1o 5 years and pay out at least
50% of variable remuneration in instruments with respect to their
Identified staft with material fevels of variable remuneration. |

. PRV |
 Source of data | EBA remuncration benchmarking reports ]
Onproportionatity:
Indicator | Reduced burden from supervisory reporting and disclosure |
Target 80% of smaller and less complex institutions report reduced
burden

| Source ofdata | Survey to be developed and conducted by EBA by 2022 - 2023

The evalualion of the impacts of the proposed options will be done five years afler the date of
application of the proposed measures on the basis of the methodology agreed before
launching the evaluation, The methodology could be developed for individual options or a set
ol interlinked aptions depending on the circumstances present before launching the evaluation
and depending on the output of menitoring indicators.

Compliance and eafoscement will be ensurcd on an ongoing basis including through the
Commission launching infringement proceedings for fack of transpesition or for incorrect
transposition or application of the legislative measures. Reporting of breaches of EU law can
be channelted through the Eurepean System of Financial Supervision (ESFS), including the
national competent authorities and EBA, as well as through the ECB. EBA will also continue
publishinyg its regular reports of the Basel [1l manitoring exercise on the EU banking system.
This exercise manitoes the impact of the Basel 1 requirements (as implemented through the
CRR and the CRD} on EU institutions in particular as regards institutions’ capital ratios (risk-
based and non-tisk-based) and fquidity ratios (LCR, NSFR}. It is run in parallel with the one
conducted by the BCBS.

| RESTREINT UE/EU RESTRICTED |
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. Betailed explanation of the speciftc provisions of the proposal

WAIVERS FROM CAPITAL AND LIQUIDITY REQUIREMENTS {CRR)

Requiring subsidiaries to comply with own funds ard liquidity requirements on an individuzl
basis may prevent institutions from managing those resources efliciently at the level of the
group. This is particularly relevant in the current context where technological developments
increasingly facilitate centralisation of capital and iiquidily management in a group.

Under existing Iegistation competent authorities have been endowed with the possibility to
waive the application of requirements on an individual level for subsidiaries or parenis within
a single Member State or part of a liquidity sub-group spread across several Member States,
subject to safeguards ensuring that capital and liquidity are distribuled adequately hetwecn the
parent undertaking and the subsidiaries. With the establishment of the Single Supervisory
Mechanism (S8M), group supervision has been substantially reinforced especially where
group entities are situated in the Member States participating in the SSM, with the SSM
having a better knowledge and direct powers over group eatities situated in ditferent Member
States. However, pending the completion of the Banking Unien, concems in Member States
where the subsidiaries are focated still persist that insufficient liquidity or capital al the levet
of subsidiaries in trouble might have fiscal consequences for such ("host™) Member States.

It 15 therefore considered that, at this stage of the Banking Union, it should be possible for the
competent authority supervising parents and subsidiaries established in different Member
States within the Banking Union 1o waive the application of own funds and liquidity
requirements for subsidiaries located in other Member States than the parcnt, provided the
commitment of the parent to support such subsidiaries is guaranteed for the whole amount of
the waived requirement and the guarantee is collateralised for ai least hall ol the guaranteed
amount. Aicles 7 and 8 of the CRR are amended accordingly. The same waivers are made
available, as an option, for competent authorities of Member States outside the Banking
Union.

IMPLEMENTATION OF THE FSB TOTAL LOSS ABSORPTION CAPACITY STANDARD (CRR,
BRRD, SRM)

The FSB published on 9 November 2015 the Total Loss-absorbing Capacity Ternn Sheel ('the
TLAC standard') that was adopted a week later at the G20 summit in Turkey™, The TLAC
standard requires global systemically imporiant banks (G-SIBs), referred as G-Sifs in Union
legislation, to have a sufficient amount of highly loss absorbing ("bailinable"} liabilities to
ensure smooth and fast absorption of losses and recapitalisation in resolution. The inferaction
of the TLAC standard with existing Union legislation pursuing the same regulatory objectives
is described in more detail in the explanatory memorandum accompanyving the proposals for
amendments to the BRRD and the SRMR.

" FSB, Principles on Loss-absorhing and Recapitalisation Capacity of Glukally Sistemucatlty Imporiant Banks
(G-518s) in Resalution, Total Loss-absurbing Capocity (T1L.AC) Teem sheer, 9,11 2615

10
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Consistency with the HRRD

The TLAC standard is implemented in the Union via amendments to the CRR, building on the
exisiing frameworh of the BRRI. in order to integrate the two frameworks which pursue the
same policy purposes, new definitions have to be introduced, such as resolution entities,
resolution group ete. {Aricle 4 of the CRR}, and cooperation has 10 be warranted between
competent auvthorities and resolution authorities (Article 2 of the CRR),

Based on the review required in Article 58 of the CRR and in accordance with the
requirements in Article 59 of the BRRD, the criteria for Additional Tier 1 instruments (Article
52 of the CRR) and Tier 2 inslruments {Article 63 of the CRR) are amended to require that
those instruments be written down or converted to Common Equity Tier 1 instruments at the
point of non-viability, This will not change the status of capital instruments issued by EU
institutions, while ensuring at the same time that only instruments issued by third-country
subsidiaries of EU institutions that meet this additional requirement can be considered as
Additional Tier | or as Tier 2 instruments by their EU parent entities when they calculate
consolidated own {unds reguirements,

The requirement for ovn funds and vligible tiubilities

The TLAC standasd is implemented in the EU by introducing a requirement for own funds
ond eligible Labilities composed of a risk-based ratio and on a nen-risk-based ratio (new
Arlicle 924 of the CRR}. Such requirement applies only in (ke case of EU G-8lls, which may
be a group of institutions or stand-alone inslitutions (Article E31(1) of the CRD). Article § of
the CRR is amended 10 reguire stand-alone G-S11s that are resolution entities to comply with
the requirement tor own funds and eligible liabilities on a solo basis, whilst Article 11 is
amended to reguire resolution entities part of groups designated as G-SHs to comply with the
requirement [or own funds and cligible liabilities on a conselidated basis.

The TLAC slandard also contains a requirement for internal TLAC (i.¢. a requirement to pre-
position loss absorbing und recapitalisation capacity at the level of subsidiaries within a
resolution group), which is transposed in the EU by introducing a requirement for own funds
and cligibte liabilities (new Article 92b of the CRR) that applies 1o non-EU G-Slls {the BRRD
contains aiready a similar rufe fer EU G-Slis). Such requirement represents 90% of the
requirement applicable o EU G-Sls in accordance with the new Article 92a. The non-EU G-
St requirement for own funds and eligible liabilities applies to material subsidiaries of nen-
EU G-8lIs on a solo basis if they are neither resotution entities nor EU parent institutions, and
on a consolidated basis if they are EU parent undertakings but not resolution entities.

Eligihie liahifities

A new Chapler 3a {new Articics 72a to 721) on eligible liabilitics is introduced in the CRR
afler the chaplers governing own funds, New Article 724 lists excluded liabilities that cannot
count towards fullilling the requirement for own funds and eligitle liabilities. Article 72b
cenlains the ctigibility criteria for eligible liabilities instruments, paragraph 2 reflecting the
eligibility criteria for subordinated liabilities, whilst paragraphs 3 and 4 reflect eligibility
criteria for Liabilities that rank pari passu with excluded labitities. Articte 72c specifies that
instruments may count lowards cligible liabilities only if they have a residual maturity of al
lcast one year. The eligibility criteria exclude fiabilities issued through special purpose
enlines.
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Section 2 of the new Chapter 52 (Articles 72¢ to 72j) provides for the deduction rules
applicable to determine the net amount of liabilities that may count for the requirement for
own funds and eligible liabilities. Institutions are obliged to deduct holdings of awn eligible
liahilities instruments (Article 72f), and holdings of eligible liahilities of other G-Sis
(Articles 72h and 72i). Arficle 72e(3) specifies a proportionate deduction for holdings of
liabilities that rank pari passu with excluded liabilities and may count only up to a limited
amount as eligible labilities. Deductions are made from eligible liabilities, and from own
funds ~ on the basis of a comresponding deduction approach (Article 66(g) of the CRR).
Article 72j contains the exception from deductions for trading beok ifems. Section 3 of the
new Chapter 5a defines the concepts of eligible liabilities (Article 72k) and own tunds and
etigible Habilities (Article 721).

The Commission will ask EBA for advice on alternative options for treating holdings of
TLAC instruments issued by G-Slls and on the impact of those oplions. One of the oplions
that the Commission will seek advice on will be the one conlained in the standard on the
treatment of TLAC holdings recently published by the BCBS. Based on the advice. the
Commission will consider whether changes to the sofulion put forward in this proposal are
warranted.

Adjustrients fo general requiremenis for own funds and eligible liabilities

Chapter 6 of Title I of Part 1f of the CRR (Anticles 73 to 86) is adjusted to rellecs the
introduction of the category of eligible liabilities. Articles 77 and 78 are extended to cover
prior supervisory permission for the early redemption of capital instruments and eligible
liabilities, Article 78 introduces the possibility to give a gemeral prior permission (o
institutions ko effect early redemptions, subject to criteria that ensure compliance with the
conditions for granting such supervisory permission. Under Article 80, EBA is entrusted with
monitaring isseances of own funds and eligible liabilities. To align own funds eligibility
criteria with criteria for eligible Habilities, Additional Tier | and Tier 2 instruments issued by
a special purpose entity will be able to count for own funds purposes only unti! 31 December
2021,

EQUITY INVESTMENTS IN FUNDS {CRR)

In December 2013, the BCBS published a new standard on the treatment of eguity
investments in funds. The new standard was aimed at clarifying the existing treatment and al
achieving & more internationally consistent and risk-sensitive treatment of such exposures (i.e.
one reflecting both the risk of the fund’s underlying investments and its leverage). In order to
implement the new standard in Union law, several changes were made to the CRR.

Atticle 128 is amended to ensure the definition of items associated with particutarfy high risk
does not capture exposures in the form of units or shares in ClUs.

Articte 132 is amended to refiect the new general principles and requirements underlying the
calculation of own funds requirements for exposures in the form of unils or shares in Cills for
institutions applying the Standardised Approach for credit risk.

A new Article 132a is introduced to detail to the calculations under two of the methods
foreseen under Article 132, namely the fook-through approach and the nandate-based
approach.
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Articie 152 is amended 1o reflect the revised requirements and methodologies to caleulate

own funds requirements for exposures in the form of ugits or shares in ClUs for institutions
applying the Internal Rating Based Approach for eredit risk.

STANDARDISED APPROACH FOR COUNTERPARTY CREDIT RisK (SA-CCR) (CRR)

In March 2014, the BCBS published a standard on a new standardised method to compute the
cxposure value of derivatives exposures, the so-catled Standardised Approach for
Counterparty Credit Risk (SA-CCR), to address the shoricomings of the existing standardised
metheds. In order 1o introduce the new method into Union law, while ensuring that the new
rules remain proportionate, several changes 1o the CRR were made.

In Agticle 273, some definitions were modified and some new definitions were added to
reflect the new methods iroduced. The Mark-to-Market Method was replaced by the SA-
CCR (Articles 274 to 2801). The rules related to the Standardised Method were removed. New
rules on a simplified SA-CCR were introduced {Aricle 281). The current rules on Lhe
Original Exposure Method were modified {Anticle 282). The clipibility criteria for using the
OEM were meodified and eligibility criteria for using the simplified SA-CCR were introduced
(Article 2732 and 273b). Anicles 298 and 209 were modified to reflect the introduction of the
SA-CCR,

Exposures 10 CCPs (CRR AND EMIR)

In April 2014, the BCBS published a final standard on the treatment of exposures 1o central
counterpartics {CCPs). The final standard addressed the shortcomings of the interim standard
published two years cardier, In order to implement the final standard in Union legistation,
several changes were made o the CRR and to Regulation (EU) 648/2012 (the BEuropean
Markel [nfrastructure Regulation or EMIR).

Amendments to Avticles 300 10 310 and 497 of the CRR

Several new definitions were added 10 Article 300 covering terms used in the amended rules
on own lunds requirements tor exposures to CCPs. Article 301 was modified in order to
introduce a specific treatment of institutions' exposures 1o a CCP due to cash transactions, to
speeily further the treatment of initial margin and to refiect the fact that a single method
would be applicable to the caleulation of own funds requirements for exposures to qualifying
CCPs (QUCPs). Article 304 wus modified in order to reflect change to the methods for
calculating exposure values of derivalives, and 1o clatify the treatment of securities financing
transaetions {SFTs) and of celiateral provided by clients (o their clearing members, Articles
305 was modified 1o clurify 1he treatment of SFTs and to adjust the eligibility criteria for the
preferential treatment of clients' exposures. A clarification of the treatment of clearing
members' guarantees to their clients as well as of the treatment of SFT's was inserted in Article
306. A new method for calculating own (unds requirements for prefunded default fund
conleibutions (o & QCCP was introduced in Article 308. The formula for calculating the own
funds requirements lor exposures to a non-qualifying CCP in Acticle 308 was modified. In
Arlicle 310, the allernative method for calculating the own funds requirements for exposures
to CCPs was removed and replaced by a new (reatment for unfunded default fund
coniributions. Finaliy, the transitional provisions in Article 497 were modified.
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Amendments to Articles 50a to 50d and 89 of EMIR

Anicles 50a to 50d were modified fo incorporate a new method for calculating the
hypothetical capital of a CCP that is needed by institutions to calculate their own funds
requirements for default fund contributions to that CCP. Article 89(5a) was modified to
update the transitional provisions related to that calculation.

MARKET RISK {CRR}

In January 2016, the BCBS cancluded its work on the fundamental review of the trading book
and published a new standard on the lreatment of market risk. The standard addressed the

design flaws present in existing market risk framework, including the insutficient capture of

the full range of risks to which institutions were exposed 1o and uncenrtzinly about the
toundary between the trading and non-trading (i.e. banking) book which created opportunities
for regulatory arbitrage. The new standard contains revised rufes for the use of inlernal
madels for calculating own funds for market risk, as well as a new standardised approach
which replaces the existing one. In order to implenent the new standard in Union law, while
ensuring that the rules remain proportionale, several modifications were made Lo the CRR.

In Title { -General requirements, valuation and reporfing

Article 94 sets out the revised conditions for an institution to benefit from the derogation for
institutions with small trading book business, under which the own lunds requirements for the
credit risk of banking book positions may replace the own funds requirements for the market
risk. Articles 102 and 103 clarify the general requirements for trading book positions, Alicle
104 and 104a clarify the criteria to assign positions in the trading book and the conditions for
reclassifying a trading book position as a banking book posttion and vice versa. Anicle 104b
defines the new concept of trading desk. Article 105 sets out the rules that must be respected
to prudently value trading book positions. Article 106 describes the recagnition and treatment
of trading book positions which are considered as internal hedyes of positions in the banking
books.

In Title IV Chapter 1 -- General provisions

Article 325 describes the different approaches that can be used by institutions to compute own
funds requirements for market risk as well as the conditions for their use and how their use
may be combined. Article 325a specifies in more detail the eligibility criteria for using the
simplified standard approach for institutions with medium-sized trading book business.
Article 325b lays out the conditions under which market risk exposures can be neited belween
different legat entities within a group for the purposes of calculating consolidated own funds
requirements for market risk. Article 325¢ specifies the conditions under which the positions
entered into by an insfitution in order 1o hedge against the adverse effect of changes in
exchange rates on the institution's own funds ratios can be exempted from the markel risk
requirements.

Chapter 1a - The standardised approach

Section | (Article 325d) describes the different components of the standardiscd approach.
Section 2 (Aricles 325¢ 10 3251) describes the funclioning of the first component, the
sensitivities-based method, It sets oul the pencral principles for the cafculation and
ageregation of delta, vega and curvature risks. Subsection 1 of Section 3 (Adicles 325m to
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3251y specilies the risk factors that have to be considered to calculate the sensitivities of
trading book positions te different classes of risk. Subsection 2 of Section 3 {Articles 3255 lo
325u) explains how thesc sensitivities must be computed. Section 4 (Article 325v) describes
the functioning of the second component of the standardised approach, the residual risk add-
on. Section 5 describes the functioning ot the third component of the standardised approach,
the default risk charge. Article 325w gives the main definitions. Subsection I (Asticles 325x
ta 325z) describes how the delault risk charge must be computed for non-secuzitisation
posilions, while subsections 2 (Artictes 325aa and 325ab) and 3 (Articles 325ac to 325ae)
deseribe the same caleutation for securitisations. Section 6 (Articles 325af to 325a2) provides
the risk weights and correlations that must be used for each risk class in combination with the
sensilivities 10 determine own tunds requirements for market risks under the standardised
approach. Exposures 1o EU sovereigns are included in the first risk bucket, which is assigned
the lowest risk weight (Articles 325ai and 325al). This treatment is in line with the non-rating
dependent treatment cuerently provided for those types of exposures included in the non-
trading book. The risk weights applicable to covered bonds issued by EU institutions were
reduced (Articles 325ai and 325al). This weatment would prevent a potential significans
increase in the capital requirements for exposures to covered bonds issued by EU institutions,
thus maintaining tower funding costs for morigage loans for housing and non-residential
property.

Chapter 18 The biternal nodel approach

Section 1 (Articles 325ba and 325bb) specifies the conditions under which institutions are
altowed 10 use internal models and how own funds requirements for market risk must be
calculated for trading desks that benefit from this permission. Section 2 (Articles 325bc¢ to
325bl) describes how expected shortfalls and liquidity horizons must be used in the
caleulation of own funds requirements for market risk, the requirements thal internal models
must mect in terms of back testing, prefit-and-loss (P&L) attribution, internal validation as
well as more general qualitative and risk measurement requirements, and the siress scenario
rish measure that must be calcufated for the non-modellable risk factors. Like for the
standardised approach. a beneficial treatment was introduced under the internal models
approach via shorter liquidity horizons for exposures to EU sovercigns and covered bonds
issued by EU institutions (Article 325be). Section 3 (Articles 323bm to 325bq) describes how
the delault risk charge must be cateulated for trading desks subject to default risk using an
internal model approach.

Chapters 2. 3 and 4 - The simplified sandardised approach

Chapters 2. 3 und 4 - respectively own funds requirements for position risk, foreign exchange
risks and commodity risks - reflect the simplified standardised approach under the revised
market risk framework. These rules already existed in the current market risk framework and
remain unchanged. Institusions will be able to use this approach until the approaches laid out
in Chapter 1a and 1b enier into force as set out in Article 521. After this date, only institutions
that fulfi) the eligibility criteria set oul in Articte 325a will be able 10 use the simplified
standardised approach.

Chopter 3 The simplified internol approuch

Chapter 5 constitutes the stmplified intemnal models approach under the revised market risk
framework. These rulcs already existed in the current market risk framework and remain
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unchanged. Institations will be able to use this approach umil the approaches aid out in
Chapter la and 1b enter into force a3 set out in Article 521. After this date, institulions will no
longer be able to use the simplified intemal models approach for catculating the own fund
requirements for market risks. However, Chapter 5 shali remain in force lor calculating the
own fund requitemnents for CV A risks under the Advanced method as set out in Aricle 383.

Part Ten - Transitional provisions, reports, reviews and amendimenis.

Article 501a describes how own funds requirements for market risk, as calculated under
Chapters 2 and 3, will be phased-in. Arlicle 519a specities a number of technical elements of
the revised market risk framework that may appear to be problematic once implemented. The
EBA is mandated to review those technical etements no later than 3 years after the entry into
farce of this Regutation and the Commission may make proposals to change the related rules
in light of the EBA conclusions. Article 521 describes when the different components of the
revised framework for own funds requirements for markel risk shall enter into force,

LARGE EXPOSURES {CRR)

The current capital base (the ‘eligible capital’) enly captures a small part of the overall large
exposures that institutions have and is thus not sufficiently prudent to avoid that the maximum
possible loss by an institution in case of the sudden failure of a single counterparty or a group
of counterparties endangers the institution’s survival as a going concem. Moreover, the
current limit does not take into account the higher risks carried by the exposures that G-Slls
have to single counterparties or groups of connected clients and, in pariicular, as regards
exposures to other G-Sils. The financial erisis has, in fact. demonstrated that material losses
in one G-S1 can trigger concerns about the solvency of other G-Slls with potentially seriots
consequences on financial stability. Finally, the current targe exposures framework relies on
less accurate methods than the new methodology (i.e. Standardised Approach for
Counterparty Credit Risk, SA-CCR) that the Basel Committee on Banking Supervision
(BCBS) has developed for computing banks® derivatives exposures (i.e. OTCs). The farge
exposures framework is amended to address the loopheles identified. in particular, the capital
that can be taken into account to calculate the larpe exposures limit is limiled to Tier | capital
(no more Tier 2 capital); Article 395(1) is amended to introduce the lower limit of 15% for G-
SIBs exposures to other G-5IBs and the amended Article 390 imposes the use of the SA-CCR
methods for determining exposures to OTC derivative transactions, even for banks that have
been authorised to use internal models. The modifications introduced in the curent
framework will overall increase the risk-sensitivity of the large exposures regime and better
align the European system to the BCBS standard on large exposures issued in 2014,

Article 507 of the CRR required the Commission 1o review and report on the application of
Article 400(1)(j) and Article 400(2). Since it was not pessible to gather sufficient quantilative
data to assess the potential impact of removing or rendering mandatory the exemptions listed
in those provision, Article 507 provides for a new mandate to the EBA to report to the
Commission on the use of the exemptions set out in Article 400(2) and Article 390(6)(a). {b).
{c) and (g).
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LEVERAGE RATIO {CRR)

New provisions are introduced and adjustments are made to several articles in the CRR in
order to introduce a binding leverage ratie requirement for all institutions subject to the CRD.
The [evernge ratio requirement complements the current tequirements on supervisory
monitoring of Lthe risk of excessive leverage in the CRD and the CRR requirements to
caicidate the leverage ratio, 1o report it 1o supervisors and, since January 2015, to disclose it
publicly.

The leverage ratie requirement

A leverage ratio requirement of 3% of Tier | capital is added 1o the own funds requirements
ih Atlicle 92 of the CRR which institutions must meet in addition to their risk-based
requirements, Thercby a harmonised binding requirement is introduced throughout the Union,
selting a backstop for institutions, In addition, competent authorities remain responsible for
monitoring leverage policies and processes of individual institutions and may impose
additional measures to address risks of excessive leverage, if warranted.

Acliiniments o the leveragie rafi exposure meusure

The adjustnments to the feverage ralio exposure measure thal were aleeady included in the
current CRR have been carried over. Since a 3% leverage ratio would constrain certain
business models and lines of business tmore than others, further adjustments are warranted.
Instilutions may reduce the jeverage raio exposure measure for public lending by public
development banks {Article 429a{1){d)), pass-through loans (Article 42%{1){¢)} and officially
guaranteed export credits (Article 429a1)(f)). In order not to dis-incentivise client clearing by
instilutions, institutions are allowed to reduce the exposure measure by the initial margin
received from cliems for derivatives cleared through QCCPs (Article 429¢(4)).

A leverage rotio buffer for G-SiBls

Enternational discussions are ongoing on a possible leverage ratio bufter for G-SIBs, Once a
finab intermational agrecment on the feverage ratio buffer wilk be reached it should be
considered for inclusion i the CRR.

REGULATORY REPORTING (CRR N0 CRD)

Varicus provisions have been added to or amended in the CRR and the CRD to enhance
prapertionality and reduce costs on institusions in the overall regulatory reporting framewoik.

Arlicle 99(5) is amended to include a mandate to EBA to deliver a report to the Commission
on the cost of regulatory reporting by 31 December 2019, The mandate sets out a very precise
miethodotogy lor EBA to quantfy reporting cests on institutions and provides for an
obligalion 1o make recommendations on ways to simplify reporting for small institutions
through amendments to existing EBA reporting templates.

Small institutions as defined in Article 430a will only be required to submit regulatory reports
on an arnual basis as opposed (o semi-annually or moee frequently for all other institutions
{Arlicles 99(4), 100, 101, 394 and 410),

Reporting on large exposures will be simplified by removing two items currently required to
be reported under Article 394,
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DiscLosuRE (CRR}
Enhaniced proportionality in disclosure requirements

New provisions are added in Part Eight to provide for a more proportionate disclosure regime
that takes into account the relative size and complexity of institutions. Thesc are classified

into three categories as either significant (Article 433a), small (Article 433b) and other

(Article 433c), with a further distinction between listed and non-listed institutions. Disclosure
requirements will apply 1o each category of institetions on a sliding scale basis. with a
differentiation in the substance and frequency of disclosures.

Al the upper end of the sliding scale, significant institutions with listed securities will be
required 1o provide annual disclosures of all the information required under Part Eight, plus
disclosures of selected information on a semi-annual and quarterly basis, inciuding in the
latter case a key prudential metrics table (Article 451d). On the lower end, small non-listed
institutions will only be required to make sefected disclosures of governance, remuneration
and risk management information and the key metrics table on an annual basis.

Targeled amendments for consistency purposes swith imernational stamdards and new ar
amended Pillar I requirements

A number of emendments have been made to Titles 1] and III of Part Eight {Articles 435 10
455) to align better disclosure requirements with imernational standards on disclosures. In
particular, a4 new requirement has been added to disclose infonmation about significant
investments in insurance undertakings that a2 competen! authority has awthorised not 1o be
deducted from supplementary own fund requirements of firancial conglomerates (Article
438(e) and (f)).

Other amendments to these Titles are intended to reflect new or amended Pillar |
requirements to be introduced as part of this legislative proposal. This will include disclosures
on TLAC {Aricle 4372), countetparty credit risk (Article 439), market risk {Article 443) and
liquidity requirements {Article 451a).

Empowerments to the EBA and the Commission

The proposal comprises an empowerment 10 EBA to develop uniform disclosure formats,
which should be as aligned as possible with international disclosure formats to facililate
comparability (Article 434a).

Tao the same end, the proposai inctudes an empowerment to the Commission to amend the
disclosure requirements in Part Eight o reflect developments or amendments of international
standards on disclosures {Article 456(k)).

NSFR (CRR)

A new Title is added to Part Six, and adjustments to existing provisions have been made 10
introduce a binding net stable funding ratio (NSFR) for institutions.

General provisians

Adjustments have been made to the genera| provisions in Part One, Amendments have been
made to Article 8 to adjust the conditions under which institutions can benefit from
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deropations trom fiquidity requirements at the individual, lepal entity level, and 1o Articles 11
and 18 regarding consolidation rules.

Existing liguidity proviziony
Amendments are mtroduced in Fittes | and [ of Part Six to adjust definitions and reporting
requirements. Definitions are adjusted in Article 411, while reporting requirements are further

specified in Articles 412, 413, 415, 416 and 422 to 425. Arlicle 414 is medified to integrate
the new NSFR requirement and specify the applicable consequences should it be breached.

The new Tidde 11" of Part Six: The net stable funding ratio for institutions
Chaprer | The not stable funding ratio (Ariicles 4128a and 428bj

Asticle 428a specifies that the definitions for the caleulation of the NSFR mirror the ones of
the LCR. ¢larifies some definitions and specifies rules for subsidiaries in third countries

Arlicle 428b defines the general design of the NSFR which is calculated as the ratio of an
institution's amouni of available stable fuading (ASF) to its amount of required stable funding
(RSFY

Chigrter I General riles on calcutation of the net stable fimding ratio (Articles 428¢ iv 428h)
Article 428¢ clarifies the general rules that apply to calculate the NSFR.

Article 428d specifies the way derivatives transactions shall be taken into account for the
caleutation of the NSFR, while Article 428e specities the treatment of secured lending and
capital market-driven transactions.

Article 428 delings the conditions under which some assels and liabilities can be considercd
as interdependent and draws a list of products considered as such: centralised regulated
savings, promotienal louns, covered bonds issuance without funding risk on a one-year
herizon and derivalives client clearing activities. The Commission is empowered to adopt a
defegated act to review this list (rew paragraph 3 of Article 460).

Arlicle 428g specifics the treatment ol funding in networks or institutional protection schemes
and Article 428k introduces a discretion tor competent authorities to grant a preferential
Lrediment o intragroup transactions.

Chapier 3 Availuble stable funding (Articles 1281 to 4280)

Section 1 (Anicles 4280 and 428)) ol this Chapter delines the general rules that apply 1o
calvulate the amount of svailable stable funding that constilutes the numerator of the NSFR.
Section 2 (Anticles 428k 1o 4280) defines the ASF lactors that apply to the regulatory capital
and 1o dilferent liabilities depending on their characteristics, in particular their maturity and
the nature of the counterparty.

Chapter 3 Reguived stable funding (Articles 428 1o 428ag)

Section 1 (Articles 428p and 428q) of this Chapter delines the general rules that apply to
caleulate the amount el required stable funding that constitutes the denominator of the NSFR.

Section 2 (Articles 428r to 4280) defines the RSF factors that apply 10 different assets and off-
halance sheets exposures depending on their characteristics, in particular their maturity. their
liguidisy and the nature of the counterparty.
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The definitions and RSF factors applied for the calculation of the NSFR reflect the detinitions
and haircuts applied for the calculation of the U LCR. In particular, assets eligtble as high
quality liquid assets (HQLA) Level 1, excluding extremely high quality covered bonds. are
subject to a 0% RSF factor to avoid negative impacts on the liquidity ¢f sovercign bond
markets.

Assets resulting from transactions with financial customers having a residual maturity of less
than six months and secured by HQLLA Level 1, excluding covered bonds. are subject 1o a 5%
RSF factor {Article 428s), If they are unsecured or secured by other assets, these uansactions
are subject to a 10% RSF factor {Article 428u). These adjusted RSF factors are meant 1o
miligate the immediate impaet on the liquidity of interbank funding markels. on the liquidity
of the securities and on market making activities. The Commission is empowered to adopt a
delegated act to review this treatment, taking into account the conclusions of a report prepared
by the EBA. If no decision is taken by 31 Deeember 2022, these RSI” factars will be raised to
respectively 10% and 15% (new paragraph 5 of Article 510 in Part Ten).

For derivatives transactions, if derivatives assets {offset by variation margins received in the
form of cash and HQLA Level 1, excluding covered bonds) are greater than derivatives
iiabilities (offset by all variation margins posted), the difference is subject o a 160% RSF
factor (Article 428ag). In addition, an adjusted risk-sensitive approach is introduced 1o capture
the future funding risk of derivatives. For unmargined derivatives ransaclions. a 10% RSF
factor applies to their gross derivatives {iabilities (Article 428u) and, for margined derivatives
transactions, an option s introduced to either apply a 20% RSF factor to gross derivatives
liabilities or to use the potential future expasure {PFE) as caleulated under standardised
approach for counterparty credit risk - SA-CCR ({Article 428x). The Commission is
empowered to adopt a delegated act to review this trealmenl. taking int¢ accouni the
conclustons of a report prepared by the EBA, If no decision is taken by 31 December 2022. a
20% RSF factor on gross derivatives liabilities will apply for all derivatives transactions {new
paragraph 4 of Article $10).

IFRS 9 (CRR)

Article 473a is added to phase in the new incremental provistoning requirements for credit
risk under IFRS over a period starting on | January and ending on 31 December 2023 10
mitigate the financial impact on instituions.

SME SUPPORTING FACTOR (CRR)

The proposal includes changes to capital requiremenis for exposures to SMEs (Article 50T).
The curreat capital reduction of 23.81% for an exposure to an SME, if it does not exceed EUR
1.5 million, is maintained. In relation to an SME exposure, exceeding EUR 1.5 million.
23.81% capital reduction is proposed for the first EUR 1.5 million share of the exposure and u
15% reduction for the remaining part of the exposure above the threshold of EUR 1.5 miilion.
Institutions will be abfe to continue implementing the reduction by adjusting the risk-
weighted exposure amount for a given SME,
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TREATMENT OF SPECIALISED LENDING EXPOSURES {CRR)

Promoting viable infrastructure projects in domains like transport, enmergy, innovation,
education, research is of vital imporlance for the economic growth of the Union, In
conjunction with other Commission initiatives, like the Capital Market Union and the
fovestment Plan for Evrope, the proposal aimns at mobilising private finance for high quality
inlrastrycture projects. Building on the recent developments in the regulatory framework for
insurance undertakings end on the on-going work carried out in the context of the upcoming
refbrm ol the Standardiscd Approach by the BCBS, it is proposed to grant, under both the
Standardised Approach and the Internal Based Approach for credit risk, a preferential
trealment o specialised lending exposures aiming at funding safe and sound infrastructure
projects. These are delined through a set of criteria able to reduce the sk protile of the
exposure and enhance (he capacity of institutions to manage that risk. The criteria are
consistent with those identifying qualifying infrastructure projects that receive a preferential
treatment in the Solvency U framework. The proposed treatment is subject to a review clause
i orier 0 possibly fine-tune the provision in light of its impact on infrastructure investments
in the EU und 1o take into account any relevant development at global level, Tt will also allow,
W appropriate, 10 amend the provision in view of more flexibiiity with regard 10 the financing
strecture of infrastructure projects, Le. to extend the treatment lo infrastructure corporates.
The Commission, after consuiting the EBA, wili report on the trends in the market for
infrastruciure investments and the effective risk profile of those investments and shail submit
this report o the European Parliament and the Council together with any appropriate
proposal.

INVESTMENT FIRMS REVIEW {CRR)

The review under Article 308(3) on investment tirms is now in its second phase. In a fisst
report published in December 2015, EBA found that the bank-like rules under the CRR were
nol it fur purpose for the majerity of investment firms with the exception of the more
systemic ones that pose visks similar to those faced by credit institutions. At the request of the
Commission. the EBA is condueiing additional analytical work and a data-gathering exercise
n order 1o arliculate a more appropriate and proportionate capital treatment for investment
firms which will cover all parameters of a possible new regime. EBA is expected to deliver
their final input to the Commission in June 2017. As indicated in its 2017 Annual Work
programme. the Commission intends to present legislative proposals setting-up a specific
prudential framework for non-systemic investment firms by the end of 2017

Pending the adoption of these proposals, it is considered appropriaie to allow investment
lirms that are not systemie 1 apply the CRR in the version as it stood before the amendments
come inte force. Systemic investment tirms will, for their part, be subject te the amended
sersion of the CRR. This will ensure that systemic tirms are treated appropriately while
alleviating the regulntory burden for non-systemic firms who would otherwise have to
wempaoranly apply a new set of tules designed for eredit institutions and systemic investment
lirms during the period preceding the final adoption of the dedicated investment firms’
prudential framework that will be proposed in 2017,
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INTRODUCING A MODIFIED FRAMEWORK FOR INTEREST RATE RISK (CRR AND CRD)

Following developments at international level on the measurement of interesl rate risks.
Articles 84 and 98 of the CRD and Article 448 of the CRR are amended in order to introduce
a revised framework for capluring interest rate risks for banking book pasitions. The
amendments include the introduction of a common standardised approach that instituticns
might use to capture these risks or that competent authorities may require the institution to use
when the systems deveioped by the institution to capture these risks are not satisfactory,
improved outlier test and disclosure requirements. In addition. EBA is mandated, in Article 84
of the CRD, to elaboraie the details of the standardised methadology the criteria and
conditions that institutions should follow to identify, evaluate, manage and mitigate interest
rate risks and, in Article 98 of the CRD, 1o define the six supervisory shock scenarios applied
1o interest rates and the common assumption that institutions have to implement for the eutiier
test,
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Proposal for a
REGULATION OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL
amending Regulation (EU) No 575/2613 and Regulation (EUY No 648/2012

(Text with EEA relevance)

THE FUROPEAN PARLIAMENT AND THE COUNCIL OF THE EUROPEAN UNION,

Having regard to tiwe Treaty on the Functioning of the Ewropean Union, and in particular
Article 114 thereof,

Having regard 10 the proposal from the European Commission,

Adier transimission of the drafl legislative act (o the national partiaments,

Having regard to the opinien of the European Economic and Social Committee'?,
Having regard 16 the opiaion of the Committee of the Regions'®,

Acting in accordance with the ordinary legislative procedure,

Whereas:

2] In the aflermath of the binancial cnsis that unfolded in 2007-2008 the Union
implemented a substantial reform of the linancial services regulatory framework {o
enhance the resilience of its financiad institutions, The reform was largely based on
internationaily apreed standards. Among its many measures. the reform package
inciuded Regulation (LU} No 575/2013 and Direetive 2013/36°EU which strengthened
the prudential requiremnents Ior credit institulions and investment firms.,

2 While the reforms have rendered the [inancial system more stable and resilient against
mamy Lypes of possible future shocks and erises, they did not address all identified
problems. An important reason for that was that intemational standard setters, such as
the Baset Comimittec on Banking Supervision and the Financial Stability Board, had
not Tinished thewr wark on anternationally agreed solutions to tackle those problems at
the lime. Now that work on important additional reforms has been completed, the
outstanding problems should be addressed.

(3} The Commission recognised the need for further risk reduction in its Communication
of 24 November 2015 and committed o bring forward a legislative proposal that
builds on internationally agreed siandards. The need for further concrete legislative
sleps 10 he taken in terms of reducing risks in the financial sector has been recognised
also by the Council Conclusions from 17 June 2016.
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Any risk reduction measures should not only further strengthen the resilience of the
European banking system and the markets' confidence nt it, but should also provide
the basis for further progress in completing the Banking Union. They should also be
considered against the background of broader challenges affecting the Union
ecanomy, especially the need to promote growth and jobs at times of uncertain
economic outlook, In this context, various major policy initialives, such as the
Investment Plan for Europe and the Capital Markets Unjoa have been launched in
order to strengthen the economy of the Union. It is therefore important to ensure that
any risk reduction measures interact smoothly with such policy iniliatives as well ag
with broader recent reforms in the financial sector.

The provisions of this amending Regulation are equivalent 1o internationally agreed
standards and in particular ensure the continued equivalence of Directive 2013/36/EC
and this Regulation with the Basel 1T framework. The targeted adjustments in order te

reflect Union speciticities and broader poficy considerations are [imited in lerms of

scope or fime in order not to impinge on the overall soundness ol the prudential
framework,

Existing rules should also be improved in order to ensure that they can be applied in a
more proportignate way and that they do not create an excessive compliance burden,
especialty for smaller institutions.

The leverage ratio contributes to preserving financial stability by acting as a backstop
to risk based capital requirements and consiraining the building up of excessive
teverage during economic upturns. Therefore, a leverage ratio requirement should be
introduced to complement the current system of reporting and disclosure of the
leverage ratio.

In order not to unnecessarily constrain lending by institutions to corporates and private
households and to prevenl unwarranted adverse impacts on macket fiquidity, the
leverage ratio requirement should be set at a level where it acts as a credible backstap
to the risk of excessive leverage withou! hampering economic growth.

EBA has concluded in its report to the Commission that a Tier | capital leverage ratio
calibrated at 3% for any type of credit institution would constitute a credible backstop
function. Also at international level a 3% leverage ratio requirement was agreed. The
leverage ratio requirement should therefore be calibrated at 3%.

A 3% leverage ratio would constrain certain business models and lines of business
more than others, In particufar public lending by public development banks and
offictally guaranteed exporl credits would be impacted disproportionally and the
leverage ratio should be adjusted for these types of exposures.

The provision of central clearing services by credit institutions to clients should not be
undermined by the introduction of a leverage ratio requirement. Therelore. the inilial
marging on centrally cleared derivative transactions that credit institutions receive in
cash from clients and pass on to the CCP, should be excluded from the leverape ratio
exposure measure,
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‘the Basel Committee has adopted frequently asked questions and revised rules on the
leverage ratio. The CRR should be aligned with these inlernationally agreed rules and
frequently asked questions so as to enhance the international level playing field,

The Financial Stability Board {FSB) has published on 9 November 2015 the Total
[oss-Absorbing Capacity (TLAC) Term Sheet (the TLAC standardy which was
endorsed by the G-20 at the November 2015 sumnmit in Turkey. The TLAC slandatd
requires global systemically important banks (G-S$1Bs), to hold a sufficient amount of
highty loss absorbing (bail-in-able) liabilitics to ensure smooth and fast absorption of
losses and recapitalisation in resolution. In its Communication of 24 November 2015,
the Commission committed to bring forward a legislative proposal by the ead of 2016
that would enable the TLAC standard Lo be implemented by the internationally agreed
deadline of 2019,

The implementation of the TLAC standard in the Union needs to account for the
existing minimum requirement for own tunds and eligible liabilities (MREL) in
Directive 2014/5%EL, As TLAC and MREL pursue the same objective ot ensuring
that mstitutions have sufficient loss absorbing capacity, the iwo requirements are
complementary clements of a common framework. Operatienally, the harmonised
minimum level of the TLAC standard is reflected in amendments to this Regulation
introducing a requirement for own funds and eligible liabilities, white the fiem-specific
add-on for G-Slis and the fiem-specilic requirentent for non-G-Slls is addressed
through targeted amendments to the Directive 2034/59%/EU and of Regulation (EU) No
806/2014. The relevant provisions introducing the TLAC standard in this Reguiation
(ELi) should be read together with those in the aforementioned pieces of legislation
and with Directive 2013/36/CU.

Given thal the FSB term-sheet only covers glabal systemically important banks, the
minimum requirement for a sufficient amount of highly loss absorbing liabilities
introduced in this Regulation only applics in the case of G-Slls. On the contrary, the
rules conceming eligible liabilities introduced in this Regulation apply to all
institulions, in line with the complementary adjustients and requirements in Directive
2014/53%EL.

In line with the FSB term sheet the requirement on own tunds and eligible liabidities
applics to resolution entities which are either themselves G-Sls or are pant of a group
identified as G-S!. Depending on whether such resolution entities are stand-alene
institutions with no subsidiaries, or parent undertakings, the requirement should apply
on an individual basis and respectively on a consolidated basis.

Under Directive 2014/39/EU resolulion tools may apply not only to institutions but
also to financial holding companies and mixed financial holding companies. Parent
financial holding companies and parent mixed financial holding companies should
therefore have sufficient loss absorption capacity in the same way as parent
institutions.

In order 1o ensure the effectiveness ol the requirement on own funds and cligible
liabilities. it is essential that the instruments held for meeting the requirement have a
high capacity of loss absorption. Liabilities that are excluded from the bail in tool in
Directive 2014:59515, as well as other liabilities which although bail-in-able in
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principle might raise difficulties for being bailed in in practice should therefore he
excluded from eligibility for the requirement on own funds and eligible liabilities. On
the contrary, capital instruments, as well as by subordinated liabilities display high
loss absorption capacity. Also, the ioss absorption potential of liabilities that rank pari
passu with cerlain exctuded liabilities should be recognised up (o a certain extent, in
line with the FSB term-sheet.

In view of avoiding double counting of liabilities for the purpase of the requirement on
own funds and eligible liabilities, rules should be introduced for the deduction of
holdings of eligible liabilities items that mirror the corresponding deduction approach
already developed for capital instruments. Under this approach, holdings of cligible
liabilities instruments should first be deducted from eligible liabilities and to Lhe exlent
there are no sufficient liabilities from Tier 2 capital instruments.

The FSB term-sheet contains some eligibifity criteria that are stricter than current
eligibility criteria for capital instruments. To ensure consistency. eligibility criteria lor
capital instruments will be aligned as regards the non-eligibility of instruments issued
through special purpose entities as of 1 January 2022

Under Regulation (EU} $75/2013, reporting requitemenis arc subject lo an
overarching proportionality principle. Respondents to the Commission’s call for
evidence on the EU regulatory framework for financial services. however. ofien
regarded the existing supervisory reporting requirements as disproportionale or
overlapping. The EBA should report on where proportionaliy of the Unjon
sitpervisory reporting package could be improved in Lerms of scope. granularity or
frequency. Furthermore, competent authorities should only require information which
is not duplicative relative to information which is or may be already available 10 them
through other means or which has been required from the institution under a different
enabling legal proviston,

Regulation (EU) No 575/2013 introduced specific tules on own funds requirements for
institutions’ exposures to central counterparties (CCPs). The introduction of those rules
represented an important change in terms of the measurement. monitoring and
management of such exposures as they had previcusly atlracted no own funds
requiremeats. Those rules implemented internationally agreed interim standards
published by the Basel Committee.

Since the adoption of Regulation (EU) No 575/2013, the international standards were
amended in order to improve the treatment of exposures 1o qualifying CCPs (QCCPs).
Notable revisions to the international standards incfuded the use of a single method for
determining the own funds requirement for exposures due to default fund
contributions, an explicit cap on the overall own funds requirements applied to
exposures to QCCP's, and a more risk-sensitive approacl for capturing the value of
derivatives in the calculation of the "hypothetical” resources of 8 QCCP. Al the same
time, the treatment of exposures to non-qualifying CCPs was left unchanged, Given
that the revised international standards introduced a treatment that is beuer suited (o
the central clearing environment, EU law should be amended Lo incorporate those
standards.
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The treatment of exposures in the form of units or shares in CIUs should be risk
sensilive and promele transparency with respect to the underlying exposures of ClUs,
in order to promote adequale risk management of these expostres by institutions. To
this end, the Basel Commitiee has adopted revised standards selting a clear hierarchy
of approaches to calculate risk weights reflecting the degree of transparency over the
underlying exposures. Regulation (EU) No 575/2013 of the European Parliament and
of the Council should be aligned with those internationally agreed rules so as o
enhance he intemational level playing field.

Regulation {EUJ) No 575/2013 allows institutions the choice between three different
standardised approachies for caleulating the exposure value of derivative transactions
under the counterparty credit risk framework: the Standardised Method (SM"). the
Mark-to-Market Method ('MtMM') and the Original Exposure Method ('OEM?). These
approaches are also used in other areas of that Regulation, including the rules on own
fund requirements for risks related to credit valuation adjustments. own Fund
requirements for trade exposures to CCPs, rules on large exposures and rules on the
leverage ratiq.

The existing standardised approaches sulfer from several shortcomings. The three
main ones are that they do nol recognise appropriately the risk-reducing nature of
collateral in the exposures, that their calibrations are outdated and do not reflect the
high level of volatility observed during the financial crisis, and that they do not
recognise appropriately netting benelits. In order to address those shortcomings, the
BCHS decided 10 reptace the SM and the MBVM with a new standardised approach to
compute the exposure value ol derivatives exposures, the so-called Standardised
Approach for Coumterparty Credit Risk (SA-CCR'). Given that the revised
internotional standards introduced a treatment that is better suited to the central
clearing envivonment, EU law should be amended to incorporate those standards.

The SA-CCR is more risk-sensitive and should therefore lead to own funds
requirements that better reflect the risks related to institutions' derivatives transactions.
At the same time, the SA-CCR is more complex for institutions te implement. For
some of the institutions which currently use the MtM method the SA-CCR may prove
lo be tou complex and burdensome 1o implement. For those institutions, a simplified
version ol the SA-CCR should be introduced. Since such a simplified method would
be less risk sensitive than the SA-CCR, it should be appropriately calibrated in order
1o ensure that it dees not underestimate the exposure value of derivatives transactions.

For institutions which have very limited derivatives exposures and whick currently use
the GEM, both the SA.CCR and the simplified SA-CCR may be too complex to
implement. The OEM should therefore be kept for those institutions, but should be
revised in order (o address its major shortcomings.

In order to guide the choice of which of Lhe approaches an institution is permitied to
use clear erileria should be introduced. The criteria should be based on the size of the
derivatives exposures of an institution,

During the financial erisis, tading book losses in some EU institutions were
substantial and. for some of them, the level of capital required against these osses
proved insuflicient leading them 1o seek extraordinary public financial support as a
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result. These observations led the regulatory community 10 improve a number of
weaknesses in the prudential treatment for trading book positions which are the own
fund requirements for market risks.

In 2009, a first set of reforms were finalised at international level (known as the 'Basel
2.5" package of reforms) and transposed in the EU via Directive 2010/70/E1) {CRD
111}. These reforms, subsequently retained in this Regulation, sought lo increase the
overall own fund requirements for market risks which was the most pressing
deficiency in measuring those risks.

However, the 2000 reform did not address the structural weaknesses of the awn {und
requirements for market risk standards. The lack of clarity about the boundary between
the trading and banking books gave opportunities for regulatory arbitrage while the
lack of risk sensitivity of the own fund requiremens for market risks did not allow to
capture the full range of risks to which institutions were exposed. The robustness of
institutions' internal models for market risks also needed to be strengthened.

The Basel Committee for Banking Supervision initiated the Fundamental review of the
trading book (FRTB) to address those weaknesses. This work was concleded in
January 2016. The FRTB standards cnhance the risk-sensitivity of the market visk
framework by seiting an amount of own fund requirements more proportionate with
the risks of trading book positions. In addition, these standards clarify the definition of
the boundary between banking and trading book making it less.

The implementation of the FRTB standards in the EU needs to presenve the good
functioning of financial markets in the EU. Recent impact studics aboul the FRTB
standards showed that a steep increase in the overall own fund requirement for market
risks could be foreseen for most of European instilutions as a resull of the
implementation of the FRTB standards. As a consequence, in order to aveid a sudden
contraction of trading businesses in the EU, a phase-in period is introduced for
institutions to recognise the overall level of own tund requirements for market risks
generated by the transposition of the FRTB standards in the EU. Particular attenfion
has also been paid to European trading specificities and adjustments to have been
made to the own funds requirements for sovereign and covered bonds, and simple,
transparent and standardised securitisations.

Finally, a proportional treatment for market risks should apply to institutions with
limited trading book activities, To this end, more institutions with smali trading
activities will apply the eredit risk framework for banking bock positions as set out
under the derogation for small trading book business. In addition, institutions with
medium-sized trading book will be allowed 10 use a simplitied standardised approach
for caleulating the own fund requirements for market risks in line with the approach
currently it use under CRR.

The large exposures framework should be strengthen to improve the abitity of
institutions o absorb losses and to better align with international standard, To this end
a higher quality of capital should be used as capital base tor the calculation of the farge
exposures limit and exposures to credit derivatives should be calculated with the
Standardised Approach for Counterparty Credit Risk. Moreover, the limit concerning
the exposures that G-8!Bs have toward other G-SIBs should be lawered to reduce
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systemic risks related to interlinks among large institutions and the probability that the
detault ot G-S1Bs counterpariy may have on financial stability.

During the financial crisis, institutions made use of excessive amounts of short-term
wholesale funding to finance their long term aclivities, When short-term funding
became unavailable, institutions were either forced to request emergency liquidity
assislance from central banks or engape in 'fire sales’ of assets, triggering a downward
spiral in prices and croding their liquidily positions, with the ultimate consequence of
driving a number of them into insoivency, Some credit institutions also had 1o be
bailed-out by their governments. These crisis periods were generally preceded by
years of extensive fong-lerm assets growth without a similar increase in stable tunding
SOUICES.

Article 413(1) of Regulation (E[}) No $75/2013 imposes a stabie funding requirement
on institutions tormulated in general terms as an obligation to "ensure that long term
abligations are adequately met with a diversity of stable funding instruments under
both normal and stressed conditions”. Purspant to Article 510{3) and in accordance
with reeital (112} Regulation {EU} No 575/2013, the Comniission shall, if appropriate,
submit a legislative proposal to the co-lepislators 1o specify in detail that stable
funding requirement, taking into account the recommendations of the report of 15
[Yecember 2015 prepared by the European Banking Authority (EBA) pursuant io
paragraphs b and 2 of Article 310 of Regulation (EU) No 575/2013. Until the
specification and introduction of binding minimum standards for stable tunding
requirements in the Union, Member States may maintain or introduce national
provisions in this area,

While the [LCR ensures thal credit institutions and systemic investment {irms will be
abic to withstand a severe stress on a short-lerm basis it does not ensure that they will
have a sustainable slablc funding structure on a longer-term horizon. General
requirements on stable funding introduced by Regulation (EU) No 575/2013 and
market discipline would likely mitigate some of risks related 10 insufficiently stable
fuading, bul are unlikely to prevent institutions from relying on too-high amounts of
short-lerm [unding. Institusions would therefore be more prone to liquidity problems in
situations where markets for short-term funding were disrupted. This would likely lead
o the tailure of those institutions and could have negative consequences on financial
stability in case of cconomic shock. Thus it became apparent that it was necessary to
develop a delailed binding stable funding requirement at EU level which should be
met at all times with the aim of preventing excessive maturity mismatches between
assets and liabilities and overreliance on short-terns wholesale funding,

Cansistent with BCBS stable fuading standards, rules should be adopted to define the
stahlc funding requirement as a ratio of an institution’s "amount of available stable
lunding” o its "amount of reguired slable funding" over a one-year horizon, The
"amount of available stable funding” should be calculated by multiplying an
institution's liabilities and regulatory capital by appropriate factors that reflect their
degree of reliability over the one-year horizon of the NSFR. The "amount of required
stable Tunding” should be calculated by muitiplying an institution's assets and off~
balance sheel exposures by appropriate factors that reflect their liquidity
characteristics and residual matusities over the one-year horizon of the NSFR.
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The NSFR should be expressed as a percentage and set at a minimum level of [00%,
which indicates that an institution holds sufficient stable funding 1o meet its funding
needs during a one-year period under both normal and stressed conditions, Should its
NSFR falls below the 100% level, the institution should comply with the specific
requirements taid down in Article 414 of Regulation {EUY No 575/2013 for a timely
restoration of its NSFR to the minimum level. Competent autherities should assess the
reasons for non-compliance with the NSFR requirement before defining potential
supervisory measures.

In accordance with the recommendations made by the EBA in its report, the yules of

calculation of the NSFR should align closely with the BCBS' standards but the
necessity to take specific account of some European specificities in order to ensure
that the NSFR does not hinder the financing of the European real economy justifies
adopting some adjustments to the Basel NSFR for the definition of the Furopean
NSFR. These adjustments to the European context are recommended by the EBA
NSFR report and relate mainly to specific treatnments for i) pass-through models in
general and covered bonds issuance in particular, whose [unding risk can be
considered as low when assets and liabilities are matched funded: ii) trade finance
activities, whose short-terin transactions are less likely to be rolled-over than other
type of laans to non-tinancial counterparties; iii) centratised regulated savings, whosce
scheme of transfer renders the client deposits (liabilities) and claims on the slate-
controlled fund (assets) interdependent; iv) residential guaranteed loans, whose
specific characteristics make them similar to morlgage loans; v) credit unions. whose
slatutory constraints on investment of their excess of liquidity entail a funding risk
similar to that of non-financial corporates for the institution receiving the deposits; vi}
CCPs not undertaking maturity transformation, whose business modef does not imply
the type of maturity transfermation that the NSFR is meant to address. These preposed
specific treatments broadly reflect the preferential treatment granted to these aclivities
in the European LCR compared to the Basel LCR. As the NSFR complements the
LCR, these two ratios shall indeed be consistent in their definition and calibration.
This is in particular the case for required stable funding factors applied 1o LCR Ligh
quality liquid assets for the calculation of the NSFR that shail rellect the deiinitions
and haircuts of the EU LCR,

Beyond the European specificities, the siringent treatment of derivative transacticns in
the Basel NSFR could have an important impact on institutions® derivatives activities,
and consequently on Eurepean financial markets and on the European economy. and
on the access to some operations (e.g. hedging of currency risk. interest risk, exposure
to a commodity etc.) for end-users {e.g. corporates, pension funds, public seclor
entities, insurance companies, relail banks ¢tc.).

The treatment of derivative transactions and of some interlinked transactions (e.g.
clearing activities} could be unduly and disproportionately impacted by the
introduction of the NSFR witheut having been subject to extensive quantitative impact
studies and public consultation. The additional requirement to hold 20% ol stable
funding against pross derivatives liabilities is very widely seen as a rough measure that
overestimates additional funding risks related to the potential increase of derivative
liabilities over a one year horizon. 1t then seems reasonable to adopt an altemative
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more risk-sensilive measurc not to hinder the good functioning of EU financial
markets and the provision of risk hedging tools 1o institutions and end-usees, including
corporaies, 1o ensure their financing as an objeclive of the Capitat Market Union.

For unmargined derivatives transactions, whose future funding risk is contingent on
some unpredictable events (e.g. raling (riggers requiring to post callateral) and is best
approximated by their market value {which would be the amount of funding required
should such an event occur), a 10% RSF factor wili apply to their gross derivatives
tinbilities as the 20% RSF factor seems 1o be very conservative {(cquivalent lo
assuming that an wnpredictable event of the type mentioned above has a 20% chance
ol realising over one year). or margined derivatives transactions, an option is
introduced for institutions using SA-CCR (institutions not using SA-CCR have very
smatl derivatives portfolios and should be exempted from tis requirement) to either
apply the 20% RSF lactor as indicated in the Basel standard or to use their PFE as
caleulated under SA-CCR,

This approach is more risk-sensitive and, as it will be introduced in the Regulatian
(EU) No 575/2013 for counterparty credit risk and for the leverage ratio caleufation, it
will not constitute an additional burden for institutions to compute, The Commission is
empowered to adopt a defegated act (o review this treatment it need be, taking into
aceount the conctusions of a report prepared by the EBA. The farget remains to move
to the Basel 20% RSF factor on gross derivatives liabilities for all derivatives
transactions if ao decision to the contrary is taken by 31/12/2022,

The Basel asymmetric treatment between short term tunding, such as repos (stable
lunding not recognised) and short term lending, such as reverse repos (some stable
funding required - 10% if collateralised by Level 1 high quality liquid assets - HQLA
- a5 defined in the LCR and 15% for other transactions) with financial customers aims
al discouraging cxtensive short term funding links between financial institutions which
are a source of iaterconnection and make it more ditficuli to resolve a pastieular
institution without a contagion of risk to the rest of the financial system in case of
failure, However, the calibration of the asymmetry is overly conservative and may
affect the liquidity of securities wsually used as collateral in short ierm transactions, in
particular sovereign bonds. as institutions will probably reduce the volume of their
operations on repo markets. kt could also undermine market-making activities, as repa
markets facilitate the management of the necessasy inventory, Lhereby contradicting
the ohjectives of the cupital market union,

Farthermore, this will make it more difficult to transform these securities into cash
vapidly at a good price, which could endanger the effcctivencss of the LCR whose
logic is to have a buffer of liquid assets that can be easily transformed into cash in case
of liguaidity stress (if the securitics in the bufler become less liquid, the effectivencss of
the mechanisin in case of crisis may be undermined). Eventually, the calibration of
this asymmetry may alfect the liquidity of interbank funding markets, in particular for
liquidity managemient purposes, as it will become more expensive for banks to lend 1o
each other on a short term basis. The asymmetrical treatment is then maintained but
RSE factors are reduced to 5% and 10% respectively {instead of 10% and 15%). The
Comimission is empowered to adopt a delegated act to review this treatment if need be,
taking into account the conclusions of a report prepared by the EBA. The tarpet
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remains Lo move to the Basel RSF of 10% and 15% if no decision to the contrary is
taken by 3i/12/2022,

In addition to the recalibration of the Basel RSF factor that applies lo short term
reverse repo transactions with financial customers secured by sovereign bonds (5%
RSF factor instead of 10%), some other adjustments have proven to be necessary to
ensure that the introduction of the NSFR does not hinder the liguidily of’ sovereign
bonds markets. The Basel 3% RSF factor that applies to Level | HQLA. including
sovereign bonds, implies that institutions would need to liold ready available long-
term unsecured funding in such percentage regardless of the time during which they
expect to hotd such sovereign bonds. This could pelentially further incentivise
institutions to deposit cash at ceniral banks rather than to act as primary dealers and
provide fiquidity in sovereign bond markets, Moreover, it is not consistent with the
LCR that recognises the full liquidity of these assets even in time of severe liguidity
stress (0% haircut). The RSF factor of HQLA Level 1 as defined in the EtJ LCR.
excluding extremely high quality covered bonds, is then reduced from 3% to (%7,

Furthermore, all HQLA Leve! [ as defined in the EU LCR. excluding extremely high
quality covered bonds, received as variation margins in derivatives contracts offset
derivatives assets while the Basel standard only recognises cash regpecting the
conditions of the leverage framework to offset derivatives assets. This will contribute
to the liquidity of sovereign bonds markets. avoid penalizing end-users that hotd high
amounts of sovereign bonds but few cash (iike pension funds) and aveid adding
additional tensions on the demand for cash on repo markets.

The NSFR should apply to institutions both on an individual and consolidated basis,
unless competent authorities waive the application on an individual hasis in
accordance with Articles § or 10 of Regulation (EU) No 575/2013. Il may not be
assumed that institutions will always receive {unding support from other undertakings
belonging to the same group or to the same institutional protection scheme when they
experience difficulties in meeting their payment obligations. However. where no
waiver has been granted for the application of the NSFR at individual level in
accordance with Articles 8§ or 10 of Regulation (EU) Ne 575/2013, (ransactions
between two institutions belonging to the same group or to the same inslitutional
protection scheme should in principle receive symmetrical available and required
stable funding tactors to aveid a loss of funding in the internal market and not to
impede the effective liquidity management in EU groups where liquidity is centrally
managed. Such preferential treatinents should only be granted provided that all the
necessary safeguards are in place, on the basis of additional criteria for cross-border
transactions, and only with the prior approval of the competent authorities involved.

The consolidation of subsidiary undertakings in third countries should take due
account of the stable funding requirements applicable in those countries. Accordingly.
consolidation rules in the Union should not introduce a more favourable treatment for
available and required stable funding in thitd country subsidiary undertakings than that
which is available under the national law of those third countries.

The proviston to market participants of meaningful information about common key
risk metrics is a fundamendlal tenet of a sound banking system as it reduces information
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asymmelry and helps promote comparability of credit institutions” risk profiles within
and across jurisdictions.

T'o enhance comparability and consistency of disclosures by credit institutions the
Basel Commitiee on Banking Supervision (BCBS) published revised Pillar 3
disclosure requirements in Janwary 2015, The BCBS is working on additional
maditicalions 1o those requirements.

To strengthen market discipline and financial stability, it is necessary to enhance the
comparabifity of disciosures on regulatory capital, risk weighted assets, leverape and
liquidity in a way that is consistent with internationally apreed standards. That will
ensure that investors and depositors are sufficiently well informed about the solvency,
leverage and liquidity ol institutions. The mandate ¢f the European Banking Authority
{'LBA" to develop standardised disclosure templates laid down in Article 434a should
therefore be extended to cover all substantial disclosure requirements set oul in
Regulation (EU} 575/2013 of the European Parliament and the Counmcil. When
developing these standards the EBA should take into account the size and complexity
ol institutions, 25 well as the nature and leve! of risk of their activitics.

Respondents to the Commission's call lor evidence on the EU regulatory framework
for linancial services often singled out disclosure requirements as dispropertionate, in
particular for smll institutions. The existing disclosure requirements should therefore
be amended to make them more proportionate and, specificatly, to reduce significantly
the volume of disclosures required {rom smail institutions.

Disclosure requirements at interational and Union leve! change over time in response
to developmenls on financial markets. To react more efficiently to those
developments, the Commission should have a mandate to amend the disclosure
requirements laid down in Regulation (EUJ) 57572013 through a delegated act.

I accordance with Article 508(1) of Regulation (EU) No 575/2013, the Commission
must report 10 the co-legislalors on an appropriate regime for the prudential
superviston of investinent firms and submit. i appropriate, a legislative proposal. Unti
that provision starts applying. investiment {irms other than syslemic investment firns
sheuld remain subject o the national law of Member Stales on the net stable funding
reyuirement. However, investment firms other than systemic investment firms should
be subject 1o the NSFR Jaid down in Regalation {EU) No 575/2013 on a consolidated
basis, where they {orn: part of banking groups.

Instilutions are required 1o report in the reporting currency to their competent
authorities the NSFR as specified in detail in Regulation (EU) No 375/2013 in
accurdance with Article 413 of that Regulation, for all ilems and separately for items
denominated in each significant currency. They shall not be subject to any double
reporting requirements due to the net stzbie funding requirement and be granted
sulTicient ime to gel prepared 1o the entry into force of new reporting requirements.

The application of the expected credit lass provisioning introduced by the revised
international accounting standards on financiaé instruments "IFRS9", may lead to a
sudden significant increase in the capital ratios of institutiens. While discussions are
on-going on the appropriate prudential treatment of the impact of increased expected
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credit losses and 10 prevent an unwarranted detrimental effect on lending by eredit
institutions, the incremental provisioning for credit risk of IFRS9 should be phased in,

Small and medium-sized enterprises (SMEs) are one of the pillars of the Union's
economy as they play a fundamental role in creating economic growth and providing
employment. Given the fact that SMEs carry a lower syslematic risk than larger
corporates, capital requirements for SME exposures should be lower than those for
large corporates to cnsure an optimal bank financing of SMEs. Cwrently. SME
exposures of up to EUR 1.5 millicn are subject to a 23.81% reduction in risk weighte
exposure amount. Given that the threshold of EUR 1.5 nillion for an SME exposure is
not indicative of a change in riskiness of an SME. reduction in capital requirements
should be extended to SME exposures beyond the threshold of EUR 1.5 million and
should amount to 15% reduction of a risk-weighted exposure amount.

Investments in infrastructure are essential to strengthen Europe’s competiliveness and
0 stimulate job creation, The recovery and future growth of the Union econom)
depends largely on the availability of capital for strategic investments ol Furopean
significance in infrastructure, nolably broadband and energy networks, as well as
transport infrastructure, particularly in industrial centres; education, research and
innovation; and renewable energy and energy efficiency. The Investment Plan for
Europe aims at promoting additional funding to viable infrastructure projects through,
inter alia, the mobilization of additional private source of linance. For a number of
potential investors the main concern is the perceived absence of viable projects and the
limited capacity to properly evaluate risk given their intrinsicaily complex nature.

In order to encourage private investments in infrastructure projects it is therefore
essential to lay down a regulatory environment that is able to promote high quality
infrastructure projects and reduee risks for investors. In particular capital charges for
exposures 10 infrastructure projects should be reduced provided they comply wilh a se1
of criteria able to reduce their risk profile and enhance predictahility of cash 1lows.
The Commission should review the provision by [four years after the entry into foree|
in order to assess its impact on the volume of infrastruciure investments by institutions
and its adequacy from a prudential standpoint. The Commission should also consider
whether the scope should be extended to infrastructure investments by corporates.

Article 508¢3) of Regulation {EU) No 575/2013 of the Eurepean Parliament and of the
Council* requires the Commission to report 1o the European Parliament and o (he
Council on an appropriate regime for the prudential supervision of invesiment firms
and of firms referred to in points (2)(b) and (c) of Article 4(1) of that Regulalion. 1o be
followed, where appropriate, by a legislative proposal. That legisiative proposal may
introduce new requirements for those firms. In the interest of ensuring proportionality
and 1o avoid unnecessary and repetitive regulatory changes. investment firms which
are not systemic should therefore be precluded from complying with the new
provisions amending Repulation (EU) No 575/2013. lnvestment firms thal pose (he

i

Regulation {EU) No 5752013 of the European Parliament and of the Counci! of 26 june 2013 on
prudential requirements for credit jnstitutions and investment firms and amending Regulation {EL)) No
64812012 (0J L 176, 27.6.20)3, p. 1).
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same systemic risk as credit institutions should however be subject 10 the same
requitements as those that apply 1o eredit institutions,

HAVE ADOPTED THIS REGULATION:

Arricle |
Regulation (EU) No 57522013 is amended as follows:
(1) Articie 1 is replaced by the following:

"Article |
Scope
This Regulation lays down uniform rules coucerning general prudential requirements that

institutions, tinancial helding companies and mixed financial holding companies supervised
under Direclive 2013/36/EU shall comply with ir relation io the following items:

(i) own funds requirements relating te entirely quantitiable, uniform and standardised
clements of credit risk, market risk. operational risk and settlement risk;

)] requirerenis timiting large exposures:

{c) liquidity requirements refating to entirely quantifiable, uniform and standardised
elements of liquidity risk;

{d} reporling requirements relaled to points (a), (b) and {¢) and to leverage;

() public disclosure requirements.

This Repulation lays down uniform rules concerning the pwn funds and elipible liabilities
requirements thal sesolution entitics that are global systemically important institutions or part
of global systemically imponant institutions shatl comply with.

This Reguiatien does not govern publication requirements for competent authotities in the
lielkl of prudential regulation and supeevision of institutions as sel out in Dircetive
204330 L

(2} Article 2 is replaced by the following

Ydrticle 2
Supervisory powers
1. For the purposes of ensuring compliance with this Regulation, competent authorities

shall have the powess and shall tollow the procedures set out in Directive
2N 33678,

2 For the purposes of ensuring compliance where required in this Regulation,
resolution authorities shall have the powers and shali follow the procedures set out in
Directive 2014/39:EU or in this Regulation,

3. For the purposes of the requirctnents concerning own funds and eligible labilities

compelent authorities and resolution authorities shall cooperate.”

(13} In Acticle 4(4), point (7) is replaced by the tollowing:

]
w
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“7 ‘collective investment undertaking' or 'CIU" means a UCITS as defined in Article

1{2) of Directive 2009/65/EC of the Eurapean Parliament and of the Council'” or an

AIF as defined in point {a) of Article 4(1) of Directive 201 1/61/EU of the Curopean
Parliament and of the Council %"

4 In point {39) of Article 4{1) the following subparagraph is inserted aller the lasl
subparagraph :

“Two or more natural or legal persons that fulfil the conditions of points {(a) or (b)
because of their direct exposure to the same CCP for clearing activities purposes are
considered as not constituting a group of connected clients.”

5 Point (26} of Article 4{1) is replaced by the following:

"(26) "financiai institution™ means an undertaking other than an institution and a purely
industrial holding company, the principal activity of which is to acquire holdings or
to pursue ene or more of the activities listed in points 2 to 12 and poimt 15 of Annex |
to Directive 2013/36/EL), including a financial holding company, a mixed financial
holding company, a payment institution within the meaning of Directive 2007/64/EC
of the European Parliament and of the Council of 13 November 2007 on payment
services in the intemal market (1), and an asset management company. but excluding
insurance holding companies and mixed-activity insurance holding companies as
defined, respectively, in points () and {g) of Anricle 212(}} of Directive
2009/138/EC;"

{6) Point (20) of Article 4(1) is replaced by the following:

"£20) "financiat holding company” means a financial institution, the subsidiaries of which arc
exclusively or mainly institutions or financial institutions, and which is not a mixed
financial holding company,

The subsidiaries of a financial institution are mainly institutions or financial
institutions where at least one of such subsidiaries is an institution and where more
than 50% of the equity, consolidated assets, revenues, personnel or another indicator
deemed relevant by the competent authority of the financial institution are associated
with subsidiaries that are institutions or financial institutions.”,

{N In point (71) of Article 4(1}, letter {b) is replaced by the following:
“(h) for the purposes of Article 97 it means the sum of the following:
(i) Tier 1 capital as referred to in Article 25,

{il) Tier 2 capital as referred 1o in Article 71 that is egual to or less thaa one
third of Tier 1 capital’

(8) Point (a) of point (72) of Article 4(1) is replaced by the following:

Directive 200965 CC of the Eurcpean Parliament and of the Council of 13 July 2009 on lhe
ceordination of laws, regulations and administrative provisions refating fo underakings for collective
investment in transferable securities (UCITS) (OJ L 302 17,11.2009, p. 32),

Directive 2011:61'EU of the European Parliament and of the Council of 8 June 2001 an Alrernative
[nvestment Fund Managers and amending Directives 20034 1/EC and 2009.65 EC and Regulations
(EC) No 10602009 and (EU) No 10952030 (QJ L 174, 1.7.2011,p. 1)
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“a) it is a repulated market or a third-country market considered to be equivalent to a
regulated market in accordance with the procedure set out in poinl {a) of Aricle
25(4) of Directive 2014/63/EL1™,

(%) Point (86) of Article 4(1} is replaced by the following:

"(86) uading book™ means all positions in tinancial instruments and commodities held by an
institution either with trading intent, or in order to hedge positicns held with trading
intent or positions referred to in Article 104(2), excluding positions referred to in
Arlicle t04(3).".

{10) Point (96} ot Acticle 4{1) is replaced by the tollowing:

"(96) "internal hedge™ meuans a position that materially offsets the component risk elements
between a trading book and a non-trading book position or sets of positions or
between two trading desks;".

{1 In Article 4(1) the tollowing points are added:

(129) "resolution authority” means an authority designated by a Member State in accordance
with Article 3 of Directive 2014/59/EL;

(130) "resolution entity” means a resolution entity determined by the resolulion awthority in
accordance with Adicle £2 of Directive 2014/5%EU;

(31) "resolution group” means a resolution entity and its subsidiaries that are not (hemselves
resolution entities and are not subsidianies of another resolution entity;

(132) "EU global systemically impertant institulion” {(EU G-811) means a G-SII identified in
accordance with Article 131(1) and (2) of Directive 2013/36/EU;

(133) "non-CU global systemically important institution”"(non-EY G-5II) means global
syslemically important bankiag groups or banks {((-S1Bs) that are not EU G-SI1s and
that are included on the list of G-81Bs published by the Financial Stability Board, as
wegularly updated;

{134) "material subsidiary” means a subsidiary, that on an individual or consolidated basis
that on an individual or consolidated basis meets any of the following conditions:
{a}) it has more than 3% of the consolidated risk-weighted assets of the its original
parcnt undertaking,

(b) it generates more than 3% of the 1oal operaling income of its original pareat
undertaking;

{c) it has a total ieverage exposure measure larger than 5% of its original parent
undertaking's consolidated leverage exposure measure:

{133} "(3-5L1 enlities” means entities with legal personality that are G-S8lls or are part of an
U G-S11 ar non-EU G-SI11;

(136} "bail-in tool" means the bail-in too as defined in point {57) of Aricle 2(1) of Dircctive
2014/59/EL;
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(137) "group" means a group of undertakings of which at least one is an institution and which
consists of a parent undertaking and its subsidiaries, or undertakings linked to each
other by relationship within the meaning of Article 22 of Directive 2013/34/EL;

(138) “secunties financing transaction™ or “SFT™ means a repurchase transaction, sceurities or
commodities lending or borrowing transaction. or marpin lending transaction;

(139) "systemic investment firm' means an investment firm within the meaning of this
Regulation that has been identified as a G-SIt or an O-SI1 in accordance wilh Article
131¢1) ,(23(3) of Directive 2013/36/EU";

(140} “initial margin" or "IM" means any collateral, other than variation margin, collected
from or posted to an entity to cover the current and potential future exposure ol a
transaction or portfolio of transactions in the time period needed to liquidate these
transactions, or re-hedge their market risks, following the default of the counterparty
lo the transaction or portfolio of transactions,

(141) "Market risk" means the risk of losses arising from movemnents in market prices:

{(£42) "Foreign exchange risk” means the risk of losses arising {rom movements in toreign
exchange rates;

(143) "Commedity risk" means the risk of losses arising from movements in convmodity
prices;

(144) "Trading desk" means a well-identified group of dealers set up by the institution to
jointly manage a porifolio of frading book positions in accordance with a well-
defined and consistent business strategy and operating under the same risk
management structure.”.

(12) In Article 4, the following paragraph is added atter paragraph 3:

"4, EBA shall develop drafi regulatory technical standards specifying in which circumstances
the conditions set out in points (a) or (b) of the first subparagraph of peint (39) are
met.

EBA shali submit those draft regulatory technical standards to the Conunission hy
[one year after the entry into force of the Regulation].

Power is conferred on the Commission to adopt the regutatory technical standards
referred to in the first subparagraph in accordance with Article 15 of Regulation (ELT)
No [1093/2010."

(13) In Article 6, the following paragraph is added after paragraph 1:

"la. By way of derogation from paragraph 1, only institutions identified as resolution
entities and that are an EU G-SII or are part of an EU-GSH and that do not have any
subsidiaries shall comply with the requirement in Article 92a on an individual hasis.

Only material subsidiaries of a non-EU G-811 that are not subsidiaries of an EU
parent institution and are not resolution entities shalt comply to the extent and in the
manrer prescribed in Article 18 with Article 92b on an individual basis.”

{14 Article 7 is replaced by the following:
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"driicle 7
Derogation from the application of prudential requirements on an individual basis

Cuompetent authorities may waive the application o Articte 6(1) to any subsidiary of
an institution, where both the subsidiary and the parent undertaking are established in
the same Member State and the subsidiary is included in the supervision on a
consolidated basis of the parent undertaking, which is an institution, a financial
holding company or a mixed finencial holding company, and all of the following
conditions are satislied, in order to ensure that own funds are distributed adeguately
between the parent uadertaking and the subsidiary:

{a) there is no current or foreseen material practical or legal impediment io the
prompt transler of own tinds or repayment of liabilities by its parent
undertaking;

(b) either the parent undentaking satisfies the competent authority regarding the
prudent management ol the subsidiary and has declared, with the permission of
the competent authorily, that it guarantees the commitments entered into by the
subsidiary, or the risks in the subsidiary are of negligible interest;

ey the risk evaluation, measvrement and control procedures of the parent
undertaking cover the subsidiary;

{d) the parent undertaking holds move than 50 % of the voting rights attached to
shares in the capital of the subsidiary or has the right to appoint or remove a
majority of the members of the management body of the subsidiary.

After consulting the consolidaling supervisor, the competent authority may waive the
application of Article 6(1) to a subsidiary established in a different Member State
than its parent undertaking and included in the supervision on a consolidated basis of
that pavent undertaking, which is an institution, a financial holding company or a
mixed financial holding company, provided that all of the following conditions are
satislied

{a}  the conditions laid down in points (a} to (d) of paragraph I:

{by the institulion grants a guarariee o its subsidiary, which fulfils a1 all times the
lollowing conditions:

(i) the puarantee is provided tor at least an amount equivalent to the amoeunt
of the own funds requirement of the subsidiary whicls it waived;

(i} the guaranlee is triggered when the subsidiary is unable to pay its debts
ar other liabilities as they fall due or 2 determination hay been made in
accordance with Artticle 59(3) of Directive 2014/5%/EU in vespect of the
subsidiacy, whichever is the earliest;

(iii)  the guarantee is fully collateralised through & financiai collateral
arrangement as defined in point (a) of Article 2(1} of Directive
20004 TEC lor at least 50% of its amount;

(iv)  the guarantee and [inancial collateral arrangement are govemed by the
laws indicated by the competent autherity of the subsidiary;

(v the coftmeral backing the guarantce is an item defined as eligible
collateral in accordance with arlicle 197 . which, following appropriately
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conservalive haircuts, is sufficient to fully cover the amount referred to in
point (iii);

{vi)  the collateral backing the guarantee is unencumbered and is not used as
collateral io back any other guarantee;

(vil)  there are no legal, regulatory or operational barriers 1o the transfer of the
collateral from the institution to the relevant subsidiary.

Competent authorities may waive the application of Atticle 6(1) to a parent
institution in a Member Stale where that institution is subject to authorisation and
supervision by the Member State concerned, and it is included in the supervision ena
consolidated basis, and all the following conditions are satislied, in order to ensure
that own funds arc distributed adequately among the parent undernaking and the
subsidiaries:

(a) there is no cutrent or foreseen material practical or legal impediment o the
prompt transfer of own funds or repayment of tiabilities to the parent institution
ina Member State;

(b) the risk evaluation, measurement and control procedures relevant for
consolidated supervision cover the parent institution in a Member State.,

(e} The competent authotity which makes use of this paragraph shall inform the
competent authorities of all other Member States.".

Article 8 is replaced by the following

"Article 8
Derogation from the application of liquidiry requirements an an individucd bosis

The competent authorities may waive in full or in part the application of Part Six 10
ah institution and to all or some of its subsidiaries in the Union and supervise them as
a single liquidity sub-group or to atl or some of the subsidiaries of a financial holding
company or a mixed financial holding company in the Union and supervise these
subsidiaries and the financial holding company or mixed financial holding company
as a single fquidity sub-group so long ag they fulfil ali of the following conditions:

(a) the parent institution, financial holding company or mixed financiat holding
company on a consolidated basis or a subsidiary institution on a sub-
consolidated basis complies with the obligations laid down in Part Six;

(b} the parent institution, financial holding company or mixed financial holding
company on a consolidated basis or the subsidiary institution on a sub-
consolidated basis monitors and has oversight at all times over the fiquidity
positions of all institutions within the group or sub-group. that are subject Lo
the waiver and ensures a sufficient level of liquidity for all of these institutions:

(¢} the institutions, financial holding company or mixed fnancial holding
company have entered inte contracts that, to the satisfaction of the competent
authorities, provide for the free movement of funds between them to enable
them to meet their individual and joint obligations as they come due:
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(&) there is no cument or foreseen material practical or legal impediment o the
futfilment ol the contracts referred to in (¢).

The compelent awthorities may waive in {ull or in pait the appiication of Part Six to
an institution and to all or some of its subsidiaries or 1o all or somne of the subsidiaries
ol a financial holding company or a mixed financial holding company where all
institutions. financial holding company or mixed financial holding company of the
single liquidity sub- group are established in the same Member State and provided
liva! the conditions in paragraph | are fulfilled.

Where institutions, financial holding company or mixed financial holding compuny
of the single liguidity sub-group are cstablished in different Member States,
paragraph | shatl only be applied after lollowing the procedure laid down in Article
21 and only fo the institutions, tinancial holding company ot mixed financial holding
company whose competent authorities agree about the following elements:

{a) their assessinent of the compliance of the organisation and of the treatment of
tiquidity risk with the conditions set ot in Article 86 of Directive 2013/36/EU
across the sinple liguidity sub-group;

{b) the distribution of ameunts, location and ownership of the required liguid
asscls to be held within the singte liquidity sub-group;

tc) the determination of minimum amcunis of ligquid assets 1o be held by
institutions for which the application of Part Six will be waived;

{d} the need for stricier parameters than those set out in Part Six;

{eh unrestricted sharing of complete information between the competent
authorilies;

(f)  a tull understanding of the implications of such a waiver.

Where institwtions of the single liquidity sub-group are established in different
Member States. the competent authority may waive in full or in part the application
ol Pant Six to an institution and 1o all or some ot its subsidiaries provided that al} of
the following conditions are fulfilled:

(a} the conditions laid down in points (a} to (d} of paragraph 1;
(b} the condition laid down in point (a} of paragraph 3;

(€} the parent institution on a consolidated basis or a subsidiary instilution on a
sub-consolidated basis grants a guarantee to the institution or group of
institutions established in another Member State, which fulfils the following
conditions:

(i) the puarantee is provided for an amount at least cquivalent to the
amount of the net liquidity outflows of the institution subject to the
waiver, at individual level, or group of institutions, at sub-consolidated
level, in the Member State which it substitutes, calcutated in accordance
with Delegated Regulation (EU) No 201561 and ot taking into
accounl any preferential wreatment, in particular available under Articies

3 and 34 of Delegated Regulation (EU)) No 2015/61:
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(i) the guarantee is triggered when the institution or group of institutions in
the Member State subject to the waiver is unable to pay its debts or
other liabilities as they fall due or a determination has been made in
accordance with Article 59(3) of Dircctive 2014/5%EU in respect of the
waived institution or group of institutions in the Member State.
whichever is the earliest:

(it} the guarantee is fully collateralised through a financial collateral
arrangement as defined in point (a) of Aricle 2(1) of Directive
2002/47/EC;

{51} the guarantee and financial collateral arrangement are governed by the
laws indicated by the competent authority of the instilution or group of
institulions subject to the waiver:

(iv) the collateral backing the puarantee is eligible as high quality liquid
asset as defined in Chapter 2 of Title [1 of Delegated Regulation (EU)
No 2015/6]1 and, following the application of appropriate haircuts us
defined in Chapter 2 of Title Il of Delegated Regulation (El!) No
2015/61, covers at least 50% of net liguidity outflows of the institution
subject to the waiver, at individual level, or group of inslitutions, al
sub-consalidated level, in the Member State, calculated in accordance
with Delegated Regulation (EU) No 2015/61 and not taking inte
account any preferential treatment, in particular avaitable under Articles
33 and 34 of Delegated Repulation (EU) No 2015/61:

(v) the collateral backing the guarantee is unencumbered and is not used as
collateral to back any other transaction;

(vi} there are no current or foreseen legal, regulatory or practical barriers lo
the transfer of the collateral from the institution to the relevant
institution or group of institutions subject to the waiver.

Competent authorities may also apply paragraphs 1, 2 and 3 to inslitutians which are
members of the same institutional protection scheme referred to in Article [13(7)b).
provided that they meet all the conditions laid down in Articie 113(7), and 10 other
institutions linked by a relationship referved to in Article 113{6) provided that they
meet all the conditions laid down therein. Competent authoritics shall in that case
determine one of the institutions subject to the waiver 10 meet Part Six on the basis of
the consolidated situation of all institutions of the single liquidity sub-group.

Where & waiver has been granted under paragraph ! or paragraph 2, the competent
authorities may also apply Article 86 of Directive 2013/36/EU, or parts thereof. al
the level of the single liquidity sub-group and waive the application of Article 86 of
Directive 2013/36/EU, or parts thereof, on an individual basis.

Where a waiver has been granted uader paragraph 1 or 2 of this Article, for the parts
of Part Six that are waived, the competent authorities shall apply reporting
obligations set out in Article 415 of this Regulation at the level of the singie fiquidily
subgroup and waive the application of Article 415 on an individual basis.
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Where a waiver is nol granted under paragraph | or paragraph 2 to institutions
previously waived on an individual basis, the compeient authorities shall take into
account the lime needed for these institutions to get prepared lo the application of
full or part of Part Six of this Regulation and introduce an appropriate transitional
peried before application of these requirements to these instilutions.”,

Article 11 is replaced by the following:

"Avticle 11
(J‘(:'Ii'('l"thl treatiment
For the purposes of applying the requirements of this Regulation on a consolidated
basis, the 1erms “institutions”, "parent institulions in a Member State”, "EU parent
institution” and “parent undertaking”, as the casc may be, shall also apply to tinancial
holding companics and mixed financial holding companies authorised in accordance
with Article 21a ot Directive 2013/36/EU.

Parent institutions in a Member State shall comply, to the extens and in the manner
prescribed in Atticle 18, with the obligations laid down in Parts Two to Four and Part
Seven on the basis of their consolidated situation. The parent undertakings and their
subsidiarics subject to this Regulation shall set up 2 proper organisalivnal structure
and appropriate inlernal control mechanisms in order to ensure that the data required
lor consolidation are duly processed and forwarded. In particular, they shall ensure
that subsidiaries not subject to this Repulation implement arrangemenis, processes
and mechanisms to ensure a proper consolidation.

By way of derogation from paragraph 2, only parent institutions identified as
resolution entities thal are EU G-Slls or part of EU G-Slls or non-EU G-8lis shall
comply 1o the extent and in the manner prescribed in Article 18 with Article 92aon a
cansolidated basis.

Only EU parent undertakings that are a material subsidiary of non-EU G-8lls and are
ol resolution entities shall comply fo the extent and in the manner prescribed in
Article 18 with Article 92b on a consolidated basis.

CU parent institutions, shall comply with the obligations laid down in Part Six on the
basis of their consolidated situation, if the group comprises vne or more credit
instisutions or investment firms that are authorised to provide the investment services
and aclivities listed in points (3) and (6) of Secction A of Amnex I to Directive
200473%EC, Pending the report {rom the Commission in accordance with Article
508(2) af this Regulation, and it the group comprises only investment firms,
compelent authorities may exempt the EU parent institutions from compliance with
the obtigations laid down in Parl Six on & consolidated basis, taking into account the
nature, scale and complexity of the investment firm's activities.

Where a waiver has been granied under paragraphs | or 2 of Articie 8, the parent
institution, tinancial holding company or mixed financial helding company or a
subsidiary institution shall comply with the obligations laid down in Part Six of this
Regulation on & consolidated basis or on the consolidaied basis of the liquidity
subgroup.”
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5. Where Article 10 is applied, the central body referred to in that Article shzli comply
with the requirements of Parts Two to Eight on the basis of the consolidated situation
of the whole as constituted by the central body together with its aftiliated institutions,

L3 In addition to the requirements in paragraphs 1 1o 4, and without prejudice to other

provisions of this Regulation and Directive 2013/36/EU, when it is justified for
supervisory purposes by the specificities of the risk or of the capital structure of an
institution or where Member States adopt national laws requiring the structural
separation of activities within a banking group. competent authorities may require
the institution to comply with the obligations laid down in Parts Two to Four and
Parts Six to Eight of this Regulation and in Title VII of Dircctive 2013/36/EU on a
sub-consolidated basis.

Applying the approach set out in the first subparagraph shall be without prejudice to
effective supervision on a consolidated basis and shall neither entail disproportionate
adverse effects on the whole or paris of the financial systent in other Member States
or in the Union as & whole nor form or create an obstacle to the functioning of the
internal market. ",

(17)  Article 12 is replaced by the following:

"drticle 12
Consolidated calculation for EU G-SIis with multiple resolution entities

Where more than one G-811 entity belonging to the same EU G-SII are resalution entities, the
EU parent institution of the EU G-8II shall catculate the amount of own funds and eligible
liabilities referred to in Article 92(1)(a). This calculation shall be undertaken based on the
consolidated situation of the EU parent institution as if it was the only resolution entily of (he
EU G-SIL.

Where the requirernent calculated in accordance with the first sub-paragraph is lower than the
sum of the requirements of all resolution entities belenging 10 the EU G-8lI, the resolution
authorities shall act in accordance with Articles 45d(3) or 45h(1) of Directive 2014/59/EU.

Where the requirement calculated in accordance with the first sub-pacagraph is higher than the
sum of the requirements of all resolution entities belenging to the EU G-SlI. the reselution
auhorities may act in accordance with Articles 45d{3) or 45h{1} of Directive 2014/5%/EL."

(18) Artticle 13 is replaced by the following:

“drticle 13
Application of disclosure requiremenis on a consolidated busix

L. EU parent institutions shall comply with the obligations laid down in Parl Eight un
the basis of their consolidated situation.

Significant subsidiaries of EU parent institutions and those subsidiaries which are of
matetial significance for their local market shall disclose the information specified in
Articles 437, 438, 440, 442, 450, 451, 451a, 451d and 453 on an individual or sub-
consolidated basis as applicable in accordance with the level of application of this
Regulation and Directive 2013/36/EU.

44

EN



EN

9

{19}

13

[

RESTREINT UE/EU RESTRICTED |

~
H
L

Institulions identilied as resolution entities that are an EU G-811 or are part of an BU
G-SlIs shall comply with the obfigations taid down in Part Eight on the basis of their
conselidated financial situation.

The first subparagraph of paragraphs 1 and paragraph 2 shall not apply in full or in
part o EU parent institutions, EU parent financial holding companies, EU parent
mixed financial holding companies or resolution entities, to the extent that they arc
included within equivalent diselosures provided on a consolidated basis by a parcnt
undertaking established in a third country.

The second subparagraph of paragraph 1 shall apply to subsidiary institutions of
paient undertakisgs established in a third country where those institutions qualify as
a significant subsidiary.

Where Anticle 10 is applied, the central body referred 1o in that Article shall comply
with the requirements of Part Eight on the basis of the consalidated sitation of the
central body. Article §8(1) shall apply to the central body and the affiliated
instituticns shall be treated as the subsidiaries ot the central body."

Article 18 is replaced by the following:

Article 18
Methods for prudential conselidation

‘The institutions, tinancial holding companies and mixed financial holding companies
that are required 1o comply with the requirements referced to in Section | of this
Chapter on the hasis of their consolidated siwation shall carry out a full consolidation
of all institutions and tinancial institutions that are their subsidiaries. Paragraphs 3 1o
7 ol this Anticle shall not apply where Part Six applies on the basis of the
canselidated situation of an institution, linancial holding company and mixed
financial holding company.

Where institutions are required to comply with the requirements referred to in
Articles 92a or 92b on the basis of their consolidated situation they shall carry out a
full conselidation ol all institutions and financial institutions that are their
subsidiagies 10 the relevant resolution groups.

Where consolidated supervision is required pursuant to Article 111 of Dircctive
2013/36/EU, ancillary services undertakings shall be included in consolidations in
the cases, and in accordance with the methods, faid down in this Article.

Where undertakings are linked by a relationship within the meaning of Article 22(7)
of  Directive 2013/34/EU, the competent authorities shall dcternvine how
consolidation is to be cartied out.

The consolidaling supervisor shall require the proportional consolidation according
to the share of capital held ol participations in institutions and financial institutions
managed by an undertaking included in the consolidation together with one or more
undertakings not included 1n the consolidation, where the liability of those
undertahings is limited to the share of the capital they hold,
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In the case of participations or capital ties other than those referred to in paragsaphs |
and 4, the competent autheritics shall delermine whether and how consolidation s 1o
be carried out. [n particular, they may permit or require use of the equity method.
That method shall not, however, constitute inclusien of the undertakings concerned
in supervision on a consolidated basis,

The competent authorities shall determine whether and how consolidation is to he
carried out in the following cases:

{a} where, in the opinion of the competent authorities. an institution exercises a
significant influence over one or more institutions or financial instilutions. but
without holding a participation or other capital ties in these inslitutions; and

{b)  where two or more institutions or financial institutions are placed under single
management other than pursuant to a contract or ciauses of their memoranda or
articles of association,

In particular, the competent authorities may permit, or require use of, the method
provided for in Article 22(7) to (9} of Directive 2013/34/EU. That method shall nat.
however, constitute inclusion of the undertakings concerned in consolidated
supervision.

EBA shall develop draft regulatory technical standards to specify conditions
according to which consolidation shall be carried out in the cases referred tw in
paragraphs 2 to 6 of this Article.

EBA shall submit those drafl regulatory technical standards to the Commission by 31
December 2016,

Power is delegated to the Commission to adopt the regulatory technical standards

referred to in the first subparagraph in accordance with Articles 10 to 14 of

Regulation (EU)No 1093/2010.
Article 22 is replaced by the following

"Article 22
Sub-consolidation in cases of entities in third countries
Subsidiary institutions shall apply the requirements laid down in Articles 89 to 91
and Parts Three and Four on the basis of their sub-consolidated situation it those
institutions, or the parent undertaking where it is a financial holding company or
mixed financial holding company, have an institution or a financial institution as a
subsidiary in a third country, or hold a participation in such an undertaking,

By way of derogation from paragraph 1 a subsidiary institution may not apply the
requirements laid down in Articles 8% 1o 91 and Parts Three and Four on the basis of
its consolidated situation wiere the total assets of the subsidiary in the third country
arc less than 10 % of the total amount of the assets and off-balance sheet ilems of the
substdiary institution or the parent undertaking on a sub-consolidated basis."

The title of Part Two is amended as follows:
" OWN FUNDS AND ELIGIBLE LIABILITIES"
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22) Point (v) in Atticle 27(1)a) is deleted.
(23 in Article 33{1) point (¢} is replaced by the following

"(c) fair value gains and losses on derivative liabilities of the institution that result from
changes in the own credit risk of the institution.”

{24) In Asticle 36 point {j) is replaced by the following:

“(j) the amount of items required to be deducted from Additional Tier 1 items pursuant to
Arlicle 56 that exceeds the Additional Tier | items of the institution;”

{25) In the tirst subparagraph of Article 39(2), the introductory sentence is replaced by the
foHlowing:

“Delerred tax assets that do not rely on future profitability shall be limited to deferred tax
assels arising {rom temporary differences, created prior to date of entry into force of
lhe amending Regulation), where all the following conditions are met:".

(26) In Article 45(a) point {i} is replaced by the lollowiny:

(1) the maturity date ol the short position is equal 1o or aficr the maturity date of the long
positien or the maturity date of the short position is at least 365 days in the future;"

27y Article 49(2) is amended as follows:

"2. For the purpases of calculating own funds on an individuai basis and a sub-consolidated
basis, institutions subject to supervision on a consolidated basis in accordance with
Chapter 2 of Titie L of Part One shall not deduct holdings of own funds instruments
issued by financial sector entities included in the scope of consolidated supervision.

When calculating own funds and cligible liabilities tor the purposes of Arlicles 92a
and 92b on the basis of the consolidated or sub-consolidated situation of the
resolution enlity, the fivst sub-paragraph shall not apply and institutions subject to
supervision on a consolidated basis in accordance with Chapter 2 of Title il of Part
One shalf not deduct holdings of own funds instruments and eligible liabilities
instrumenis issued by financial sector entities included in the same resolution group
as the institution.”

(28) In Article 52, point (a) is replaced by the following
"(a) the instruments are directly issued by an institution and tully paid up”
(29) In Article 52 point (p) is replaced by the tollowing:

“(p) the law or centractual provisions governing the instruments require that, upon a dectsion
by the resolution authority in accordance with Article 59 of Directive 2014/59/EU,
the principal amount of the instrumens Js to be written down on a permanent basis or
the instrunients are to be converted to Common Equity Tier | instruments;”

(30)  In Article 52 the following points are added afier point (p):

{4} lhe instruments may only be issued under, or be otherwise subject to the laws of a third
counlry if, ander those laws, the application of the write down and conversion
powers telerred to in Article 59 of Directive 2014/59/EU is etfective and enforceable
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on the basis of statutory provisions or legally enforceable contractual provisions for
the recognition of resolution or other write-down or conversion actions:

(1} the instruments are not subject to any set oft arrangements ot netling rights that would
undermine their capacity to absorb losses.”

€13} In Article 56 point (e) is replaced by the following:

"{e) the amount of items required to be deducted from Tier 2 items pursuani to Article 66 that
exceeds the Tier 2 items of the institution;"”

(32) In Article 59(a} point (i) is replaced by the following:

"(i} the maturity date of the short position is equal to or afer the maturity date of the long
position or the maturity date of the short position is at least 365 days in the future:”

(33)  In Articte 62 point (a) is replaced by the following:

"{a) capital instruments and subordinated [oans where the cenditions laid down in Article 63
are met, and 10 the extent specified in Article 64;"

(34)  In Article 63 point (a) is replaced by the follawing:

"(a) the instrurnents are directly issued or the subordinated loans arc directly raised. as
applicable, by an instiwtion and fully paid-up:"

[E5))] In Article 63, point (d) is replaced by the following:

"(d) the ¢laim on the principal amount of the instrumens under Lhe provisions governing the
instruments or the claim of the principal amount of the subordinated foans under the
pravisions governing the subordinaled loans. as applicable, ranks below any claim
from eligible liabilities instruments;”

(36) In Article 63, point (n) is replaced by the following:

"{n) the law or contractual provisions governing the instruments require that, upon a decision
by the resolution authority in accordance with Article 39 of Dircetive 2014:5%EL,
the principal amount of the instrzments is 1o be written down on a permanent basis or
the instruments are to be converted to Common Equity Tier | instruments:

37 In Article 63, the following points are added atter point (n):

"(0) the instruments may only be issued under, or be otherwise subject to the laws of a third
country if, under those laws, the resolution enlity's resolution authority use of its
resolution toals or such other statuiory write-down or conversion powers is effective
and enforceable on the basis of statutory provisions or legally enforceable contractual
pravisions for the recognition of resolution or other write-down or conversion
actions;

{(p) the instruments are not subject to any set off arrangements or netting rights that would
undermine their capacity to absorb losses."

(38)  Article 64 shall be replaced by the following:
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"Article 64
Amaortisation of Tier 2 instruments
L. The full amount of Tier 2 instruments with a residual maturity of more than five
years shall qualify as Tier 2 items.
2. [he extent to which Ticr 2 instruments qualify as Tier 2 items during the {inal five

years of malwily of the instruments is calculated by multiplying the result derived
trom the calculation in point (a) by the amount referred to in point (b) as folfows:

(a}  the carrying amount of the instruments or subordinated loans on the tirst day of

the final live year period of their contractual maturity divided by the number of
calendar days in that period;

{b) the number of remaining calendar days of contractual maturity of the
instruments or subordinated toans,

(39} In Article 66 the following point (¢} is added:

"{e) the amount of items reguired to be deducted from eligible liabilitics items pursuant to
Article 72¢ that exceeds the eligibie Liabilities of the institution.”

(40) In Article 6%(a) poini (i} is replaced by the following:

"{i) the matarity date of the short position is equal (o or after the maturity date of the long
position or the maturity date of the short position is at least 365 days in the future;".

[E18) The following Chapter 5a is inseried alier Aticle 72:

"CHAPTER 5a
Eligible liabilities

SECTION 1
E11GIBLE LIABILITIES ITEMS AND INSTRUMENTS

Article 72a
Eliyihie liabilities ifems

l. Lisgible liabilities items shall consist of the following, unless they fall into any of the
categorics of excluded liabilities laid down in paragraph 2:

{a) eligible liabilities instruments where the conditions laid down in Article 72b
are met, to the extent they do not qualify as Common Equity Tier 1, Additienal
Tier 1 and Tier 2 items; and

{b)  Tier 2 instruments with a residual maturity of at least one year to the extent
they do not qualily as Tier 2 items in accordance with Article 64.

2 Ihe fallowing liabilities shall be excluded from eligible liabilities items:
(a) covered deposils;

(h)  sight deposits and short term deposits with an original maturity of less than one
year;
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the part of eligible deposits from natural persons and micro. smatl and
medium-sized enterprises which exceeds the coverage level provided for in
Article 6 of Directive 2014/4%/EU;

deposits that would be eligible deposits from natural persons, micro, small and
medium-sized enterprises were they not made through branches located
outside the Union of institutions established withir the Union;

secured liabilities, ineluding covered bonds and liabilities in the lorm of
financial instruments used for hedging purposes which form an integral part of

the cover pool and which according to nationai law are secured in a way
similar to ¢overed bonds, provided that all secured assels relating lo a covered
bond cover pool remain unaffected, segregated and with enough funding and
excluding any parl of a secured liability or a liahility for which coilateral has
been pledged that exceeds the value of the assets, pledge. lien or collateral
against which it is secured;

any liability that arises by virtue of the holding of clieant assets or elient money
including client assets or client money held on behalf collective investment
undertakings, provided that such a client is protected under the applicable
insolvency law;

any liability that arises by virtue of a fduciary relationship belween the
resolution entity or its subsidiaries {as fiduciary) and another person (as
beneficiary) provided that such a beneficiary is prolected under the applicable
insolvency or civil law;

liakilities to institutions, excluding entitics that are part of the same group, with
an original maturity of less than seven days;

liabilities with a remaining maturity of less than seven days, owed to systems
or operators of systems designated according to Directive 98:26/EC or (hetr
participants and arising from the participation in such a system;

a liability to any one of the following:

(i) an employee, in telation to accrued salary, pension benefits or other
{ixed remuneration, except for the variable compenent of remuneration
that is not regulated by 2 collective bargaining agreement. and except
for the variable component of the remuneration of malerial risk takers
as identified in Article 92(2) of Directive 2013/36/EU;

{(ii} a commercial or trade creditor arising from the provision to (he
institution or the parent undertaking of goods or services that are
critical to the daily functioning of its operations. including 1T services,
utilities and the rental, servicing and upkeep of premises:

(ifi) tax and social security authoritics, provided that those liabilities are
preferred under the applicable Jaw;

(iv) deposit guarantee schemes arising from contributions due in accordance
with Directive 2014/4%EU.

liabiiities arising from derivatives;
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liabilities arising from debt instruments with embedded derivaiives.

Article 72b
Eligible labilities instraments

Liabilities shall quality as eligible liabilitics instruments provided they comply with
llse conditions laid down in the foflowing paragraphs and only to the extent specified
in those paragraphs.

Liabitities shall qualify as eligible liabilities instruments provided that all of the
lollowing conditions are met:

(a)

(b}

(e}

{n

1)

(h)

the liabilitics are directly issued or raised, as applicable, by an institution and
are fully paid-up;
the liabilities are not purchased by any of the following:

{t} the institution or an enlity included in the same resolution group;

(i} an underlaking in which the institution has a direct or indirect
participation in the form of ownership, direet or by way ol control, of
20% or more of the voling rights or capital of that uadertaking;

the purchase of the liabilitics is not funded directly or indirectly by the
resclution entity;

the claim on the principal amount of the liabilities under the provisions
poverning the instruments is wholly subordinated to claims arising from
excluded liabilities referred to in Article 72a(2);

the liabililies e npeither secured, nor subject to a guarantee or any other
arrangement that enhances the seniority of the claim by any of the following:

(i) the instiution or its subsidiaries;
{ti} the parent undertaking of the institution or its subsidiaries;

{iii} any undertaking that has close links with entilies referred to in points (i)
and {ii):
the linbilities are not subject to any sct off arrangements or netting rights that
would undennine their capacity to absorb losses in reselution;

the provisions guverning the liabilities do nel include any incentive for their
principal amounl to be called, redeemed, repurchased prior to their maturity ar
repaid early, as applicable by the institution;

subject 10 Article 72¢(2), the Habilitics are not redeemable by the Lolders of the
instruments prior to thelr naturity;

where the liabilitics include one or more call options or early repayment
options, as applicable, the aptions are exercisable at (he sole discretion of the
issuci;

the liabilities may be called, redeemed, repurchased or repaid early only where
the condittons faid down in Arlicles 77 and 78 are met;
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the provisions governing the liabilities do not indicate explicitly or implicitly
that the liabilities wauld or might be called, redeemed, repurchased or repaid
early, as applicable by the resolution entity other than in the insolvency or
liquidation of the institution and the institution does not otherwise provide suech
an indication;

the provisions goveming the fiabilities do not give the holder the right 1o
accelerate the future scheduled payment of interest or principal, other than in
the insolvency or liquidation of the resolution entity;

the level of interest or dividend payments, as applicable. due on the liabilities
will not be amended on the basis of the credit standing of the resolution emtity
or its parent undertaking;

the contractual provisions governing the liabilities require that, upon decision
by the resolution authority in accordance wilh Article 48 of Directive
2014/59EU, the principal amount of the liabililies be written down on a
permanent basis or the liabilities be converted to Commeon Equily Tier |
instrumenis.

The subordination requirement referred 1o in point (d} shall be considered to be met
in any of the following situations:

(i) the contractual provisions governing the liabilities conlain a clause
stating that the claint on the principal amount of the instruments ranks
below claims arising from any of the excluded liabilities referced to in
Article 72a(2) in the event of normal inselvency proceedings as delined
in point 47 of Article 2(1) of Birective 2014/59/EU:

(i) the law governing the liabilities specifies that the claim on the principal
amournt of the instruments ranks below ¢laims arising from any ol the
excluded liabilitics referred to in Article 72a(2) in the event of normal
insolvency proceedings as defined in point 47 of Article 2{)) of
Directive 2014/59/CL:

(iii) the instruments are issued by a resolution entity which does not have on
its balance sheet any excluded liabilities referred to in Article 72a(2}
that rank pari passu or junior to eligible liabilities instruments
[structural subordination).

In addition to the liabilities referred 1o in paragraph 2, [iabilities shall qualify as
elipible liabilities instruments ugp to an aggregate amount that does not exceed 3,5%
aof the total risk exposure amount calculated in accordance with paragraphs 3 and 4 of
Article 92, provided that

(a)
()]

{c)

all the conditions laid down in paragraph 2 except tor the condition in point (d)
are met; and

the liabilities rank pari passu with excluded liabilities referred 1o in Arlicle
72a(2);

the inclusion of such liabilities in eligible liabilities items does not have a
material adverse impact on the resalvability of the institution.
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An institution nay decide not to include in eligible liabilities items the liabilities
retenred Lo in paragraph 3. Where an institution takes that decision, in addition to the
liabilisies referred o in paragraph 2, liabilities shall quatify as eligible liabilities
instruments, provided that all of the following conditions are met:

{a} the decision by the instilution noi 1o include in eligible liabilities items
liabilities relerred 1o in paragraph 3 is effective, in accordance with paragraph
5

(b)  all the conditions laid down in paragraph 2 except for the condition in point {d)
are mel;

{c} the liabilities rank pari passu or senior to excluded liabilities referred to in
Article 72a(2),

(d) on the balance sheet of Lhe instituiion, the amount of excluded liabilities
referred to in Article 72a(2) which rank pari passu or below these liabilities in
insoivency does not exceed 5% of the sum of the own funds and eligible
liabilities ol the resoluticn entity;

{¢) the inclusion ol suck liabilities in eligible liabilitics items does not have a
material adverse impact on the resolvability of the institution,

The decision referred to in paragraph 4 shall specify whether the resolution entity

intends either to include in eligible labilities items the liabilities referred (o in

paragraph 4 or not 1o include any of the tabtlities reforred to in paragraphs 3 and 4.

A resolution entity may not decide to include in cligible labilities items liabilities

reterred to in both paragraphs 3 and 4.

The decision shall be published in the aanual report and shall take effect 6 months

atter the publication of the annval report. The decision shall be effective for at least
One year,

The campetent authorities shall grant institutions permission to recognise guarantees
as eligible liabilitics instrements provided that all of the following conditions are
fulfilled: ’

{a) the guarantor is a parenl undertaking of the institution;
fby  the guarantee meels the requirements faid down in Article 194(6);

{c) the guarantor has posted cellateral that is elipible collateral in accordance with
Article 197 in a way that the institution would be able to recognise the
collateral under Article 194(3) and (4) if the guarantee was a loan by the
institution and the guarantor was the obligor;

{d) the amoun? of eligible liabilities items recognised due to the guarantee does not
exceed Lhe volatility-adjusted value of the collateral in accordance with Article
223,

{e)  the tevms of the guarantee do not hinder the loss absorption capacity of the
inslilulion's other own funds and eligible liability insiruments.

When cxamining whether the conditiens of this paragraph are fulfilled, the
competent authority shall consult the resolution authority.
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Article 72¢
Amortisation of eligible Habilities instruments

1. Eligible liabilities instruments with a residual maturity of at [east one year shall lully
qualify as eligible liabilities items.

Eligible liabilities instruments with a residual maturily below one year shall not
qualify as eligible liabilitics items.

2. Far the purposes of paragraph 1, where a eligible liabilities instrument includes a
holder redemption option exercisable prior lo the original stated maturity of the
instrument, for the proposes of this Anticle, the maturity of the iastrumem shall be
defined as the earliest possible date on which the holder can exercise the redemption
option and request redemption or repayment of the instrument.

Article 72d
Consequences of the eligibility coneitions ceasing 1o he et

Where in the case of a eligible liabilities instrument the applicable conditions laid down in
Article 72b ceasc to be met, the liabilities shall immediately cease to qualify as eligible
liabilities instruments.

Liabilities referred to in Article 72b(2) may continue to count as eligible liabilities
instruments as long as they quality as eligible liabilities instruments under Article 72b{3) or
Article 72b(4).

SECTION 2
DEPUCTIONS FROM ELIGIBLE, LIABILITIES FTEMS

Article 72¢
Deductions from eligible liahilities itemy

1. Institutions that are subjeet to Article 92a shall deduct the [ollowing Irem eligible
liabilities items :

(a) direct, indirect and synthetic holdings by the institulion of own eligible
tiabilities instruments, including own liabilities thal a resolution entity could be
obliged to purchase as a result of existing contractua? obligations

{b) direct, indirect and synthetic holdings by the institution of eliyible liabilities
instruments of G-SII entities with which the institution has reciprocal cross
holdings that the competent authority considers to have been designed 1o
artificially inflate the loss absorption and recapitalisation capacity of the
resalution entity;

(¢} the applicable amount determined in accordance with Article 72i of direct,
indirect and synthetic holdings by the institution of eligible tiabilities
instruments of G-SII entities, where the instituticn does not have a significant
investment in those entities;
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(d)  direct, indirect and syathetic holdings by the institution of eligible liabilities
instruments ot G-SIE entities, where the institution has a significant investment
in thesc entitics, excluding underwriting positions held for fewer than five
working days,

For the purposes of this Section, all instruments ranking pari passu with eligible
liabilities instrumenss shall be treated as cligibfe liabilities instruments, with the
exceplion of instruments ranking pari passu with instrumenis recognised as eligible
liabilities pursuant to Article 72b(3) and (4).

For the purpeses ol this Section, institutions may calculate the amount of hoidings
(h} of eligible liabilities instruments referred to in Article 72b{3) as follows:

L ~i—:j

where
i = the index denoting the issuing institution;
I the tolal amouny of holdings of eligible liabilities of the issuing institution i

reterred to in Article 72Db(3);

b - the amount of fabilities included in eligible Liabilitics items by the issuing
institution 1 within the limits specified in Article 72b(3} according to the latest
disclosures by the issuing institution;

L, - the total amount of the outstanding liabilities ot the issuing institution i
reterred to in Article 72b{}) according to the latest disclosures by the issuer.

Where an EU parent institution or a parent institution in a Member State that is
subject to Agticle 92a has direct, indireci or synthetic hoidings of own funds
instruments or eligible labilitics instruments of onc or more subsidiaries which do
nol belong 1o the same resolution group as that parent instituwtion, the resolution
autharity of that parent institution, after consulting the resolution authorities of any
subsidiarics concerned, may permit the parent institution to derogate from paragraphs
1{¢), 1(d) and 2 by deducting a lower amount specified by the home resolution
authority, This lower amount must be at least equal to the amount {my) ealculated as
follows:

o L0, P = [0+ P e Rel)
,

Where
i the index denoting the subsidiary;
O, = (e ameunt of own lunds instruments issued by subsidiaty 1 which is

recognised in consolidated own funds by the parent institution
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Pi = the amount of eligible linbilities instruments issued by subsidiary i and held
by the parent institution

g = the ratio applicable 1o the respective resolution group in accorcance with
Artticle 92a(1)(2) and Article 45d of Directive 2014/59/EU

Ri = the lotal risk exposure amount of the G-SII entity i caleulated in accordance
with paragraphs 3 and 4 of Article 92.

Where the parent institution is allowed to deduct the lower amount in accordance
with the previous subparagraph, the difference between the amount calculated in
accordance with paragraphs 1(c). 1(d) and 2 and this lower amount shall be deducted
by the

Ariicle 721
Deduiction of holdings of own eligible liahilities instrumenss

For the purposes of point (a) of Article 72¢(1). institutions shall calculate holdings on the
basis of the gross long positions subject to the following:

()

(b)

(c)

institutions may calculate the amount of holdings on the basis of the net long position
provided that both the following conditions are met:

i the leng and short positions are in the same underlying
exposuse and the short positions involve no counterparty risk:
and

ii.  either both the long and the shorl positions are held in the
trading book or both are held in the non-trading book:

institutions shall determine the amount to be deducted for direct. indirect and
synthetic holdings of index securities by calculating the underlying exposure to own
etigible liabilities insteuments in those indices;

institutions may net gross long positions in own eligible liabilities instrumenis
resulting from holdings of index securities against short positions in cwn eligible
liabilities instruments resulting from short positions in underlying indices, including
where those short positions involve counterparty sk, provided that both the
fottowing conditions are met:

i.  the long and short positions are in the same underlying
indices; and

ii.  either both the long and the short positiens are held in the
trading book or both are held in the non-trading book.

Article 72g
Deduction base for eligihle liabilities items

Far the purpeses of points (b), (¢} and (d) of Article 72¢, institutions shall dechict the gross
long positions subject 10 the exceptions laid down in Articles 72h 10 72i.
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Article 72h
Deduetion of holdings of eligible tiabilities of other GSH entities

Where they do net make use of Article 723, institutions shall make the deductions referred to
inn points {¢) and {d) of Article 72e in accordance with the following:

{a) they may calculate direct, indirect and synthetic holdings of eligible liabilities
instruments on the basis of the net long position in the same underlying exposure
provided that both the following conditions are met:

i.  the maturity of the short position matches the maturity of the
long position or has a residual maturily of at least onc year;
and

il.  either bath the long position and the short position are held in
Ihe trading book or both are held in the non-trading hook

{b} they shall determine the amount to be deducted for direct, indirect and synthetic
holdings of index securitics by looking through to the underlying exposure to the
cligible liabitities instraments in those indices.

Article 72i

Deduction of eligible fiabilities where the instintion does not have o significant invesiment in

G-SH entities

1. For the purposes of point (c) of Article 72e, instituttons shall calculate the applicable
ameunt to be deducted by multiplying the amount referred to in point {a) of this
paragraph by the factor derived from the calculation referred to in point (b) of this
paragraph:

(a}

(b)

EN

the aggregate amount by which the direet, indirect and syathetic holdings by
the institution of the Common Equity Tier 1, Additional Tier 1, Tier 2
instruments of linancial sector entities and eligible liabilities instruments of G-
SIl entities in none of which the institution has a significant invesiment
exeeeds 10% of the Common Equity Tier | items of the inslitution atier
apglying the [oltowing:

(i) Articles 32 1o 35,

(i) points {a) 10 (g), poinis (k)(ii) 1o {v) and point (I} of Article 36(1),
excluding ihe amount 1o be deducted for deferred tax assets thal rely on
{uture protitability and arise from lemporary differences;
(hii)  Articles 44 and 45;
the amount of direct, indirect and synthetic holdings by the institution of the
eligible liability instruments of G-SI1 entities in which the institution does not
have a signilicant investment divided by the aggrepate amount of the direct,
indirect and synthetic holdings by the institution of the Common Equity Tier 1,
Additionat Tier 1, Tier 2 instruments of financial sector entities and cligible
liability instruments of G-811 entitics in none of which the resolution entity has
a signiticant investment.
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Institutions shall exclude underwriting positions held for five working days or fewer
from the amounts referred fo in point (a) of paragraph | and from the calculation of
the factor referred to in point (b) of parageaph 1.

The amiount to be deducted pursuant o paragraph | shall be apportioned across each
eligible liabilities instruments of a G-SH entity held. Institutions shall determine the
amount of each eligible lHabifities instrument that is deducted pursuant to paragraph |
by multiplying the amount specified in point (a} of this paragraph by the proportion
specified in point {b) of this paragraph:

(a) the amount of holdings required to be deducted pursuant 1o paragraph 1;

{b) the proportion of the apgregate amount of direct. indirect and synlhetic
holdings by the institution of the eligible {iabilitics instruments of G-81i
entities in which the institution does not have a significant investment
represented by each eligible lability instrument held.

The amount of holdings referred to in point (¢) of Articte 72e(l) that is equal to or
less than 10 % of the Common Equity Tier ! items of the institution afier applying
the provisions jaid down in points (a)(i) to (iii) of paragraph 1 shall not be deducted
and shall be subject to the applicable risk weights in accordance with Chapter 2 or 3
of Title I1 of Part Three and the requirements laid down in Title 1V of Part Three, as
applicable,

Institutions shall determine the amount of each eligible Yabilities instrument that is
risk weighted pursuant to paragraph 4 by multiplying the amount specilted in point
(a) of this paragraph by the amount specified in point (b) of this paragrapl:

(a) the amount of holdings required to be risk wetghted pursuant to paragraph 4.

(b) the proportion resulting from the caleulation in point (b) of paragraph 3.

Article 72f
Trading bovk exception from dedticilons from eligihle liabilities items

Institutions may choose not to deduct & designated part of their direct, indirect and
synthetic holdings of eligible liabilities instruments, that in aggregate and measwed
on a gross fong basis is equal to or less than 5% of the Common Equity Tier 1 itlems
of the institution after applying Articles 32 to 36, provided that all of the following
conditions are met:

(a) the holdings are in the trading book;
(b} the cligible liabilities instruments are held for no longer than 30 business days,

The amounts of the items that are not deducted pursuant to paragraph 1 shall be
subject to own funds requirements for items in the trading book.

Where in the case of holdings deducted in accordance with paragraph 1 the
conditions laid down in that paragraph cease to be met. the holdings shall be
deducted in accordance with Article 72g without application of the exceptions laid
down in Articles 72h and 72i.
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The eligtble liabilities of an institstion shall consist of the eligible liabilities items of the

i
1
H
i

SECTION3
{YWN FUNDS AND ELEGIBLE LIABILITIES

Article 72k
Eligible Liabilities

institution alter the deductions referred e in Atticle 72e.

Article 72
Chn Fundy and eligible Hiabilitics

The own tunds and cligible liabilities of an institution shall consist of the sum of its own
lunds and its eligible liabilities."

(423

EN

Chapter 6 shall be replaced by the following:

"Chapter 6
General requirements for own funds and cligible liabilities

Article 73
Distribulions on instruments

Capital instruments and liabilities for which an institution has the sofe discretion to
decide to pay distributions in o form other than cash or own funds instruments shall
not be capabte of qualifying as Common Equity Tier I, Additionat Tier L, Tier 2 or,
eligible labilitics instruments, unless the institution has received the prior permission
of the competent autharity.

Competenl authorities shall grant the permission referred 10 i paragraph 1 only
where they consider all the tollowing condilions to be met:

{a)  the ability of the institution 10 cancel payments under the instrument would not
be adversely affected by the discretion referred to in paragraph 1, or hy the
form in which distributions could be made;

(b the ahility of the instrument or of the liability to absorb losses would not be
adversely atlected by the discretion referred to in paragraph 1, or by the form
it which distributions could be made;

{cy  the qualily of the capital instrument or ability would not otherwise be reduced
by the discretion referred W in paragraph 1, or by the form in which
distributions could be made.

The competent authority shall consult the resolution autherity regarding an
institusion's compliance with these conditions before granting permission.

Capital mstruiments and liabilities for which a legal person other than the institution
issuing them has the diserction to decide or require that the payment of distributions
on the instrument shall be made in a form other than cash or own funds instruments
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shall not be capable of qualifying as Commeon Equity Tier 1. Additianal Tier 1, Tier
2 or eligible liabilities instruments.

[nstitutions may use a broad market index as one of the bases for determining the
level of distriputions on Additional Tier 1, Tier 2 and eligible liabilities instruments.

Paragraph 4 shall not apply where the institution is a reference entity in that broad
market index unless both the following conditions are met:

(a) the institution considers movements in that broad market index not to be
significantly correlated to the credit standing of the institution, its parent
institution or parent financial holding company or parent mixed financial
holding company or parent mixed activity holding company:

(b} the competent authority has not reached a different determination from that
referred 10 in point (a).

Institutions shall report and disclose the broad market indices on which their capital

and eligible liabilities instruments rely.

EBA shall develop draft regulatory technical standards to specify the conditions
according to which indices shall be deemed to qualify as broad market indices for the
purposes of paragraph 4.

EBA shall submit those draft repulatory technical standards (o the Comimnission by 28
July 2013,

Power is delegated to the Commission to adopt the regulatory lechnica! standards
referred to in the first subparagraph in accordance with Arficles 10 to 14 of
Regulation {EU) No 1093/2010.

Article 74

Holdings of capital instruments issued by regulated financial secitor entities thar do not

gualify ax regulatory capital

Institutions shall not deduct from any element of own funds direct, indirect or synthetic
holdings of capital instruments issued by a regulated financial sector entity that do not gualify
as regulatory capital of that entity. Institutions shall apply risk weights to such holdings in
accordance with Chapter 2 or 3 of Title [} of Part Three, as applicable.

Article 73
Deduction and maturity requirements for short positions

The maturity requirements for short positions referred to in point (a) of Article 45, point (a) of
Articte 59, point (a) of Article 6% and point {a) of Article 72h shall e deemed to bhe met in
respect of positions held where the following conditions are met:

(a)

(b}

the institution has the contractual right to sell on a specilic futurc date to the
counterparty providing the hedge the long position that is being hedged:

the counterparty providing the hedge to the institution is contractually obliged to
purchase from the institution on that specific future date the long position referred to
in point (a).
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Article 76
Index holdings of instruments

For the purposes of point {a) of Article 42, point (a} of Article 45, point (a} of Article
57. paint (a} of Adicle 59, point {a) of Article 67, point {a) of Article 69 and point {a)
uf Article 72h. institutions may reduce the amount of a long position in & capital
instcument by the portion of an index that is made up of the same underlying
exposure that is being hedged, provided that the following conditions are met:

{a) either both the long positien heing hedged and the short position in an index
used to hedye that long position are held in the trading book or both are held in
the nen-trading book;

(b)  the positions referved to in point (a) are held at fair valuc on the balance sheet
of the institution;

Where the competent authority has given its prior permission, an institution may use
a conservalive estimate of the underlying exposure of the institution fo instruments
included jn indices as an allernative to an institution calculating its exposure {o the
items referred to in either or both of points {a) and (b):

(a)  own Common Equity Fier 1, Additional Tier 1, Tier 2 and eligible liabilities
instrumenss included in indices;

{b) Commeon Equity Tier 1, Additional Tier 1 and Tier 2 instruments of financial
sector entilies, inchuded in indices;
e} elipible labilities instruments of institutions, included in indeces.

Competent authorities shall prant the permission referred to in paragraph 2 only
where the institstion has demonstrated to their satisfaction that it would be
operationally burdensome for the institution to monitor ils underiying expasure to the
items relerred 1o in one or several ot the poinis of paragraph 2, as applicable.

EBA shall develop drafl regulatory technical standards to specify:

(a} when an estimate used as an alternative to Lhe caleulation of underlying
exposure referred 1o in paragraph 2 is sufficiently conservative,

{b)  the meaning of operationally burdensome for the purposes of paragraph 3.

EBA shall submit those dratt regulatory technical standards to the Commission by 28

Tuly 2043,

Power is delepaled to the Conmission 10 adopt the repulatory technieal standards
velerred to in the first subparagraph in sccordance with Articles 10 to 14 of
Regulation (ELY No 1093/2010.

Article 77
Conditions for reduciag own funds and eligible Habilities

An institution shall ublain the prior permission of the compelent authority to do either or both
of the foltowing:

EN
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(a)

reduce, redeem or rcpurchase Common Equity Tier 1 instruments issucd by the
institution in a manner that is permitted under applicable naticnal law;

effect the call, redemption, repayment or repurchase of Additional Tier 1, Tier 2 or
eligible Hiabilities instruments as applicable, prior to the date of their contraciual
maturity.

Article 78
Supervisory permission for reducing own funds and eligible liahifitics

The competent authority shall grant permission for an instilution to reduce.
reputchase, call or redeem Common Equity Tier 1, Additionat Tier §. Tier 2 or
eligible liabiities instruments where either of the following cenditions is met:

(a) earlier than or at the same time as the action referred to in Article 77, the
institution replaces the instruments referred to in Article 77 with own funds or
eligible liabilities instruments of equal or higher gquality al terms that are
sustainable for the income capacity of the mstitution;

(b) the institution has demonstrated to the satisfaction of the competent authority
that the own funds and eligible liabilities of the institulion would. follawing the
action in question, exceed the requirements laid down in this Regulation. in.
Directive 2013/36/EU and in Directive 2014/59%/EU by a margin that the
competent authority considers necessary.

The competent authority shall consult the resolution authority before pranting
permission.

Where an institution provides sufficient safeguards as to its capacity lo operale
above the requirements laid down in this Regutation, in Directive 201 3/36/F U and in
Directive 2014/59/EL, the competent authority, after consulting the resolution
authority, may provide a general prior permission to that institufion 1o effect calls.
redemptions, repayments or repurchases of eligible liabilities instruments, subject to
criteria that ensure that any such future actions will be in accordance with the
conditions laid down in points (&) and (b) of this paragraph.

The competent authorities shatl withdraw the general prior permission where the
institution breaches any of the ctiteria provided for the purposes of such permission.

When assessing under point {a) of paragraph | the sustainability of the replacement
instrugnents for the income capacity of the institution. comgpetent authorities shall
consider the extent to which these replacement capital instruments and liabilities
would be more costly for the institution than those they would replace.

Where an institution takes an action referred to in peint (a} of Article 77 and the
refusal of redemption of Common Equity Tier | instruments referred to in Article 27
is prohibited by applicable national Taw. the competent authority may waive the
conditions laid down in paragraph 1 of this Article provided that the compelent
authority requires the institution o limit the redemption of such instruments on an
appropriate basis.

62

|_RESTREINT UE/EU RESTRICTED |

EN



EN

+.

| RESTREINT UE/EU RESTRICTED |

[he competent authorities may permit institutions to call, redeem, repay or
repurchase Additional Tier 1 or Tier 2 instruments during the five years following
their date of issue-where the conditions laid down in paragraph 1 and point {a), (b),
{c). {d) ar {e) are met:

(a)

(b}

(c)
(dy

(e)

there is a change in the regulatory classification of those instruments that
would be likely 1o vesult in their exclusion from own funds or reclassification
as a lower quality form of own funds , and both the following conditions are
net:

(i) the competent avthorily considers such a change to be sufficiently
certain; and

(it} the institution demonstrates to the satisfaction of the competent
authority that the regulatory reclassification of those instruments was
not reasonably loreseeable at the time of their issuance;

there is a change in the applicable tax treatment of those instruments which the
institution demonstrates to the satisfaction of the competent authority is
material and was not reasonably foreseeable at the time of their issuance;

the inslruments are grandfathered under Article 484 of the CRR;

earlier than or at the same time as the action referred to in Aiticle 77, the
instslution replaces (he instrutnents referred to in Article 77 with own funds or
eligible tiabilitics instruments of cqual or hipher quality at terms that are
sustainable for the income capacity of the institution and the competent
authority has permitted this action based on the detcrmination that this action
would be beneficial from a prudential point of view and justified by
exceptional circumslances;

the Additional Tier 1 or Tier 2 instruments are repurchased for market making
purposes.

The competent authority shall consult the resolution authority as concerns these
conditions before grantling permission.

ERA shall develop draft regulatory technical standards to specify the following:

{a)
(b)

{d)
(e)

the meaning ol sustainable for the income capacity of the institution;
the appropriale bases of limitation of redemption referred fo in paragraph 3;

the process. including the limits and procedures for granting approval in
advance by compelent authoritics for an action listed in Article 77, and data
requirements for an application by an institution for the permission of the
competent autherity to carry out an action listed in Articie 77, including the
process Lo be applied in the case of redemption of shares issued to members of
cooperative societies, and the time period for processing such an application;

the exceplional circumstances referred 1o in paragraph 4;

the meaning of the term "market making” referred to in paragraph 4.
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EBA shall submit those draft regulatory technical standards to the Cormmission by 28
July 2013,

Power is delegated to the Commission to adopt the regulatory technical standards
referred to in the first subparagraph in accordance with Articles 10 to 14 of
Regulation (EU) No 1093/2010.

Article 79
Temporary waiver from deduction from own finrds and eligible linbilines

Where an institution holds capital instruments or liabilities or has granted
subordinated loans, as applicable, that qualify temporarily as Common Equity ‘lier 1,
Additional Tier 1, Tier 2 in a financial sector eatity or as eligible liabilities
tnstruments in an institution and the competent authority deems those holdings to be
for the purposes of a financial assistance operation designed to reorganise and save
that entity, the competent authority may waive on a temporary basis the provisions
on deduction that would otherwise apply to those instruments.

EBA shall develop draft regulatory technical standards to specify the concept of
temporary for the purposes of paragraph | and the conditions according to which a
competent authority may deem those temporary holdings 1o be for the purposes of a
financial assistance operation designed 10 reorganise and save a relevant entity.

EBA shall submit those draft regulatory technical standards to the Commission by 28
July 2013.

Power is delegated to the Cominission to adopt the regulalory technical standards
referred to in the first subparagraph in accordance with Aricles 10 10 t4 of
Regulation {EU) No 1093/2010.

Arricle 80
Continiing review of the quality of own funds and eligibie liahilitics

EBA shall monitor the quality of own tunds and efigible liabilities instruments issued
by institutions across the Union and shall notify the Commission immedialely where
there is significant evidence of those instruments nol meeling the respective
eligibility criteria set out in this Regulation.
Competenl authorities shall, without delay, upon request by EBA, forward all
information that EBA deems relevant concerning new capital insttumenis or new
types of liabilities issued in order to enable EBA to monitor the quality of own tunds
and eligible liabilities instruments issued by institutions across the Union.
A notification shall inctude the following:
(a) adetailed explanation of the nature and extent of the shortfail identified:

(b) technical advice on the action by the Commisston that EBA considers to be
necessary;

{c} significant developments in the methodology of EBA for stress testing the
solvency of institutions.
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EBA shall provide technical advice to the Commission o any significant changes it
considers fo be required to the definition ol own funds and eligible liabilitics as a
tesult of any of the foliowing:

tay  relevant developments in market standards or practice;
{b) changes in relevant legal or accounting standards:

(c) significant developments in the methodology of EBA for stress tesling the
solvency of institutions.

EBA shall provide technical advice o the Conumission by 1 January 2014 on
possible treatments of unrealised gains measured at fair value other than including
them in Commes Equity Tier I without adjustment. Such recommendalions shall
lake into account relevant developments in inlernational accounting standards and in
international agreements on prudential standards for banks.”

In Article 8} paragraph | is replaced by the following:

"1, Minority interests shall comprise the sum of Common Equity Tier 1 capital whete the

(44)

toltowing conditions are meL:
fa)  the subsidiary is one of the tollowing:
(i) aninstitution;

{it} an undertaking that is subject by virtue of applicable national law to the
requirements of this Regulation and Directive 2013/36/EU);

(i) an intemmediate financial holding company in a third country that is
subject to the same rules as credit institutions of that third country and
where these rules have been judged equivalenl with those of the CRR
by the wropean Commission in accordance with Article 107(4);

(hy  the subsidiary is included fully in the consolidation pursuant te Chapter 2 of
Hitle L ot Parnt One:

{¢) the Common Equity Tier | capital, referred te in the introductory part of this
pacagraph, is owned by persons other than the undertakings included in the
consolidation pursuant 10 Chapter 2 of Title 11 of Part One.

Article 82 is replaced by the following:

Article 82
Qualifying Additional Tier 1, Tier I, Tier 2 eapital and qualifying own funds

Gualilying Additional Tier 1, Tier |, Tier 2 capital and qualifying own funds shall comprise
the minority interest, Additional Tier | or Tier 2 capital, as applicable, where the following
condilions are met:

(a)

the subsidiary is either of the following:
{t) an instiuion;

{1y an undertaking that is subject by virtue of applicable national law to the
requirements of this Regulation and Directive 2013/36/EU;
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(45}

(i) an intermediate financial holding company in a third country thm is
subject to the same rules as credit institutions of that third country and
where these rules have been judged equivalent with those of the CRR
by the Eurepean Commission in accordance with Article 107(4).

the subsidiary is included fubly in the scope of consolidation pursuant to Chapter 2 of
Title 1I of Part One;

those instruments are owned by persons other than the undertakings included in the
consolidation pursuant to Chapter 2 of Title IT of Part One.".

In Axticle 83 paragraph | is replaced by the following:

"1. Additional Tier 1 and Tier 2 instruments issued by a special purpose entity, and 1he related

(46}

47

share premium accounts, are included until 31 December 2021 in qualifying
Additional Tier 1, Tier 1 or Tier 2 capital or qualitying own funds, as applicable.
only where the following conditions are met:

{a) the special purpese entity issuing those instruments is included lully in the
consolidation pursuant to Chapter 2 of Title Il of Part One:

(b) the instruments, and the related share premium accounts. are included in
qualifying Additional Tier 1 capital only where the conditions laid down in
Anicle 52(1) are satisfied;

(c) the instruments, and the related share premium accounts, are included in
qualifying Tier 2 capital only where the conditions laid down in Articie 63 arc
satisfied;

(d) the only asset of the special purpose entity is its investment in the own funds of
the parent undertaking or a subsidiary thereof’ that is included fully in the
consolidation pursuant to Chapter 2 of Title [ of Part One. the form of which
satisfies the relevant conditions laid down in Articles 52(1) or 63, as
applicabie.

Where the competent authority considers the assets of a special purpose entity other
than its investment in the own funds of the parent undertaking or a subsidiary thercof
that is included in the scope of consolidation pursuant to Chapter 2 of Title 11 of Part
One, to be minimat and insignificant for such an entity, the competent authorily may
waive the condition specified in point (d) of the first subparagraph.”

In Article 92(1) the following is added after point (¢}
"(d) aleverage ratio of 3%."
Article 92(3) is replaced by the following:

"3, Total risk exposure amount shall be calculated as the sum of points (a) to (1} of this

paragraph after taking into account the provisicns laid dewn in paragraph 4:

(a) the risk-weiphted exposure amounts for credit risk and dilution risk, caiculated
in accordance with Title I and Article 379, in respect of all the business
activities of an institution, excluding risk-weighted exposure amounts {rom 1he
trading book business of the institution;

66

EN



EN

(48)

[

=]

thy  the own lunds requirements for the trading-book business of an institution for
the tollowing:

(i) market risks as determined in accordance with Article 325, Chapter I,
Title IV of this Part;

{in} large exposures exceeding the [imits specified in Articles 395 10 401, to
the extent an institution is permitted o excced lhose limits, as
determined in accordance with Part Four,

{¢) the own funds requirements for market risks as determined in Article 323
Chapter 1, Title EV of this Part for all business aclivities that generate foreign-
exchange or commodity risks;

(d) the own funds requirements determined in accordance with Title V with the
exception of Article 379 for settlement risk.".

The following Articles 92a and 92b are inserted after Article 92:

“drticle 924
EL G-SH Requirement for own funds and eligible liabilities

Subject to Articles 93 and 94 and the exceptions set out in paragraph 2, institutions
tdentified as resolution entitics that are an EU G-SII or part of an EU G-SIt shall at
all times satisly the following requirements for owa tunds and eligible liabilities:

ta)  arisk-based ratio of 18%, representing the own funds and eligible liabilities of
the institution expressed as a percentage of the total risk exposure amount
calculated in accordance with paragraphs 3 and 4 of Article 92;

(bt a non-risk-based ratic of 6.75%, representing the own funds and eligible
liabilities of the institwtion expressed as a percentage of the total exposure
neasure referred to in Article 429(4).

The requirement laid down in paragraph {1) shall not apply in the Tolowing cases:

{a) within the three years following the date when the institution or the group of
which the resolution entity is part has been identilied as an EU G-8II ;

{b)  within the two yeurs following the date when the resolutien authority has
applied the bail-in ool in accordance with Directive 2014/59/EU;

{c)  within the two years tollowing the date when the resolution entity has reached
a hinding agreament with its creditors 1o convert capital instruments and other
liabilities into Common Fquity Tier | in order to recapitalise the firm without
the application of resolution tools |as a recovery measure] in accordance with
Directive 2014/S9/CL.

Where the s ol the requirements applicable in aceordance with Article 92a(1)(z)
to cach resolution entity of the same G-8H exceeds the requirement of own funds and
eligible liabilities calculated in accordance with Article 12, the resolution authority
of the U parent institulion may, after consulting the ather relevanmt resolution
authorities may act in accordance with Articles 45d(3) or 45h(1)of Directive
2014/39°EL.
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Article 926
Non-EU G-SIt Requirement for ovent funds and eligible liabilities

Institutions that are material subsidiaries of non-EU G-Sks and arc not resolution entitics
shall at all times satisfy a requirement for own funds and eligible liabilitics equal to 0% of
the requirements for own funds and eligible fiabitities laid down in Atticle 92a.

Far the purposes of paragraph |, Additional Tier 1, Tier 2 and eligibic liabililies instruments
shall only be recognised where they are held by a parent undertaking of the institution in a
third country.”.

(49) Article 94 is replaced by the following:

“drticle 94
Deroguation for smalf trading book business

1. By derogation from Article 92{3)(b), institutions may determing the own funds
requirement of their trading-book business in accordance with paragraph 2 provided
that the size of the institution’s on- and off-balance sheet trading-book business is
equal to or less than the following threshelds on a monthiy basis ebservation:

(a) 5 % of the institution's total assels;
{b) EUR 50 million.

2. Where the conditions set out in paragraph 1 are met. institutions may determine the
own funds requiretnent of their trading-book btisiness as follows:

(a) for the contracts listed in point 1 of Annex I1, contracts relating o equitics
which are referred to in point 3 of Annex Il and credit derivatives, instilulions
may exempt those positions frem the own lunds requirement referred to in
point (b} of Article 92(3);

(b} for trading book positions other than those referred to in point {a), institutions
may replace the own funds requirement referred to in point (b) of Article 92(3)
by the requirement calculated in accordance with point (a) of thal same Article
92(3).

3. [nstitutions shall determine the size of their on- and off-balance sheet trading book
business on a given date for the purposes of paragraph 1 in accordance with the
following requirements:

(¢) all the positions assigned to the trading book in accerdance with Article 104
shall be included in the caleulation except the following:

(i} positions concerning foreign-exchange and commodities:

(it) credit derivatives that are recognised as internal hedges against non-
trading book credit risk exposures or counterparty risk exposures:

(d) all positions shall be valued at their markel prices on that date; [l the markes
price of a position is not available on a given date, institutions shall take the
most recent market value for this position.
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{e)  the absoluie value of long positions shall be summed with the absolute value of
short positions.

Institwtions shali notify the competent autherities where they determine, or cease to
determine. as applicable, the own fund requirements of their trading-book business
according to this Article.

Where an institution no longer meets any of the conditions of paragraph 1, it shall
immediately notify the competent authority.

The institution shall cease to determine the own fund requirements of their trading-
book business according to this Article within three months of either of the following
situations happening:

{a)  the institution does not meet any of the conditions of paragraph ifor three
consecuilve months; or

(b) the institution does not meet any of the conditions of paragraph 1 during more
{han 6 out of the last 12 months;

Afler ceasing to determine the own fund requirements of their trading-book business
according to this Article, an institution shall oaly be permitted to determine the own
lund requirements of its trading-book business according to this Article where it
demenstrates to the competent authority that all the conditions set out in paragreaph |
have been met tor an uninterrupted full year period.

lnstitutions shall not enter irto a trading book position for the only purpose of
complying with any of the conditions at the monthly observation dates.".

Article 99 is replaced by the following:

YArticle 99
Reporting on own fundy requirements and financial information
Reporling by instititions to their competent authorities on the obligations laid down
in Asticle 92 shaif be carried out in accordance with this Article,
Reporling by resolution entities 1o their competent authorities on the obligations laid
down in Article 92a and 92b shall be carried out at least on a semi-annual basis.
In addition 1o the own funds reporting referred to in paragraph 1, institutions shatl

repert (o their competent authorities financial information where they are one of the
following:

{a}  an institution subject Lo Article 4 of Regulalion {EC) No 1606/2002;

(b)  a credit instinnion that prepares its consolidated accounts in conformity with
the international accounting standards pursuant to Article S(b) of Regulation
(EC) No 160672002,

Competent authorities may require trom credit institutions that determine their own
funds on a consolidated basis in accordance with internmional accounting standards
pursuant to Article 24(2) of this Regulation, 1o report financial information in
accordance with this Article.
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The EBA shall develop draft implementing technical standards 1o specify the
uniform formats, frequency, dates of reporting. definitions and IT solutions for the
reporting referred 1o in paragraphs 1 to 3 and in Article 100. The required frequency

of reporting shall be on an annual basis lor small institutions within the meaning of

Article 430a and no less frequent than on a semi-annual basis for all other
institutions.

The reporting requirements laid down in this Article shall be applied to institutions in
a proportionate manner, having regard to their size, complexity and the nature and
level of risk of their activities.

The reporting on the financial information referred 1o in paragraphs 2 and 3 shall
only comprise information that is needed to provide a comprehensive view of the
institution's risk profile and the syslemic risks posed by institutions to the {inancial
sector or the real economy as set out in Regulation (EU) No 1093/2010.

Power is conferred on the Commission to adopt the implementing technical standards
referred to in the first subparagraph in accordance with Article 15 of Regulation (EU)
No 1093/2010.

The EBA shall assess the financial impact on institutions Commission Implementing
Regulation (EU) No. 680/2014" in terms of compliance costs and shall report its
findings to the Commission by no later than [31 December 2019]. That report shall,
i particular, examine whether reporting requiremenis have been applicd in a
sufficiently proportionate manner. For those purposes, the report shalk:

{a) classify instilutions into categories based on their size. complexity and the
nature and level of risk of their activities. The report shall. in particular, include
a category of small institutions as defined in Article 430a:

(b} measure the reporting burden to meet the repotting requirements set out in
Commission Implementing Regulation (EU) No. 680/2014 incurred by each
category of institutions during the relevant period. teking into account the
following principles:

(iii) the reporting burden shall be measured as the ratio of compliance costs
relative to institutions’ net income during the retevant period:

(iv) the compliance costs shall comprise of all expenditure directly or
indirectly related to the implementation and operation on an on-going
basts of the reporting systems. including. for the avoidance of doubt,
expenditure in staff, IT systems, legal, accounting. auwditing and
consulting:

(v} the relevant period shall refer to each annual period during which
institutions  have incurred compliance costs 1o prepare for the
implementation of the reporting requircments laid down in Commissioa

Cemmission Implementing Regularion (EU) Mo 680-2014 of 16 Aprit 2004 laving down implementing
technical standards with regard 10 supervisory reporting of institutions accerding to Regulation {EU) No
575/2013 of the European Pasliament and of the Council (OJ L 19i 28.62014.p. D).
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Implementing Regulation (E4J) No, 6802014 and s¢ continue operating
the reporting systems on an en-going basis;

tc) assess whether and to what extent compliance costs substantially prevented
newly ineorporated institutions from entering the market;

(d)  assess the impact of compliance costs, as detined in point (bii), on each
category of institutions in terms of opportunity costs, with opportunity cosls
meaning the value lost to institutions for services not provided to customers
due 1o compliance costs: and

te)  where appropriate, in the light of the relevant findings, recommend
amendments of Commission Implementing Regulation (EU) No. 680/2014 o
reduce the reposting burden on specified categories of institutions. The report
shall, al a minimuin, make recommendations on how to reduce the fevel of
granularity of reporting eequirements for small institutions as defined in Article
4304.

Competent authenties considering that institutions, other than those referred to in
paragraphs 2 and 3 that are subject to an accounting framework based on Directive
R6:635/FEC, should repert on financial information in accordance with paragraph 2
to provide a comprehensive vicw of those institutions' activittes’ risk proiile and of’
1he systemic risks they pose to the tinancial sector or the real economy as set out in
Regulation (EU) No 109372010, shall consult the EBA on whether 1o extend the
reporting requirements on financial information on a consolidated basis to those
institutions, except where those institutions are atready reporting on a consolidated
basis.

The EBA shall develop drafi implementing 1echnical standards 1o specify the formats
Lo be used by the instilutions referred to in the first subparagraph..

Power is conferred on the Commission to adopt the implementing technical standards
referred o in the second subparagraph in accordance with Article 135 of Regulation
(L0 No 10932010,

Where a compelent authority considers information not covered by the implementing
(echnical standards referred 1o in paragraph 4 10 be necessary for the pumposes sct out
in paragraph 5. it shall notify EBA and the ESRB of the additiona! information it
deems necessary 10 include in the implementing technical standards referred to in
that paragraph”.

Article 100 is replaced by the following:

“Ariicle 100
Reporting requirementy an asset encumbrance

Institutions shall repost to their competent authorities on their level of assel
encumbrance.

[he repert refereed 1o in pacagraph (1) shali provide tor a breakdown by type of asset
encumbiance, such as repurchase agreements, securitics lending, securitised
expusures and toans attached as colluteral to covered bonds.
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In Article 101 the introductory part to paragraph 1 is replaced by the following:

[nstitutions shall report to their competent authorities on a semi-annual basis the
following aggregate data for each national immovable property market o which they
are exposed:

Ia Article 101 paragraphs 4 and 5 are replaced by the lollowing;
EBA shall develop draft implementing technical standards to speciy uniform

formats, definitions, frequencies and dates of reporting, as well as the 1T solutions, of

the aggregate date referred to in paragraph |.

Power is conferred on the Commission Lo adopt the implementing technical standards
referred to in the first subparagraph in accordance with Article 5 of Regulation {EU)
No 109372016,

By derogation from paragraph 1, small institutions as defined in Article 430a shall
report the information referred to in paragraph 1 on an annual basis. .

Article 102 is replaced by the following:

“drticle 102
Requirements for the trading book

Positions in the trading book shall be either free of restrictions an their tradability or
capable to being hedged.

Trading intent shall be evidenced on the basis of the strategies. policics and
procedures set up by the institution to manage the position or portfolio in accordance
with Article 104.

Institwiions shali establish and maintain systems and controls to manage their trading
book in accordance with Atticles 103.

Trading book positions shall be attributed to trading desks established by the
institation in accordance with Article 104b. unless the institution is eligible lor the
treatment set out in Articte 34 or has been granted the waiver referred 1o in paragraph
3 of Article 104b.

Positions in the trading book shall be subject to the requirements for prudent
valuation specified in Article 105,

[nstitutions shall treat internal hedges in accordance with Article 106.".

Article 103 is replaced by the following:

“drticle 103
Management of the trading book
[nstitutions shall have in place clearly defined policies and procedures for the overall

management of the trading book. These policies and procedures shall at leasl
address:

{a)  the activities the institution considers to be trading business and as constituting
part of the trading book for own funds requirement purposes;
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the extent to which a position can be marked-te-market daily by reference to an
active, liguid two-way market;
for posidions that are marked-to-model, the extent to which the institution can:
(vi) identity all material risks of the position;

{vii) hedge all malerial risks of the positior with instruments for which an
aclive, liquid two-way market exists;

(viii) derive reliable estimates for the key assumptions and parameters used
in the model.

the extent 10 which the institution can, and is required to, generate valuations
lor the position that can be validated externaily in a consistent manner;

the extent 10 which legal restrictions or other operational requircments would
impede the institution's ability to effect a liquidation or hedge of the pesition in
the shaort term;

the extent to which the institntion can, and is required 1o, actively manage the
risks ol positions within its trading operation;

the extent o which the institution may transfer tisk or positions between the
nan-trading and trading books and the eriteria for such transfers, in accordance
with Article 1045,

In managing its positions er portfolios of positions in the trading book the institution
shatl comply with afl of the following requirements:

(a)

(b)

the institution shall have in place a clearly documented trading strategy for the
position or portiolios in the frading book, which shall be approved by senior
management and include the expected holding period,;

the institution shall have i place clearly defined policies and procedures tor
the active management of positions or partfolios in the trading book. Those
policies and procedures shall include the following:

(it which positions or portiblios of positions may be entered into by each
trading desk or, as the case may be, by designated dealers;

{it} position limits are set and monitored for appropriateness:

(iii} dealers have the autonomy o enter inte and manage the position within
agreed limits and according to the approved strategy:

{iv) positions are reported to senior managemend as an integral part of the
institution's risk management process;

{v) positions are actively monitored with reference to market information
sources and an assessment made of the marketability or hedgeability of
the position or ils component risks, including the assessment, the
yuality and availability of market inputs 1o the valuation process, fevel
of market turnover, sizes of positions traded in the market;

(vi} active anti-fravd procedures and controls.
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{¢) the institution shall have in place clearly defined policies and procedures to
monitor the positions against the institution's trading strategy including the
monitoring of turnover and positions for which the eriginally intended holding
period has been exceeded.”.

Article 104 is replaced by the following:

"Article 104
Inclusion in the trading book

Institutions shall have in place clearly defined policies and procedures for

determining which position to include in the trading book for the purposes of

calculating their capital requirements, in accordance with the requirements sel o in
Article 102, the definition of trading book in accordance with point {86) of Article
4(1) and the provisions of this Article, taking into account the instilution's risk
management capabililics and practices. The institution shall tully document iis
compliance with these policies and procedures, shall subject them to internal audil a1
least yearly and make available to the competent authorities the results of this audit.

Positions in the following instruments shalt be assigned to the trading book:

(a) instruments meeting the criteria for the inclusion in the correlation trading
portfolio in accordance with paragraphs 6 10 9;

(b) financial instruments that are managed on a trading desk established in
accordatce with article 104b;

(¢) financial instruments giving rise to a net short credil ar equity position;
{(d) instruments resufting from underwriting commitments;

(e} financial assets or liabilities measured at fair value:

(fy instruments resulting from market-making activities:

(g) collective investment undertakings provided that they meet the conditions
specified in paragraph 10;

(hy isted equities;
(iy trading-related repo-style transaction;

(1) options including bifurcated embedded derivatives from instruments in the
nen-irading book thal relate 1o credit or equity risk.

For the purposes of poiat {c}, an institution shall have a net short equity position
when a decrease in an equity price would result in a profit for the instiution.
Cotrespondingly, an institution shall have a net shorl credit position when a credit
spread increase or deterioration in the creditworthiness of an issuer or group of
issuers would result in a profit for the institution.

Positions in the following instruments shall not be assigned to the trading book:
() instrument designated for securitisation warehousing;

{b) real estate holdings,
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decrease of own funds requirements, all things being equal, the institution shall hold
additional own funds equal to this net change and publicly disclose its value. The
amount of this additionai own funds shal} remain constant until the position matures
unless the competent authorities permit the institution to phase it out at an earlier
date.

“The re-classitication ol a position in accordance with this article shall be irrevocable.

Article TO4h
Requirements for trading desk
Institutions shall establish trading desks i accordance with the requirements set out
in this Article and attribute each of their trading book positions to one of these
trading desks. Trading book positions shall be attributed to the same trading desk
only where they satisfy the agreed business strategy for the trading desk and are
consistenlly mansged and monitored in accordance with paragraph 2.

Institutions’ trading desks shall be subject on an ongoing basis to all the following
requitements:

{a)  Each trading desk shall have a clear and distinctive business strategy and a risk
management séructure which is adequate for its business strategy;

tb)  Each trading desk shatl have a clear crganisationat structure. Positions in a
given trading desk shall be managed by designated dealers within the
institition. Each dealer shall have dedicated functions in the trading desk, One
dealer shall be assigned to one trading desk only. One dealer in each trading
desk shall take a lead role in oversceing the activities and the other dealers of
the trading desk;

(c)  Position limits shall be set within each trading desk according to its business
stralegy;

(d) Reports on the activities, profitability, risk management and regulatory
requirements at the trading desk level shall be produced at Jeast on a weekiy
basis and communicated to the management body of the institution on a regular
basis;

(e} Each wading desk shall have in place a clear annual business plan including a
well-defined remuneration policy based on sound criteria used for performance
measurement.

Institutions shall submit a notification 1o the competent authorities setting out the
manner in which they comply with the trading desk requirements laid down in
parageaph 2. Competent authorities mauy require ar institution to change the structure
or organisation ol their trading desks to comply with this Article.

By derogation from paragraph 1, institutions using the approaches set out in peints
{a) and (c} of paragraph 1 of Article 325 to determine the own {unds requirements for
market risk may apply for a waiver of part or all the requirements set out in this
Article. Competent authorities may grant the waiver where the institution
demanstrates that:
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(a) mnon-compliance with the requirements in paragraph 2 would nol have a
material adverse impact on the institution's ability to manage and monitor the
market risks of its trading book positions effectively;

{b) the institution complies with the general trading book management
requirements set oul in Article 103.".

Article 103 is replaced by the following:

"Article 105
Requiremenis for prudent valuation

All trading book positions and non-trading book positions measured at fair value
shall be subject to the standards for prudent valuation specitied in this Asticle.
Institutions shall in particular ensure that the prudent valuation of their trading book
positions achieves an appropriate degree of certainty having regard to the dynamic
nature of trading book positions and non-trading book positions measured at lair
value, the demands of prudential soundness and the mode of operation and purpose
of capital requirements in respect of trading book positions and non-trading book
positions measured at fair value.

Institutions shall establish and maintain systems and controls sufficient to provide
prudent and reliable valuation eslimates. Those systems and contrels shall inclade a
least the following ¢lements:

(a) documented policies and procedures for the process of valuation, inchuding
clearly defined responsibilities of the various areas involved in the

determination of the valuation, sources of marke: information and review of

their appropriateness, guidelines for the use of unobservable inpuls reflecting
lhe institution’s assumptions of what market participants would use in pricing
the position, frequency of independent valuation, timing of closing prices.
procedures for adjusting valuations, month end and ad-hec verification
procedures;

(b) reporting lines for the depariment accountable for the valuation process that are
clear and indcpendent of the front office, which shall ultimately be 1o lhe
management body.

Institutions shatf revalue trading book positions at fair value at least daily and
changes in the value of these pesitions shall be reported in the profit and loss
account.

Tnstitutions shall mark their teading book positions and non-trading book positions
measured at fair value to markel whenever possible, including when applying the
relevant capital treatment to thase positions.

When marking to market, an institution shall use the more prudent side of hid and
offer unless the institution can close out at mid market. Where institutions make use
of this derogation, they shall every six months inform their competent authorities of
the positions concerned and furnish evidence that they can close out at mid-market.
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Where marking to market is not possible, institutions shall conservatively mark to

model their positions and portfolios, including when calculating own  funds

requirements for positions in the trading book and positions measured a1 fair value in

the non-rading book .

Institutions shall comply with the following requirements when marking to model:

{a)  senior management shall be aware of the elements of the trading book or of
other fair-valued posilions which are subject to mark to model and shall
understand the materiality of the uncertainty thereby created in the reporting of
the risk/pertormance of the business;

{b} institwtiens shall source market inputs, where possible, in line with market
prices, and shall assess the appropriateness of the market inputs of the
particular position being valued and the parameters of the model on a frequent
basis;

(¢} where available. institutions shall use vatuation methodologies which are
asccepted market practice tor particular financial instruinents or commodities;

{dy  where the model is developed by the institution itself, it shall be based on
appropriate assumptions, which have been assessed and challenged by suitably
qualified parties independent of the development process;

()} institutions shall have in place formal change control precedures and shall hold
a secure copy of the model and use it periodically 10 check valuatians;

{n  risk management shall be aware of the weaknesses of the models used and how
best to reflect those in the valuation output; and

{¥) institutions' models shall be subject 1o periodic teview to determine ihe
accuracy of their performance, which shafl include assessing the continued
approprialeness ol assumptions, analysis of profit and loss versus risk lactors,
and comparison of actual elose out values to model outputs.

For the purpuses of poinl (d), the model shall be developed or approved
independently of the trading desks and shall be independently tested, including
validation of the mathematics, assumptions and software implementation.

Inslitutions shall perform independent price verification in addsition te daily marking
to market or marking to maodel. Verification of market prices and model inputs shall
tw performed by a person or unit independent from persons or units that benefit trom
ihe trading boek, at least monthly, or more frequently depending on the nature of the
market or rading activity. Where independent pricing sources are not available or
pricing sources are more sebjective, prudent measures such as valuation adjustments
may be appropriate.

Institutions shall establish and maintain procedures for considering valuation
acjustments,

Institutions shall formally consider the following valvation adjustments: uncamed
credit spreads, close-out costs, operational risks, market price uncertainty, carly
termination, investing and funding costs, future adninistrative costs and, where
relevant. model risk.
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Institutions shall establish and maintain procedures for calcutating an adjustment (o
the current valuation of any lcss liquid positions, which can in particular arise from
market events or institution-related situations such as concentrated positions and/or
positions for which the originally intended holding perind has been exceeded.
[nstitutions shall, where necessary, make such adjustments in addilion to any changes
to the value of the position required for financtal reporting purposes and shall design
such adjustments to reflect the illiquidity of the position. Under those procedures.
institutions shall consider several factors when determining whether a valuation
adjustment is necessary for less liquid positions. Those factors include the Tollowing:

{a) the additionat amount of time it would take to hedge oul the position or the
risks within the position beyond the liquidity horizons assigned 1o the risk
factors of the position in accordance with Article 325be:

(b)  the volatility and average of bid/offer spreads;

(¢) the availability of market quotes (number and identity of market makers) and
the volatility and average of trading volumes including trading volumes during
periods of market stress;

(d) market concentrations;

(e} the ageing of positions;

(f)  the extent to which valuation relies on marking-to-model;
(g) the impact of other model risks.

When using third party valuations or marking to model, institutions shall consider
whether to apply a valuation adjustment. ln addition, institutions shall consider 1he
need to establish adjustments for less liquid positions and on an ongoing basis review
their continued suitability. Institutions shall alsc explicitly assess the nced for
valuation adjusiments relating to the uncertainty of parameter inputs used by models.

With regard to complex products, including securitisation exposures and n-th-to-
default credit derivatives, institutions shall explicitty assess the need for valuation
adjustments to reflect the model risk associated with wsing a possibly incorrect
valuation methodology and the model risk associated with using unobservable (and
possibly incorrect) calibration parameters in the valuation model.

EBA shall develop deaft regulatory technical standards to specify the conditions
according to which the requirements of Article 105 shall be applied for the purposes
of paragraph 1 of this Article.

EBA shall submit those drafl regulatory technical standards to the Commission by 28
July 2013.

Power is delegated to the Commission to adopt the regulatory technical standards

referred to in the tirst subparagraph in accordance with Articles 10 10 14 of

Regulation (EU) No 1093/2010.".
Asticle 106 is replaced by the following:
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"drticle 106
Internal Hedyges

An internal hedge shall in particuar meet the following requizements:
fa) il shail not be primarily intended to avoid or reduce own funds requirements;

(b} it shall be properly documented and subject to particutar internal approval and
audit procedures;

{¢) it shali be dealt with at market conditions;

{d} the markel nisk that is penerated by the internal hedge shall be dynamically
managed in the trading book within the authorised limits;

fe) it shall be carefully monitored in accordance with adequate procedures.

These requirements apply without prejudice to the requirements applicable to the
hedyed position in the non-trading beok or in the trading boak, where relevant,

When an institution hedges a non-trading book credit risk exposure or counterparty
risk exposure using a credit derivative booked in its tcading book, this credit
derivalive posilion shall be recognised as an internal hedge of the non-trading book
credit risk exposure or counterparty risk exposture for the purpose of calculating the
risk-wetghted exposure amounts referred to in Article 92(3)(a) where the instisution
enters inlo another credit derivalive transaction with an eligible third party protection
provider that meets the requirements for unfunded credit protection in the non-
trading book and pertectly offsets the market risk of'the internal hedge.

Both an internal hedge recognised in accordance with the lirst sub-paragraph and the
credit derivative entered into with the third party shall be included in the trading
book for the purposes of eulculating the own funds requiremtents for market risks.

When an mstitulion hedges a non-trading book equity risk exposure using an cqaity
derivative booked in its trading book, this equity derivative position shall be
recopniscd as an imernal hedge of the non-trading book equity risk exposure for the
pupose of caleulating the risk-weighted exposure amounts referred to in Article
92(3)(s) where the institution enters into another equity derivative transaction with
an eligible third party protection provider that meets the requirements for unfunded
credi protection in the nen-trading book and perfectly otfsets the markel risk ol the
internal hedge.

Both au internal hedge recognised in accordance with the first sub-paragraph and the
equity derivalive entered into with the third party shall be included in the trading
hook for the purposes of calculating the own funds requirements for market risks.

When an institution hedges non-trading book interest rate risk exposures using an
interest rate rish positicn booked in its trading book, this posttion shall be considered
as an internal hedpe for the purposes of assessing the interest rate risks arising from
non-trading positions in accordance with Articles 84 and 98 of Directive 2013/36/EU
when the following conditions are met:

{a)  the position has been atiributed 1o a trading desk established in accordance with
the requirements sel out in Article 104bh which business strategy is solely
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dedicated to manage and mitigate the market risk of internal hedges of inlerest
rate risk exposure. For this purpose, this trading desk may cnter mio other
interest rate risk positions with third pariies or other trading desks ol the
institution, as long as these other trading desks pertectly ofiset the market risk
of these other interest rate risk positions by enlering inlo opposile interest rate
risk positions with third parties;

(b} the institution has fully documented how the position mitigates the interest rate

risks arising from non-trading book posilions for the purposes of the
requirements faid down in Arlicles 84 and 98 of Directive 2013/36/EL;

3. The own funds requirements for market risks of all the positions assigned to or
entered into by the trading desk referred to in peint (a) of paragraph 3 shali be
calevlated on a standalone basis as a separate porifelio and shall be additional to the

own funds requirements for the other trading book positions.”.
(60) Article 167(3) is replaced by the following:

3. For the purposes of this Regulation, exposures to a third country investment firm. a third
country credit institution and a third country exchange shall be treated as exposures
to an institution only it the third country applies prudential and supervisory
requirements to that entity that are at least equivalent to those applied in the Union.”

{61) Article 128 is replaced by the following:

“drticle 128
ltems associated with particular high risk

L. Where appropriate, institutions shall assign a 150 % risk weight to exposures that are
associated with particularly high risks.

2. For the purposes of this Article. speculative immovable property financing shall be
considered to be associated with particulasly high risks.

3. When assessing whether an exposure other than exposures referred to in paragraph 2
is associated with particularly high risks, institutions shall lake into account the
following risk characteristics:

{a)  whether there is a high risk of loss as a result of a delault of the obligor;

(b) whether it is impossible to assess adequately whether the exposure falls uader
point {a).”.

(62) Article 132 is replaced by the following:

“Article 132
Chn fandds requirements for ClUs

1. Institutions shafl caleulate the risk weighted exposure amount for their exposures in
the form of units or shares in CIUs by multiplying the risk weighted exposure
amount of the CIU, calculated in accordance with the methods set out in this Article.
with the percentage of units or shares held.
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Institutions shall exclude trom the caleulations referved to in the first subparagraph
exposures that according 10 Article 36 must be deducted from Common Equity Tier §
items.
Institutions may exclude trom the calculations referred to in the first subparagraph
exposures to funds fulfilling the conditions laid down in points {g) and (h} of Article

150{1) , unless that exclusion would result in a material understatement of the risks
associated with these exposures.

Whete the conditions set out in paragraph 3 are met, institutions may apply the look-
through approach in accordance with Article 132a(1) or the mandate-based approach
in accordance with Article 132a(2). Where the institutions do not apply the look-
through approach or the mandate-based approach, 4 risk weight of 1,250 % (*fall-
back approach”) shall be assigned.

Where the conditions set out in paragraph 3 are met, institutions may calculae the
risk weighted exposure amount associated with an individual exposure in the form of
units or shares in ClUs using a combination of the fall-back approach, the look-
through appreach and the mandate-based approach.

Instintitions may determine the risk weight for 2 CIU in accordance with the methods
setout i Article 132a, where the foltowing eligibility ceiteria are met:

tay  the CHU is one of the following:

{ix) an undertaking for collective investment in transferable securities
{UCITS) governed by Directive 2009/65/EL);

(x) an EU AIF managed by an EU AIFM registered under Article 3(3) of
Directive 201 31/61/EU;

{x1) an AIF managed by an EU AIFM authorised under Article 6 of
Directive 201 #/61/EU;

(xii) an All" managed by a non-EU AIFM autherised under Article 37 of
Directive 201 L/61/EU;

{xitiy a non-Ell AIF managed by a non-EU AIFM and marketed in
accordance with Article 42 of Directive 201 1/61/EU.;

(b} the CIL's praspectus or equivalent document includes the following:
the categories of assets in which the CIU is authorised to invest;

(xiv) where investment limits apply, the relative limits and the methodelogies
to calculate them:

{w) weporiing by the CIU to the institution complies with the following
requirements:
the business of the Cil! is reported at least as lrequently as that of the institution:

the granularity of the financial information must be sutticient 1o calculate the
corresponding risk weighted asset amounts;
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where the look-through approach is applied. information abowt the underlying
exposures is verified by an independent third party.

Institutions not having adequate data or information to calculate and report. in
accordance with the methods set out in Article 1324, a risk weight for the CiU. may
rely for that catculating and reporting on the following third patties:

(a) 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 the financial institution:

(b) for CIUs not covered by paint (a), the CIU management company, provided
that the CIU management company meels the crileria sct out in paragraph 3(a).

An external auditor shall confirm the correctness of the calculation referred to in
the first subparagraph.

The risk weighted exposure amount shall be muliplied by a factor of 1.2, where
an institution relies on a third party to catculate the risk weighled assel amounts
for a CIU and that third parly applies the method set out in Articte 132a{1).

Where an institution applies the approaches set out in Article 132a for (he purpose of
calculating the risk-weighted exposure amount of s CIU. and the underlying
exposure of the CIU is an exposure in the form of units or shares in another CIU. the
risk-weight for the exposure in the other C1U may be determined using any of the
three approaches described in paragraph 2. Risk-weighted exposure amounts of C1Us
in subsequent layers must be determined in accordance with the fall-back approach.
unless the look-through approach is used tor the preceding layer, in which case the
look-through approach may also be used for the subsequent (ayer.™.

(67) The following Article 132a is inserted after Article 132:

“Article 1320
Specific methods for CIUs

Where the conditions of Article 132(3) are mel, institutions that are aware of the
underlying exposures of a ClU shall look through te those underlving exposures to
caleulate the risk weighted exposure amount of the CIU, risk weighting all
underlying exposures of the CIU as if they were directly held by those institutions.

Institutions that are not aware of the underlying exposures of a CIU may calculate
the risk weighted exposure amount for their exposures in the form of a unit or share
in the CIU in accordance with the limits set in the CIU's mandate and relevant
legislation as a sum of the following items. subject to the assumption that the CIU
first incurs expeosures to the maximum extent allowed under its mandate. in the
exposure classes attracting the highest capital requirement and then continues
incurring exposures in descending order until the maximum total exposure limit is
reached:

(a} balance sheet expasures that are risk-weighted according to the methods set out
in this Chapter.
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(hy  exposure values for underlying risk of a derivatives exposure or off-balance
sheet items, calculated in accordance with Article 111..

(e) exposure values for counterpaity ¢redit risk incurred by the CIU, ealculated in
accordance with the methods set out in Sections 3 to 5 of Chapter 6, as
applicable.

By way of derogation from point (d) of Article 92(3), institutions that calculate the
risk weighted exposure amount of the CHU in accordance with parapraphs | or 2 may
replace the own funds requirement for credit valuation adjustment by mubtiplying by
I.5 the exposare value calculated under Sections 3, 4 and 5 of Chapter 6, as
applicable, for the relevant exposures.

EBA shall develop drall implementing technical standards to determine the methods
aceording lo which the risk weighted exposure amount shall be determined for the
exposures referred 1o under points (b) and (c) of paragraph 2 where the inputs
required for the methods referred to in these points are not available.

EBA shall submit those draft implementing technical standards to the Commission
by {nine months atier entry into force].

Power is conlerred on the Commission o adept the implementing technical standards
referred to in the Lirst subparagraph in accordance with Article 15 of Regulation (EU)
No 109372040,

(68 Anicle 152 is replaced by the following:

fad

EN

“Article 152
Treatment of exposures in the fori of units or shaves in ClUs

Institutions shalt calculate the risk weighted asset amounts and expected loss
amounts associated with exposures in the form of units or shares in CIUs in
acvordance with Articie 132,

Where the conditions o Article 132(3) are met, institutions that are aware of the
undertying exposures ot a CIU shall look through to thase underlying exposures in
urder 10 caleutate the risk weighted exposure amount of the CIU, risk weighting all
underlying exposures of the CTU as if they were directly held by the institutions.

By way of derogation from point {d) of Article 92(3), institutions that calculate the
risk weighted exposure amount of the CIU in accordance with paragraphs 1 or 2 of
this Axrticle may repiace the own funds requirement for credit valuation adjustment
by multiplying by 1.3 the exposure value for the relevant cxposures calculated under
Sections 3, 4 and 3 of Chapler 6, as applicable.

Institutions applying the fook-through approach in accordance with paragraph 2 that
fulfil the conditions for permanent partial use in accordance with Article 159, or do
not meet the conditions far using the methods set out in this Chapter lor atl or parts
ol the underlying exposures of the CIU, shall calculate risk weighted exposure
amounts and expected foss amounts in accordance with the following principles:

{a)  ior exposures belongmg to the equity exposuse class referred to in point (e) of
Acticle 147(2), institulions shatl apply the simple risk-weight approach set out

L
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in Article 155(2). Where the institution is unable to differcntiate between
private cquity exposures, exchange-traded exposures and other equity
exposures, it shall trea? the exposures concerned as other equity exposires:

{b) for exposures belonging to the securitisalion exposure class, institutions shall
apply the ratings based method set oul in Article 261

{c) for all other underlying exposures, institutions shall apply the Standardiscd
Approach laid down in Chapter 2.

Where the conditions of Article 132(3) are met, institutions that are not aware of the
underlying exposures of a CIU may calculate the risk weighted exposure amount for
their exposures in the form of a unit or share in the CIU in accordance with the
mandate-based approach set out in Arlicle 132a(2). However, for the exposures listed
in poinis {a), (b} and (c) of paragraph3, the approaches set out thercin shall be
applied.

Institutions not having adequate data or information to calculate and reporl. in
accordance with the metheds set out in paragraphs 2, 3 and 4. a risk weight for the
CIU may rely for that calculating and reporting on the tollowing third parties:

{(a) the depository institution or the depository hinancial institution of the CIU,
provided that the CIU exclusively invests in securities and depesits all
securities at that depositery institution or the financial institution;

(b} for ClUs not cavered by point (a) of this paragraph. the CIUJ managemem
company, provided that the CIU management company meets the critcria set
out in point (a) of paragraph 3.

Where an institution relies on a third party to calculate the risk weighted asset
amournits for a CiU and the tock-through approach is applied by the third party, the
risk weighted exposure amount shall be multiplied by a factor of 1.2. For the
exposures listed in points (a), (b} and (c) of paragraph 3. the approaches set out
therein shall be applied.

The correctness of the calculation referred to in the first subparagraph shall be
confirmed by an external auditor.”,

Point (h} of Article 201(1) is replaced by the following:

“(h) qualifying central counterparties.”.

(70

The foliowing Article 204a is inserted after Anticle 204

“Article 204a
Eligihle types of equity derivatives

[nstitutions may use equity derivatives, which are total rctumn swaps orare

cconomically effectively simitar, as eligible credit protection only for the purpose of

conducting internal hedges.

Where an institution buys credit protection through a total relurn swap and records
the net payments received on the swap as net income, bul does not record the
offsetting deterioration in the value of the asset that is protected either through
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reductions in fair value or by an addition to reserves, that credit protection does not
quality as eligible credit pratection.

Where an institution conducts an internal hedge using an equity derivative, in order
for the intermal hedge to qualify as eligible credit protection for 1he purposes of this
Chapter, the credit risk transferred 1o the trading book shall be transferred out 10 a
thivd parly or parties.

Where an internal hedge has been conducted in accordance with the first
subparagraph and the requirements in this Chapter have been met, institutions shall
apply the ruies set oul in Scctions 4 to 6 for the caiculation of risk-weighted exposure
amounts and expected loss amounts where they acquire unfunded credit protection.”.

Articte 223 is replaced by the following:

“drticle 223
Finunciol Collateral Comprehensive Method

In order to take account of price velatility, institutions shall apply volatility
adjustments to the market value of collateral, as set out in Articles 224 to 227, when
valuing  financial  collateral  for the purposes of the Financial Collateral
Comprehensive Method.

Where callateral is denominated in a currency that differs from the currency in which
the underlying exposure is denominated, institutions shall add an adjustment
reflecting currency volatility to the volatility adjustment appropriate to the collateral
as set out in Arlicles 224 10 227,

[n the case of OTC detivalives (ransactions covered by netling agreements
recognised by the compelent autherities under Chapter 6, institutions shall appty a
vilatility adjustment reflecting currency volatitity when there is a mismatch between
the collatetal currency and the settlement currency. Even where multiple currencies
are invelved in the wansactions covered by the netting agreement, institutions shal}
apply a single volatitity adiustment.

Institutions shall caleulate the volatility-adjusted value of the collateral (Cya) they
need to take inle accounl as tellows:

Cea = C- (1 — He — Hy,)

where:

C = the value ol'the eollateral;

H, < the volatitity adjustment appropriate to the collateral, as caleulated under
Arnicles 224 and 227,

Hy, + the volatility adjustmeni appropriate to currency mismalteh, as caleulated under
Articles 224 and 227,

Institutions shall use the formula in this paragraph when calculating the volatility-
adjusied value of the collateral for alt transactions except for those transactions
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subject to recognised master netting agreements 1o which the provisions set out in
Articles 220 and 22} apply.

Institutions shal{ calculate the volatifity-adjusted value of the exposure (EVA} they
need to take into account as follows:

Eva=E- (14 Hg)

where:

L =the exposure value as would be determined under Chapler 2 or Chapter 3, as
applicable, where the exposurewas not collateralised:

Hg = the valatility adjustment appropriate to the exposure, as calculated under
Articles 224 and 227

In the case of QTC derivative transactions institulions using the method laid down in
Section 6 of Chapter 6 shall calculate Ev, as totlows:

Eya=E.

For the purpose of calculating E in paragraph 3, the following shall apply:

(a} for institutions calculating risk-weighted exposure amounts under the
Standardised Approach, the exposure value of an off-balance sheet item listed
in Annex [ shall be 100 % of that item’s value rather than the exposure value
indicated in Article 11H1);

{b) for institutions calculating risk-weighted exposure amounts under the IRB
Approach, they shall calculate the exposure value of the items listed in Article
166(8) to (10) by using a conversion factor ot 100 % rather than the conversion
factors or percentages indicated in those paragraphs.

Institutions shall calculate the fully adjusted value of the exposure (E*), taking inte
account both volatility and the risk-mitigating effects of collateral as follows:

£ = max({0, Bys — Cyanl

where:
Eva = the volatility adjusted valuc of the exposure as calculated in paragraph 3:

Cvaym = Cyy further adjusted for any maturity mismalch in accordance with the
provisions of Section 5;

In the case of OTC derivative transactions, institutions using the methods taid down

in Sections 3 to 5 of Chapter 6 shall take into account Lhe risk-mitigating cffects of

collateral in accordance with the provisions laid down in these Scclions, as
applicable6. Institutions may caleulate volatlity adjustments cither by using the
Supervisory Velatility Adjustments Approach referred to in Adicle 224 or the Own
Estimates Approach referred 1o in Article 225,

An institution may choose to use the Supervisory Volaiility Adjustments Approach
or the Own Estimates Approach independently of the choice i1 has made between the
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However, where an institution uses the Own Estimates Approach, it shall do so for
the full range of instrument types, excluding immaterial portfolios where it may use
the Supervisory Volatility Adjustnents Approach.

. Where the collateral consists of a number of eligible items, institutions shall calculate
the velatility adjustment (H) as follows:

H= Z(l"H,

where:
a, - the proporiion of the value of an eligible item 1 in the total value of collateral;
Hi - the volatility adjustment applicable 1o etigible item £.".

(72) Articte 272 points (6), (7) and {12) are replaced by the following:

"{6) “hedging set” means a proup of transaclions within a single netting set for which full or
partial oflsening is allowed for determining the potential future exposure under the
methods set out in Pari 3, Title [T, Chapter 6, Sections 3 or 4;

(7) “margin agreement” means an agreement or provisions of an agreement under which one

counerparty must supply collateral to a second counterparty when an exposure of

that second counterparty to the Lirst counterparty exceeds a specified level,

(1) "Cwrent Market Value™ or “CMV” means the net market value of all the transactions
within a netting set gross of any collateral held or posted where positive and negative
marhet values are netted in compulting the CMV,"

173) In Artick: 272, the following point is inserted alter point 7:

"7a) "one way margin agreement” means a margin agreement under which an institution is
required to post variation mMargins to a counlerparty but it is not entitled to receive
variation margiit lrom thal counlerparty or vice-versa;”.

{74} In Article 272, the following point is inserted aller point [2:

"(12a) "net independent collateral amount™ or "NICA™ means the sum of the volatility-
adjusted value of net collateral received or posted, as applicable, to the netting set
other than variation margin;".

(75) Article 273 is replaced by the tullowing:
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"drticle 273
Methods for calenlaiing the exposure valie

Institutions shall calculate the exposure value for the conlracts listed in Annex Il on
the basis of one of the methods set out in Sections 3 to 6 of this Chapter in
accordance with this Article.

An institution which does not meet the conditions set out in Article 273a{2) shall not
use the method set out in Section 4 of this Chapler. An inslilution which does not
meet the conditions set out in Article 273a(3) shall not use the method sel out in
Section 5 of this Chapter.

To determine the exposure value for the contracts listed in point 3 of Amnex I1 an
institution shall not use the method set oul in Section 5 of this Chapter.

Institutions may use in combination the methods set out in Sections 3 to 5 of this
Chapter on a permanent basis within a group. A single institution shall not use in
combination the methods set out in Sections 3 to 6 of this Chapter on a permanent
basis,

Where permitted by the competent authorities in accordance with Article 283(1) and
(2), an institution may calculate the exposure value for the following fems using the
Internal Model Method set out in Section 6 of this Chapter:

(a) the contracts listed in Annex 1I;

(b} repurchase transactions;

{c) securitics or commodities lending or borrowing transactions;
(d) margin lending transactions;

(e} long seltlement transactions.

When an institution purchases protection through a credit derivative against a non-
trading book exposure or againsl a counterparly risk exposure, it may calculate its
own funds requirement for the hedged exposure in accordance with cither of the
fallowing:

{a)  Articles 233 to 236:

{b} in accordance with Article 153(3). or Article 183, where permission has been
granted in accordance with Article 143.

The exposure value for CCR for those credit derivatives shall be zero. unless an
institution applies the approach in point (h)(ii) of Article 29%2).

Notwithstanding paragraph 3, an institution may choose conststently to include for
the purposes of calculating own funds requirements for counterparty credit risk all
credit derivatives nol included in the trading book and purchased as proteclion
against a non-trading book exposure or against a counterparty credit risk exposure
where the credit protection is recognised under this Regulation.

Where credit default swaps sold by an institution are freated by an institution as
credit protection provided by that instilution and are subject to own funds
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requirement for credis risk of the underlying for the full notional amount, their
exposure value for Lthe purposes of CCR in the non-trading book shall be zero.

Under all methods set cut in Sections 3 1o 6 of this Chapter, the exposure value for a
given counterparty shall be equal 10 the sum of the exposuse values calculated for
cach netting set with thal counterparty,

By the way of derogation from the first subparagraph, where a single margin
agreemnent applies to multiple netting sets with that counterparty and the institution is
using the methed set out in Section 3 and Section 6 of this Chapter 1o caleulate the
exposure value of these netling sets, the exposure value shall be calculated in
accordance with that Section,

For a given counterparty, the exposure valuc for a given netting set of OTC
derivative instruments listed in Annex il caleulated in accordance with this Chapter
shall be the greater of zero and the difference between the sum of exposure values
across all netting sets with the counterparty and the sum of CVA for that
counterparty being recognised by the inslitution as an incurred write-down, The
credit valuation adjustments shali be calculated without taking into account any
offsctting debil value adjustment attributed 1o the own credit risk of the firm that has
beea already excluded from own funds in accordance with Article 33(F¥c).

In accordance with all the methods set out in Scetions 3 1o 5 of this Chapter,
instititions may treat two OTC derivative contracts included in the same netting
agreement that are pertectly matching as if they were a single contract with a
notienal principal equals 1o zero.

For the purposes of the first subparagraph, two OTC derivative contracts are
perfecily matching when they meet all of the foltowing conditions:

(a) theirrisk positions are opposite;
ib)  their leatures, wilh the exception of the trade date, are identieal;
{c)  their cash-flows Tully offset each other.

Institutions shall determine the exposure value for exposures ansing from long
seltlement transactions by any of the methods set out in Sections 3 to & of this
Chapter, repardless of which method the institution has chosen for treating OFC
derivatives and repurchase 1iransactions, secugities or commedities lending or
bosrowing transactions, and margin lending transactions. In calculasing the own
funds requirements for long settlement transactions, an institution that uses the
approach set out in Chapler 3 may assign the risk weights under the approach set out
in Chapter 2 on a permanent basis and irrespective of the materiality of such
positicus,

Far the methods set out in Sections 3 to & of this Chapter, institutions shall treat
wansactions where specific wrong way risk has been identified in accordance with
Article 291.",

‘The following new Articles are inlroduced after Article 273:
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Article 273a
Conditions for using simplified methads for colcwlating the exposiee vahie

An institution may determine the exposure value of derivative positions in
accordance with the method set out in Section 4 provided that the size of its on- and
off-balance sheet derivative business is equal to or less than the following thresholds
on a monthly basis observation:

(a) 10 % of the institution’s totzl assets;
(b) EUR 150 mitlion;

For the purposes of this paragraph, institutions shall determine the size of theiv on-
and off-balance sheet derivative business on a given date by including all its
derivative positiens excepl credit derivatives thal are recognised as internal hedges
against non-trading book credit risk exposures.

An institution may determine the exposure value of interest rate, foreign exchange
and gold derivative positions in accordance with Section 5 provided that the size of
its on- and off-balance sheet derivative business is equal to or less than the following
condifions on a monthly basis observation:

(a) (a) 5% of the institution’s total assets;

(b)  (b) EUR 20 million;

For the purposes of this paragraph, institutions shall determine the size of their on-
and off-balance sheet derivative business on a piven dale by including all its
derivative positions referred to contracts in paragraphs 1 and 2 of Annex Il

For the purposes of paragraphs | and 2, when determining the size of its on- and oftf-

balance sheet derivative business on a piven date, institutions shall apply the
{following provisions:

(a) derivative positions shall be valued at their market prices on that date, 1 he
market value of a position is not available on a given date. institutions shall
take the most recent market value for this position.

(b)  the absolute value of tong positions shall be summed with the absolute value ol
shart positions.

Institutions shall notify their competent authorities ol the methods set out in Section
4 or 5 that they use, or cease to use, as applicable, to caleulate the exposure value of
theis derivative posilions

Institutions shall not enter into a derivaiive transaction for the only purpose of
complying with these conditions at the monthly observation dates.
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Article 273b

Breaches of conditions for using simplified methods for calewlating the exposure value of

(17

terivatives
Where an instilution no longer meets any of the conditions set out in of paragraphs t

or 2 of Article 273a, as appiicable, it shall immediately notify the competent
authority.

The institution shali cease 1o apply paragraphs 1 or 2 of Article 273a, as applicable,
within three months of either of the following situations happening:

(a) 1he institution does not meet any ol the conditions of paragraphs | or 2 of
Article 273a, as applicable, for three consecutive months; or

(b) the institution does not meet any of the conditions of paragraphs 1 or 2 of
Adticle 2734, as applicable, during more than 6 out of the last 12 months;

Alter ceasing to appty paragraphs | or 2 of Article 273a, as applicable, an institution
shall only be permitted to determine the exposure value of its derivatives positions
with the use of the methods set out in Section 4 or 3 of this Chapter, as applicable,
where it demonstrates 10 the competent authority that all the conditions sel out in
paragraphs 1 or 2 of Article 2734, as applicable have been met for an uninterrupted
full year period.

Section 3 of Chapter 6 of Title [1 in Part Three is replaced by the following:

"SECTION 3
STANDARDISED APPROACH FOR COUNTERPARTY CREDIT RISK

Articl: 274
Lxposare valie
An instintion may calculate a single exposure value at netting set level for all the

lransactions covered by a contractual netting agreement where all the following
conditions are met:

(ay  the nesting agreement belongs to one of the type of contract netting agregment
referred to in Articie 295;

(b) the netiing agreement has been recognised by competent authorities in
accordance with Article 296;

(¢} the institution bas Eulfilled the obligations Jaid down in in Article 297 lor this
netting agreement.

Where any ol the conditions in the first subparagraph are not met, the institution shall

treat each transaction as if it were its own netting sel.

tnstitutions shall calculate the exposure value of a netting set under the Standardised

Approach for Counterparty Credit Risk Method (hereinatter referred 1o as "8A-CCR
Method"} as lollows:
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Exposure value = a - {RC + PFE)

where:

RC = the replacement cost calculated in accordance with Article 275;

PFE = the potential future exposure caleulated in accordance with Article 278:
[+ = 1.4.

The exposure value of a netting set subject to a contractual margin agreement shali
be capped at the exposure value of the same netting set not subject to any form of
margin agreement.

Where multiple margin agreements apply to the same netling set. instituticns shall
allocate each margin agreement 1o the group of transaclions in the netting set il
contractually applies to and separately calculate an expesure value for each ol these
grouped transactions.

Institutions may sel to zero the exposure value of a netting set that satisfies all the
following conditions:

(a) the netting set is solely composad of sold options;
(b}  the current market value of the netting set is at all {fmes negative:

{t) the premium of all the options included of the nelting set has been received
upfront by the institution to guarantee the performance of the contracts;

(d) the netting set is nol subject to any margin agreement.

{nstitutions shall replace, in a netting set, a transaction which is linear combination of
bought or sold vanilla call or put options by all the single options that form the
combination, taken as individual transaction. for the purpose of calculating its
exposure value of the netting set in accordance with this section.

Article 273
Replacement Cost

Institutions shall calculate the replacement cost (henceforth "RC") for netting scts not
subject to a margin agreement of subject to & onc-way margin agreement under
which the institution posts variation margin to the counterparty but does not receive
variation margins from the counterparly, in accordance with the following formula:

RC = muax{CMy - NICA, 0}

Institutions shall calculate the replacement cost for single netling sets subject o a
margin agreement in accordance with the following formula:
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R s omadeMY - VM — NICA.TH + MT4& — NICA, 0]

where:

VA - the volatility-adjusted value of the net variation margin received or
posted. as applicable, 10 the netling set on a regular basis to mitigate changes in the
nerling sel’s ChV;

™ = the margin threshold applicable to the netting set under the margin
agreement below which the institution canmot call tor collateral;

MTA = the minimum transfer amound applieable 10 the netting set under the
margin agreement

Institutions shall cateulate the replacement cost for multiple netting sets subject to a
margin agreemenl in accordance with the following formula:

R err[z mnx{CMVL 0] - max(V¥ay + NfCA,,,.‘U].CIi

]

1 inx [Z nea {EMV, D) - s [V, + NJCA,M.O].HI

where:

i = 1he index lhal denotes the nelting sets subject to the single margin
agreement;

OMVY, = the CMV of netting set i

Viviua the sum of the volatitity-adjusted value of collatesal received or
posled, as applicable, on a regular basis 1o muliiple petting se1s 10
mitigate changes in their CMV,

NiCAna = the sum of the velatility-adjusted value of colfateral received or

posted, as applicable, o multipte netting sets other than VM.

For the purpose of the first subparagraph, NICAwa may be calculated at trade-level,
at aetlling sel-level ur at the level of all the netting sets to which the margin
agreement applies depending on the level at which the margin agreemens applies.

Article 276
Recognition and treatment of collateral
For the purpose of Lthis Section, institutions shall determine the collateral ameunts
VAL Vg NICA, NICAwm,, by applying all of the following requirements:

(a3 where all the ransactions included in a netting set belong te the trading book,
only collateral that is eligible under Article 299 shall be recognised;
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(b} where a newing set contains at least one transaction that betong to the non-
trading book, only collateral that is eligible under Article 197 shall be
recognised;

(c} collateral received from a counterparty shall be recognised with a positive sign
and collateral posted to a counterparty shall be recognised with a negative sign.

{(d) the volatility-adjusted value of any type of collateral received or posted shall be
calculated in accordance to Asticle 223. For the purpose of this calculation,
institutions shall not use the method set out in Articte 235,

(e) the same coliateral item shall not be included in both VM and NICA al the
same time;

(f} the samne collateral item shall not be included in both VMu, and NICAy, at
the same time;

(2} any collateral posted to the counterparty that is segregated from the assets of’

that counterparty and, as u result of that segrepation, is bankruptey remote in
the event of the defaull or msolvency of that counterparty shall not be
recognised in the calculation of NICA and NTCAw,, as applicable.

For the purposes of the calculation of the volatility-adjusted value of collateral
posted in point (d) of paragraph 1, institutions shall replace the formula in paragraph
(2) of Article 223 with the following formula:

Cop=C (14 He + Hpy)
For the purpose of point {d) of the first subparagraph, institutions shall determine the

liquidation period relevant to the catculation of the volatility-adjusted value of any
coliateral received of posted in accordance with the following time horizon refevant:

(a) for the netting sels referred 1o paragraphs 1 of Article 276(1). the time horizon
shall be one year;

(b} for the netting sets referred 1o paragraphs 2 and 3 of Articles 276. the time
herizon shall be the margin period of risk determined i accordance with
Article 279d{1)(b)

Avticle 277
Mapping of iransactions ta risk categories

Institutions shall map each transaction of a netfing sel to one of the tollowing six risk
categorics in order to determine the potential future exposure of the netting sci as set
out in Articie 278:

{a) interest rate risk;

() foreign exchange risk;
(¢} credit risk;

(&) equity risk,
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(e) commodity nisk;
(1} other risks.

The mapping referred to in paragraph 1 shall be based on the primary risk driver of
the wransaction. For transactions not referred to in paragraph 3. the primary risk
driver is the only material risk driver of a derivative position. When mapping
transactions to the risk categories listed in paragraph 1, institutions shall take into
account the lollowing:

(a) where the primary risk driver of a transaction is an inflation variable,
mstitutions shall map the transaction fo the interest rale risk category;

(by  where the primary risk deiver of a transaction is a climatic conditions variable,
nstitutions shall map the transaction to the commodity risk category.

Alter the entry into force of Chapters 2 and 3, Title IV, for a derivative transaction
allocated 1o the trading book for which an institwion use either the approaches set
ow in those Chapters to calculate the own funds requirements for market risk, the
primary risk driver shall be the risk factor associated with the highest absolute
sensitivily amaong all the sensitivities calculated for this fransaction in accordance
with Chapler 2, Title 1V.

By the way of derogation {rom paragraph 2, for derivative transactions that have
more than eae material risk driver, institutions shall map those transactions to more
than one risk category. Where all the material risk drivers of one of those
Lransactions belong to the same risk category, institations shall map one time this
transaction o this risk eategory based on the most material of these risk drivers.
Where the material risk drivers of one of those transactions belong to different risk
categories. institutions shall map one time this transaction to each risk category for
which the (ransaction has at [east one material risk driver, based on the most material
of the risk drivers in each risk category.

LA shall devebop draft regulatory technical standards to specify (n greater detail:
{a) a method for identifying the only material risk driver of transactions other than
thosc referred ta in paragraph 3:

(b} a method for identitying transactions with more than one material risk driver
and for identilying the most material of these risk drivers for the purposes of
paragraph 3;

EBA shall subinit those drafl regulatory technical standards to the Conunission by [6

months afler the entry into torce of this Regujation).

Power is delegated to the Commission 1o adept the regulatory technical standards
veferred w0 in the first subparagraph in accordance with Articles 10 to 14 of
Regutation (EU) No 10932010
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Article 277a
Hedging seis
Institutions shall establish the relevant hedging sets for each risk calegory ol a
netting set and assigned each transaction to those hedging sets in accordance with Lhe
folfowing provisions:

(a) transactions mapped to the interest rate risk category shall be assigned o the
same hedging set only if their primary risk driver is denominated in the same
currency’,

(b} tramsactions mapped to the foreign exchange risk category shall be assigned o
the same hedging set only if their primary risk driver is hascd on the same
currency pair;

{c} all the transactions mapped 1o the credit risk category shall be assigned 1o the
same hedging set;

{d) all the transactions mapped to the equity risk category shall be assigned to the
same hedging set;

(e) transactions mapped to the commeodity risk category shall be assigned 10 one of

the following five hedging sets based on the nature of their primary risk dviver:
(xv) cnergy;

{xvi) metals;

{xvii} agricultural goods;

{xviii) elimatic conditions;

(xtix) other commodities.

() iransactions mapped to the other risks category shall be assigned W the same
hedging sct only if their primary risk driver is identical.

For the purpese of paragraph (a), transaclions mapped to the intgrest raie rish
category that have an inflation variable as primary risk driver shall be assigned to
other, separate hedging sets than the hedping sels established for transactions
mapped to the interest rate risk category that have an intlation variable as primary
risk driver. Those transactions shall be assigned to the same hedping set only i’ their
primary risk driver is denominated in the same currency.

By the way of derogation from paragraph 1. institutions shall eslablish separate
individual hedging sets in each risk category tor the tollowing transactions:

(a) Transactions for which the primary risk driver is either the market implied
volatility or the realised volatility of a risk driver or the correlation;

(b} Transactions for which the primary risk driver is the dilference between iwo
risk drivers mapped to the same risk calegory or transactions which consist in
two payment legs denominated in the same currency and lor which a risk
driver from the same risk category of the primary risk driver is coniained in the
other payment leg than the one containing the primary risk diiver.
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For the purposes of point (a). institutions shall assign transactions to the same
hedging set of the relevant risk category only if their primary risk driver is identical,

For the purposes of point (b), institutions shall assign transactions to the same
hedging set of the relevant risk category only if the pair of risk drivers used to
wdentify Ihem contained in the transaction is identical and oaly if the two risk drivers
included in one of those transaclions are positively correlated. Where the two risk
drivers included in one of those transactions are not positively correlated, institutions
shall assign the transactions to one of the hedging established in accordance with
paragraph 1, on the basis of onty one of its risk drivers.

The institutions shafl, for each risk category, make availeble upon request to the
competeat aothorities the number of hedging sets established according fo this
paragraph, the primary visk driver or the pair of risk drivers of each of these hedging
sets and the number of transactions in each of these hedging sets.

Article 278
Potenticd fisture exposure

Institutions shail calculate the potential future exposure (henceforth 'PFE') of a
netiing set as [olows:

PFE = mulciplier » Z AddOnt®
a

where:

a the index that denotes the risk categories included in the caleulation of
the potential future exgosure of the netting sel:

Addon™ the add-on for risk category "a" caleulated in accordance with

Articles 280a to 2801 as applicable;

multiplier = the multiplier factor cafculated in accordance with the
applicable formula in paragraph 3.

For the purposes of this calculation, institutions shall include the add-on of a giver
visk category in the calculation of the potential future exposure of a nelling set where
at least one (ransaction of the netting sct has been mapped to this risk category.

The potential luture exposure o multiple netting sets subject 1o a single margined
agreement, as referved in Article 275(3), shall be determined as the simple sum of all
the individual netting sets considered as if they were not subject to any form of
maggin agreement.

For the purpose of paragraph |, the multiplier shall be calculated as tollows:
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1, #zz20
multiplier =4 ) I o
min i, Floon, + {1 - Floon,) - cxp Wit afferivse

where;
Fleor,, = 5%;
2 (1 - Floor,)" Z Addon™
it
y =
z =
CMY — NICA for the hedging sets reterred to in Artsele 275¢H)
CMV —VM — NICA for the hedging seis reterred o In Article 275(2)
CMV, — NICA; for the hedging sets referred to in Auticle 275(3)
NICA;, =  the net independent collateral amouni calculated only lor wransactions

that are included in netting set "i", NICA, may be calculated at trade-level or at
netting set-level depending on the level ofapplicable of the margin agreemenl.

Article 27%
Calculation of risk posiiion

[nstitutions shall calculate the risk position of each transaction of a netting set for the purpeses
of calculating the risk calegory add-ons in accordance with Article 280a to 280F institutions
shall calculate the risk position of each transaction of a netting set, as follows:

RiskPosition = § - AdjNot - MF

where:

§ the supervisory delta of the transaction calculated in accordance with
the applicable formula in Asticle 279a;
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AdjNot .
= the adjusted notional amount of the transaction
determined in accordance with the provisions set out in Article 279b;

the maturity factor of the transaction catculated in accordance
with the applicable formula in Articte 279¢;

Article 279
Supervisory delia

l. Institution shall determine the supervisory delta (&) as follows:

ta)  for call and pul options that gives the right for the option buyer to purchase or
sell an underlying instrument at a positive price on a single date in the future,
except when such options are mapped to the interest rate risk category,
institutions shall use the following tormula:

h:(PjK) +05-0%-T

§ - sign-N| type:
o e o v

where:
{—--1, if the transaction is a put option
. 1, if the transaction is a call option
sign =
Iype = -1 if the transaction is a bought option
. { i, if when the transaction is a sold option
Nix) o .
the cumulative distribution function for a standard nonnal
randem variable {i.c. the probability that a normal random variable with mean
zero and variance of one is less than or equat to X):
i : the spot or forward price of the underlying instrument of the
aplion, as applicable;
K the strike price of the option;
| - the expiry date of the option which is the enly fulure date at

which the option may be cxereised, The expiry date shall be expressed in years using
the reles ant business day convention.

EN to1 EN

| RESTREINT UE/EU RESTRICTED




[ RESTREINT UE/EU RESTRICTED |

= the supervisory volatility of the option detevmined in accordance with
Table lon the basis of the risk category of the transaction and the nature of the
underlying instrument of the option.

Table 1
. . Underlying Supervisory
Risk category T instrument volatility
Interest rate E All 50
Foreign Exchange Al 15%
- B —
i Slmgle-name 100%
Credit Imstrument
Mgltlple-names R0%
instrument i
j S.i ngle-name 120%
Equity ¢ instrument |
; Mi.l.]hple-nal'l'!es 7594
i instrument
| Electricity power 150%
— S O
. : Other
Commodity commodities 0
. 70%
{excluding
electricity power)
Cthers i All 150%

Where an institution uses (he forward price of the underlying insttument of an option
it shall ensure that the price is consistent with the characteristics of the option, (hat it
is calculated using a relevant interest rate prevailing at the reperling date and that it
integrates the expected cash-flows of the underlying instrument before the expiry of
the option.

(by  for tranches of a synthetic securitisation, institutions shall use the following

15
(1+14-4) (1 +14-D}

& =sign:

formula:
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where;

1, if credit protecticn ras been chtained through the transaction

sign = . A ;

E — 1, if credit protection has been provided through the transaction
A - the attachment peint of the tranche;
[ the detachment point of the 1ranche,

{cy  for transactions not referred to in points {2) or (b), institutions shall use the
tollowing supervisory delta

1, if the transaction is a long position in the primary risk driver
-1, if the transaction Is a short position in the primary risk driver

Ior the purposes of this section, a long position in the primary risk driver means that
the market value of the transaction increases when the value of the primary risk
driver increases and a short position in the primary risk driver means that the market
value of the transaction decreases when the valve of the primary risk driver
increases,

For transactions referred to in Article 277(3), a long position is a transaction for
which the sign of the sensitivity of the primary risk driver is positive and a short
position is @ lransaction for which the siga of the sensitivity ol the primary risk driver
is negative. For transactions other than the ones referred to in Article 277(3),
institutions shall determine where these transactions are long or short positions in the
primary gisk driver based on objective information about their structure or their
inention,

ror those transactions with more than one material risk drivers, institutions shall
determine whether the Iransaction is a long position or a short position in each of the
material risk driver consistently with the approach used under paragraph 2 for the
primary risk driver.

The EBA shall develop drati regulatory technical standards to specify:

{a) @ formuls that institutions shall use to determine the supervisory delta of call
and put options mapped (o the interest rate risk category compatible with
market conditions in which interest rates may be negative;

{h)  which objective information about the structure and the intention of a
transaction shall be used by institutions to determine where a transaction that is
not referred to in paragraph 2 of Asticle 277 is a long or short position in its
prumary risk driver;

The EBA shall submit those draft regulatory technicat standards to the Commission
by [6 months ulier the entry into [oree of this Regulation].
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Power is delegated to the Commission to adopt the regulatory technical standards
referred to in the first subparagraph in accordance with Articles 10 1o 14 of
Regulation (EU) No 1093/2010.

Article 279h
Adjusted notional amount

For the purposes of Article 279, institutions shall determine the adjusted notional
amount as follows:

(a) for transactions mapped 1o the interest rate risk category or the credil risk
category, institutions shall calculate the adjusted notional amount as the
product of the notional amount of the derivative contract times the supervisory
duration factor caleulated using the following formula:

exp(=R -8} — cxp(—=R - E)
R

supervisory duration factor =

where:
R = the supervisory discount rate; R = 5%:

S = the start date which (s Lhe date at which a transaction starls fixing or
making payments, other than payments refated to the exchange of collateral in a
margin agreement. If the transaction had already been fixing or making payments at
the reporting date, the start date shall be equal to 0. The start date shall be expressed
in years using the relevant business day convention,

Where a transaction has one or multiple future dates at which the institution or
the counterparty may decide to ferminate the transaction eaclier than its contractual
maturity, the start date shall be equal to the earliest date between:

i.  the date or the earliest of the multiple futurc dates at which
the institution or the counterparty may dectde Lo terminate the
transaction earlier than its contractual maturity: and

fi. the date at which a transaction starts [ixing or making

payments, other than payments related (o the exchange of

collateral in a margin agreement,

Where a transaction has a financial instrument as underlying instrument Ut may

give rise to additional contraciual obligations beyond the contractual obligalions of

the transaction, the start date of the transaclion shall be determined based on (bhe
earliest date at which the underlying instrument starts fixing or making payments.

E = the end date which is the date at which the value of the last contractual
payment of a transaction is exchanged between the institution and the counterparty.
The end date shall be expressed in years using the relevant business day convention.

Where a transaction has a financial instrument as underlying instrument thal may
give rise to additional contractual obligations beyond the contractual obligations of

104

|_RESTREINT UE/EU RESTRICTED |

EN



EN

=

RESTREINT UE/EU RESTRICTED !

1

the transaction, the end date of the transaction shall be determined based on the last
conwactual payment of the underlying instrument of the transaction;

(by for transactions mapped to the foreign exchange risk category, institutions shal
determine the adjusted notional amount as follows:

(i)

{ii}

(i)

liv}

where the transaction consists in one payment leg, the adjusied notional
shall be the notional amount of the derivative contract;

where the transaction consists in two payment legs and the notional
amount of one paymenl leg is denominated in the institution’s reporting
currency, the adjusted notional amount shal} be the notional amount of
the other payment leg.

where (e transaction consists in two payment Jegs and the notional
amount of each payment leg is denominated in another currency than
the instituiion’s reporting currency, the adjusted notional amount shall
be the largest between the notional amount of the two payment legs
after their conversion into the institution's reporting currency at the
prevailing spot exchange rate.

lor transactions mapped to the equity risk calegory or commaodity risk
category, institutions shall calculate the adjusted notional amount shall
be the product of the market price of one unit of the underlying
instrument of the transaction times the number of uvnits of the
underlying instrument referenced by the transaction.

Where a transaction mapped to the equity risk category or commodity risk
catepory is contractually expressed with a aotional amount instead of the
aumber ol unils ot the underlying instrument, institution shall use the notional
amaount as the adjusted notional.

tn order to determine the notional amount or number of units of the underlying
instrument, as applicable, for the purpose of calculating the adjusted notional amount
of & transaction in accordance with paragraph i, institutions shall apply the following
requirements:

(&) where the notienal amount or the aumber of units of the underlying instrument,
as applicable, of a transaction is not fixed until its contractual maturity:

(i

{ii}

for deterministic notional amounts and numbers of units of the
urslerlying instrument, the notional amount shall be the weighted
average of all the deterministic values of notienal amounts or number
of units of the undertying instrument, as applicable, untif the contractual
malurity of the transaction, where the weights are the proportion ot the
time periad during which each value of notionat amount applies;

lor stochastic notional amounts and numbers of units of the underlying
instrument, the notionat amount shall be the amount determined by
tixing current market values within the formula for caleulating the
luture market values that is used 10 determine the notional amount or
e number of units of the underlying instrument, as applicable.
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{b) for binary and digital options, the notional amount shall be the largest vatue of

the possible states of the cption payoff at the expiry of the option,

Without prejudice to the first subparvagrapl, if a possible stale ol the eplion
payoft is stochastic, institution shall use the method set out in point (aXii) to
deterinine its value;

(¢} for contracts with multiple exchanges of the notional amount. the notional
amount shall be multiplied by the aumber ol remaining payments still to be
made in accordance with the contract;

(d} for contracts that provides a multiplication of the casly flows payments or a
multiplication of the underlying of the contract, the notional amount shall be
adjusted by an institution to take inlo account the eftects of the mulliplication
on the risk structure of that contract.

[nstitutions shall convert the adjusted notional amount of a lransaction into ils
reporting eurrency at the prevailing spot exchange rate when the adjusted notional
amount is calculated under this Aricle from a comtraciual notional amount or a
matket price of a number of units of the underlying insirument denominated in
another currency.

Article 279
Maturity Factar

For the purpose of Article 279, institutions shall calculate the maturity factor
(henceforth 'MF") as follows:

{a} for transactions included in netting sets referred 1o in Arlicle 276(1). institution
shall use the following formula:

MF = Jmin{mccx[M. 10/0neBusinessYear), 1}

where:

M = the remaining maturity of the ransaction which is equal
to the length of the time interval until all the contractual obligations of the
transaction terminate. For this purpose, any oplionality fealurc of a derivative
contract shall be considered as a contractual obligation. The remaining maturity shall
be expressed in years using the relevant business day convention.

When a transaction has another derivative contract as underbying instrument thas may
give rise 10 addilional contractual obligations beyond the contractual obligations of
the (ransaction, the remaining maturity of the transaction shall be the length of the
time interval until all the contraciual obligations of the underlying instrument would
terminate.

OneBusinessYear = one year expressed in business days using the relevant
business day convention.
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for transactions included in the netting sets referred to in paragraphs 2 and 3 of
Article 275, the maturity factor is detined as:

where:

MPOR = the margia period of risk of the netling set determined in
accordance with using the provisions set out in paragraphs 2 to 5 of Article 285.

Wlen determining the margin period of risks for transactions between a client and &
clearing member, an institution acting either as the client or as the clearing member
shall replace the minimum period set out in peint (b) of Article 285(2) by 5 business
days. [he other provisions of Article 285 still apply to these transactions.

For the pumpose of paragraph 1, for transactions that are structured to settle
oustanding exposure following specified payment dates and where the terms are
resel so that the market value of the eontract is zero on those specified dates, the
remaining maturity shali be equal 1o the time until the next reset dare.

Avticle 280
Hedging set supervisory fuctor cocefficient

For the purposes af determining the add-on of a hedging set in accordance with Aaticles 280a

to 2801, the hedging set supervisory factor coelticient € is defined as follows:

1. for the hedging sets established according to paragraph 1 ol Article 275

¢ = { 0, tor the hedging sets established according to paragraph 2(a) of Article 275

0.5, tor the hedging sets established according to paragraph 2{b) of Article 275

Article 280a
Interest rate risk cutegory add-on

VFor the purpose of Article 278, tor a given netting set, institution shall calculate the
interest rale risk category add-on as follows:

AddON'™ = ) Addonl*
i

where:

= the index that denoles all the interest rate risk hedging sets established in

accordance with Article Z77a(1){a) and Aiticle 277a(2) for the nelting se;

AddOn}m - the add-on of hedging set f of the interest rate risk category
desermined In accordance with paragraph 2.
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2 The add-on of hedging set j of the interest rate risk category shall be determined as

tollows:
AddOnf® = g, + SF'® « Ef fNotional [t

where:
€ = the hedging set supervisory [actor coefticient of hedging set j
determined in accordance with the applicable value specitied in Article 280;
SF'® = the supervisory factor for the interest rate risk category with a
value equal to 0.5%;
EffNot}R = the effective notional of hedging set j calculated in nccordance
with paragraphs 3 and 4;

3. For the purpese of caleulating the eftective notional of hedging set j, instilutions

shall figst allocate each transaction of the hedging set to the appropriate bucket in
Table 2. They shall do so on the basis of the end date of each lransaclion as
determined under Article 279b(1)a).

Table 2
End date
Bucket i
! {in years)
— ,i, - -

1 i >0 and <=|
2 >l and <=5
3 =5

The instilution shall then calculate the effective notional of hedging set f in accordance
will the following formula:

EffNot/® = [(0,,) + (032) + (0j2)" + 14+ By - Dz + 14 By D3 + 062D, -Dya

where:
i = the index that denotes the risk position;

Djx = the cffective notional of bucket & of hedging set f calculated as follows:

Dy = Z RiskPosition,
1€ Bucket k
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Article 280b
Foreign Exchange risk category add-on
For the purpose of Article 278, for a given netting set, the foreign exchange risk
category add-on shall be calculared as fotlows:

Addon™™ =) AddOnf*
i

where:

j the index that denotes the foreipn exchange risk hedging sets established in
accordance with Article 277a(1 (b} and Article 277a(2) for the netting set;

Addonf* - the add-on of hedging set j of the foreign risk categary
determined in accordance with paragraph 2.

The add-on of hedging sct j the foreign exchange risk category of shall be
determined as fofows:

AddOnf* = ¢, SFF¥ - [EffNot ¥

where:
g - the hedging sct supervisory factor coefficient of hedging set "}
determined in accordunce with the applicable value specified in Anicle 280,

SFFY the supervisory factor for the foreign exchange risk category with a
value equal to 4%,

i*ll’ﬂ\iutr)c - the effective notional of hedging set / calculated as follows:

EffNott™ = Z RiskPosition,
i € Hedging set §

Article 280¢
Creelit risk category add-on
For the purpose of paragraph 2. institutions shall establish the relevant credit
relerence entities ol the netting set in accordance with the (ollowing provisions:

{a)  There shall be ope credit reference entity for each issuer of a reference debt
instrument that underlies a single-name transaction allocated to the credit risk
category. Single-name transactions shall be assigned to same credit reference
eatily only if the underlying reference debt instrument of those transactions is
issued by the same issuer:

{b) There shall be pne credit relerence entity for each group of reference debt
instruments or single-name credit derivatives that undesdlie a multi-name
ransaction allocated to the credit risk category, Multi-names transactions shall
be assipned to the same ¢redit reference entity only if the proup of underiying
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reference debt instruments or single-name credit derivatives, as applicable. of

those transactions has the same constituents.
For the purpose of Article 27§, for a given netting set, institution shall calcutate the
add-on for the credit risk category as follows:

Addgntredit = Z AddOnfrent
I

where;

] = 1he index that denotes all the credil risk hedging scts established in
accordance with Article 277a(1){(c) and Article 277a(2) for the netting set;

AddOnf”du: the credit risk category add-on for hedging set f calculated in
accordance with paragraph 2.

Institutions shall calculate the credit risk category add-on of hedging set | the credit
risk category as follows:

Addonfredt = ¢; - [(ij,-cred"‘ - Addon(Entity;)Y + ¥ (1 - (pf”’““}z)-

2
(Addon(Entity;)) l
where:
i = the index that denotes the credit reference entities of the netting
setestablished in accordance with paragraph 1;
¢ = lhe hedging set supervisory factor coefficient of hedging sct "j" determined

in accordance with the applicable value specified in Article 280(3):

AddOn(Entity,)

accordance with paragraph 4;

= the add-on for credit reference entity / determined in

Credit

; = the coirelation factor of entity j. Where the credit reference entity §

) . ) pJgrutlf.t = 5(1%
has been established in accordance with paragraph 1(a). Where
the credit reference entity J has been established in accordance will patagraph 1{x),

pfrcdit = 80%
Institutions shall calteulate the add-on for credit reference entity / as foltows:

AddOn{Entity;} = Ef fNot["*""

where:
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i

EffNotfrE‘"' ~  the effective notional of ¢redit reference entity “j” calculated as
tollows:

EffNotfreat = SFfe4* . RiskPosition,
L€ Credit reference entity j

where
[ - the index thal denotes the risk position;

SFfredit : the supervisory factor applicable to credit reference
eniity j determined in accordance with paragraph 5.
5 For the purpose of paragraph 4, institutions shall cafculate the supervisory tactor
applicable to credit reference entity J as follows:

{a}  For credit ceference entity j established in accordance with paragraph (1¥a),
SF™U¥ shall be mapped to one of the six supervisory factars set out in Tahle 3
based on an external credit assessment by a nominated LECAL of the
corresponding individual issuer. For an individual issuer for which a credit
assessment by a nominated ECAI is not available:

(i) an instilwion using the approach in Title 11, Chapter 3 shall map the
internal rating of the individual issuer to one of the external credit
assessment;

(i} an institution using the approach in Title 1, Chapter 2 shall assign
5 CII’(‘(lll

I - 0,54 "% o this credil reference entity. However, if an
institution uses Article $28 1o risk weight counterparty credit risk
exposures (o this individual issuer. SF]-'_:,“"’” - 1,6 % shall be assigned;

(by  For credit reference entity § established in aecordance with paragraph (1 }b):

(iY  where the position / is a credil index fisted on a recognised exchange,
SFjCJrcclil

shall be mapped to one of the 1wo supervisory factors set
oul in Table 3 based on the dominant credit quality of its individual
constituents;

Credit
(i1} for positions not referred to in points (i), k shall be the
weighted average of the supervisory factors mapped to each constituent
in accordance with the method set out in point (&), where the weiphts
are defined by the proportion of notional of the constituents in the
position.

Credit quality Supervisory
step . factor lor single-
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! name transactions

| e

1 i 0.38%
2 0.42%
3 0.54%
4 1.06%
5 1.6%
6 6.0%
N I
Yable 4

] o
] Supervisory

Dominant credit Factor for quoted

quality l indices
[nvestmenl grade ] {.38%
-
Non-investment LOG%

grade ,l

Article 2804
Equity risk calegory add-on

For the purpose of paragraph 2, institutions shall estabiish the relevant equity
reference entities of the nelting set in accordance with the foffowing provisions;

(a) there shall be one equity reference entity for each issuer of a reference equily
instrument that underlies a single-name transacticn allocated 1o the equity ¢isk
categary. Single-name lransactions shall be assigned to same equity reference
entily only if the underlying reference equily instrunzent of those transactions is
issued by the same issuer:

(b} there shail be one equity reference entity for each group of reference equily
instruments or single-name cquity derivatives that underlic a multi-name
transaction allocated to the equity risk category. Multi-names 1ransactions shail
be assigned to the same equity reference entity onby if the group of underlving
reference cquity instruments or single-name equity derivatives, as applicable.
of those transactions has the same constituents.
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For the purpose of Article 278, for a given netting set, institution shall calculate the
equity risk category add-on as follows:

AddOnEmiEY = ZAddonf““’
i

wiere:

i - the index that denotes all the credit risk hedging sets established in
accordance with Article 277a(1 ¥d) and Article 277a(2) for the nettinp set;

Ada'{}nfq“”y = add-on of hedging set j of the credit risk category
determined in aceordance with paragraph 3.

nin

Institution shall caleulate the equity risk category add-on for hedging set "j" as

Tollows:

Addonfqui:y =g {(Z; pf'quity . AddOn(Entft}",))z + E] (.1 _ (pfciuuy)z) .

1

B
(Aduon(Entity;)) ]
where:
) = the index that denotes (he equity reference entities of the netting set
estublizhed in accordance with paragraph 1,
€ - the hedging set supervisory tacior coeflicient of hedging set "j" determined

in accordance with the appiicable value specified in Article 280:

AddOn{Entity;) SR - ed
the add-on for equity reterence entity j determined in
accordance with paragraph 4:

Fquity
n

; the correlation factor of entity /.

Where he equity relerence enlity / has been established In accordance with

pfi'c(flt = 50%

.. Where the equity reference entity j has been

Credit _ D
established in accordance with paragraph 1(a) Py 80% .

paragraph 1(a)

Institugions shall caleulate the add-on of equity reference entity j as follows:

AddOn(Entityy) = SFFY - EffNoe O

where:
SF}E‘]““y = the supervisory factor applicable to equity reference entity j. When
the equity reference entity ; has been established in accordance with paragraph 1(a},
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SF}Equity = 50%

; when the equity reference entity j has been established in

SEFTY = 80%

accordance with paragraph 1(a), 1
EffNotqu“"y = the effective notional of equity reference entity / calculated as
follows:
Equity . .
EffNotJ. = Z RiskPosition,

L€ Equity reference enticy J

Articie 280e
Comntodity risk category add-on

For the purposes of Article 278, for a given nelting set, institutions shall calculaie the
commodity risk category add-on as follows:

Addon®om = )" Addonf™™
i

where!

j = the index (hat denotes the commodity hedging sets cstablished in
accordance with Articles 277a(1)(e) and 277a(2) for the netting sel;

AddOnf"m = the commodity risk category add-on for hedging sct j determined in
accordance with paragraph 4.

For the purpose of calculating the add-on of a commaodity hedging set of a given
netling set in accordance with paragraph 4, institutions shall eslablish the relevant
commodity reference types of cacl hedging set. Commeodity derivative transactions
shall be assigned to same commodity reference type only if the underlying
commodity instrument of those transactions has the same nature.

By the way ot derogation from paragraph 2, competent autliorities may require an
institution with large and concentrated commaodity derivative portfolios to consider
additional characteristics other than the nature of the underlying commodity
instrument for the purpose of establishing the commodity reference (ypes of a
commodily hedging set in accordance with paragraph 2.

EBA shall develop deaft regulatory technical standards to specily in greater delail
what constitutes a large and concentrated commedity derivative portiolio as referred
in the first subparagraph.

EBA shall submit those draft regulatory technical standards to the Commission by
(15 months after the eniry into force of this Regulation].
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Power is defegated 1o the Commission o adopt the regulatory technical standards
referred to in the first subparagraph in accordance with Articles 10 1o t4 of
Repulation {EU) No 109322010

Institution shall calcubate the commodity risk category add-on for hedging set j shall
be determined as follows:

AddOn[™ =
1
. Son217
€+ [(p“’"‘ ) AddOn('.T‘ype,{))z + (1= (p°)) - Ty (AddGn(TJ’Pe,{)) ]!

where:

K 1l index that denotes the commodity reference types of the netting set
established in accordance with paragraph 2;

g - the hedging set supervisory factor coefticient of hedging set
"j"determined in accordance with the applicable value specified in Article 280;

AddOn(Typel)

the add-on of commodity reference type k determined in
seeordance with paragraph 3;

ptom - the correlation factor of the commadity risk category with a value equal
to 40%,

Institution shall cajculate the add-on for commedity reference type & as follows:

Addon(Type;) = SFJE‘”" * EffN{thm"

where:
SFEom : the supervisory factor applicable to commodity reference 1ype &.
When the commaodity reference type k™ corresponds to transactions allocated to the
hedging sel referred 1o in point (e}i} of Article 277b(1), SFEO™ = 40%; otherwise,
SFkCnm = 18%:
EffNotE™ - the effective notional of commedity reference type & calcutated as
Lol lowss:

EffNot°™ = RiskPosition,

feCommaodicy reference type k

Article 280f
Urher risks category add-on

IFor the pusposes of Article 278, for a given netting set, institutions shall calculate the
other risk category add-on as follows:
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AddOm®ther = Z Addonf"*”
7

where:

j = the index that denotes the other risk hedging sets established in accardance
with Article 277a{1)(f} and Article 277a{2) for the netting sel:

Add(]nf“'e" = the other risks category add-on for hedging set ; determined in
accordance with paragraph 2.

7. Institutions shall calculate the other risks category add-on for hedging sel j as
follows:

AddOnf™er = ¢« SFOREr o \EFFNoEDT|

where:

€ = the hedging set supervisory factor coefficient of hedging set j determined in
accordance with the applicable value specified in Atticte 280;

§pOther = the supervisory factor for the other risk category with & value equal o
8%,
EffNot?‘he’ = the effective notional of hedging set j calculated as follows:
EffNotother = z RiskPosition,
{ € Hedging set §
(78) Section 4 of Chapter 6 of Title Il in Part Three is replaced by the fallowing:

SECTION 4
SIMPLIFIED STANDARDISED APPROACH FOR COUNTERPARTY CREDIT RISK
METHOD

Article 281
Calerdation of the Expostive value

1. Uniess specified otherwise in paragraph 2, institution shall caleulate the exposure
value of a netting set in accordance with Section 3 of this Chapter.

2. For the purposes of calculating the exposure value, an institution shall apply the
following:

(a) instituions shall not apply 1 treatment refetred to in Article 274(6):
(b) institutions shall replace paragraph 1 of Article 275 with the following:

For nefting sets not referred to in paragraph 2 of Article 275, institulions shall
calculate the replacement cost in accordance with the following formula:

RC = max{CMV, 0}
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| RESTREINT UE/EU RESTRICTED |




EN

. RESTREINT UE/EU RESTRICTED |

(¢} institutions shall replace paragraph 2 of Article 275 with the following:

For netting sets of transactions that are traded on a recognised exchange, or netting
sels of transactions that are centrally cleared in accordance with Regulation (EU)
6482012 or netting sets of transactions for which collateral is exchanged bilaterally
with the counterparty in accordance with Articte 11 of Regutation (EU) 648/2012,
institutions shall calewlate the replacement cost in accordance with the following
formula:

RC=TH+ MTA

where:

TH = the margin threshold applicable to the netting set under the margin
agreement below which the institution cannot calt for collateral;

MTA - the minimum transfer amount applicable to the netling set under the
margin agreement

{d) institutions shall replace paragraph 3 of Article 275 with the following;

For nelting sels subject ta a margin agreement, where the margin agreement applies
to multiple netting sets, institutions shail cakculate the replacement cost as the sum of
the replacement cost of each individual netting set calculated in accordance with
paragraph 1 as if they were not margined.

tey institutions shall not establish specific hedging sets in accordance with Article
277a(2). Theretore, all the hedying sets will be ¢stablished in accordance with
Arlicle 277a(1).

() instilotions shall set to 1 the multiplier in the formula used 1o caleulate the
potential future exposure in Article 278(1), as follows:

PFE = Z Addon®
a

(#) institutions shall replace paragraph 1 ot Aniicle 279 with the following:

For all transactions, institutions shall caleulate the supervisory delta as follows:

1,4 the transaction iy d long position in the primary risk deivers;

8= . T . . i
<1, dfethe transaction is a short position in the prinvry visk driver;

(I} institutions shall replace the formula used to compute the supervisery duration
factor in Article 279b(1){a) with the following formula:

supervisory duration factor = E — 5

(i} instilutions shall replace paragraph 1 of Article 279¢ with the following:

E17
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The maturity factor shall be calcutated as follows:

() (a) for transactions included in netting sets reterred to in Article 275(1).
MF=1;

(ii} (b) for transactions included in netting sets referred lo in paragraphs 2
and 3 of Article 275, MF = 0.42;

(i)  institutions shall replace the formula used to compute the effective noticnal of

hedging set j in Article 280a(3) with the following formula:
EffNotionall® = Dy, | + [Dpa|* + |Da]

(k) institutions shall replace the formula used to compute the credit rish culegory
add-on for hedging set j of the credit risk category in Article 280¢(3) with the
following formula:

AddOnfredt = ¥ | AddOn(Entity;)|:

(I) institutions shall replace the formula used to compute the equity risk calegory
add-on for hedging set 7 of the equity risk category in Article 280d(3) with Lhe
following formula:

AddOn[™" = 3| AddOn(Entity;)|:

(m) institutions shall replace the formula used 10 compute the commedity risk
category add-on for hedging sel "ji” of the commodity risk category in Article
280e(3) with the following formufa:

AddOnfo™ = 3, | AddOn{Typel)|.

Section 5 of Chapter 6 of Title I} in Part Three is replaced by the following:

SECTION S
ORIGINAL EXPOSURE METHOD

Article 282
Calenfation of the Exposure value

Institutions may calculate a single exposure vatue for ali the transactions within a
contractual netting agreement where all the conditions sct out in Article 274(1) are
met. Otherwise, institutions shall calculate an exposure value separately for each
transaction treated as ils own netting set.

The exposure value of & netting set or transaction is the product of 1.4 times the sum
of the current replacement cost and the potential future exposure;

The current replacement cost referred 1o in paragraph 2 shall be determined as
follows;
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{ay  For netting sets of transactions that are traded on a recognised exchange, or
neting sels of lransactions that are centrally cleared in accordance with
Regulasion {EL7) 64872012 or netting sets of transactions for which collateral is
exchanged bilaterally with the counterparty in accordance with Article 11 of
Regulaton (EU) 648/2012, institutions shall ealculate the current replacement
vost referred to in paragraph 2 as follows:

RC=TH+ MTA

where!

TH the margin threshold applicable to the nelting sel under the margin
agreement below which the institution cannot call for collateral;

M1A - the minimum transfer amount applicable to the netting set under the
margin agreement

(b} lor all other netting sets or individual (ransactions, institutions shall caleulate
the cusrent replacement cost referred to in paragraph 2 as follows:

RC = max{CMV, ()}

In order le calculate the current replacement cost, institutions shall update current
market values at feast monthty.

Institutions shafl determine the potential future exposure referred to in paragraph 2 as
lollows;

(a}  the potential fulure exposure of a netuing set is the sum of the potential e
exposure of all the transactions incleded in the netting set, as caleulated
according 1o point (b}

(b) the polential tuture exposure of a single transaction is its notional amount
multiplied by:

(i} 0.5% times the residual maturity of the transaction for interest-rate
contracts;

(ii} 4% for contracts concerning foreign-exchange rates;
(it} 18% for contracts concerning gold;

{¢)  the notional amount referred 1o in point {b) shall be determined in accordance
with points {b) and (c) of paragraph | and paragraphs 2 and 3 of Article 2790,
as applicable;

¢dy  the potential future exposure of netling sets referred to in point () of paragraph
3 shall be multiplied by 0,42:

For caleulating the potential exposure of interest-rate contracts in accordance with

point (b)(i), an instilwtion may choose to use the original maturity instead of the

residual matusity of the contracts.”.
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Article 283 is replaced by the followiny:
Article 283

Perniission to use the Internal Model Method

Provided that the competent authorities are satistied that the requirement in
paragraph 2 have been met by an institution, they shall permit that institution o use
the Internal Mode! Method {IMM) to calculate the exposure value for any of the
following transactions:

{a) transactions in Article 273(2)a)
(b) transactions in Article 273(2)(b), {¢) and (d);
(€} transactions in Article 273{2)(a) to (d),

Where an institution is permitied 1o use the IMM te caleulate exposure vafue for any
of the transactions mentioned in points{a) to (c}) of the first subparagraph. it may also
use the IMM for the transactions in Article 273(2)(e).

Notwithslanding the third subparagraph of Article 273(1), an institution may choosc
not to apply this method 1o exposures that are immaterial in size and risk. In such
case, an institution shall apply ene of the methods set out in Sections 3 1o 5 to these
exposures where the relevant requirements for each approach are met.

Competent authorities shall permit institutions to use IMM for the calculations
referred 1o in paragraph 1 only if the institulion has demonstrated that it complies
with the requirements set out in this Section, and the competent authorities verified
that the systems for the management of CCR maintained by Lhe institution are sound
and properly implemented.

The competent authgrities may permil institulions for a limited period to implement
the IMM sequentially across different transaction types. During this period of
sequential implementation institwlions may use the methods set out in Seclion 3 or
Section 5 for transaction type for which they do not usc the IMM.

For all OTC derivative transactions and for long selllement ransactions Tor whicly an
institution has not received permission under paragraph 1 to use the [MM. the
institution shall use the methods set out in Section 3 or Section 5. Those methods
may be used in combination on a permanent basis within a group.

An institution which is permitted in accordance with paragraph 1 10 use the 1MM
shall not revert to the use of the methods set out in Section 3 or Section 5 unless il is
permitted by the competent authority 1o do so. Competent authorities shall give such
permission if the institution demonstrates good cause.

If an institution ceases to comply with the requirements laid down in this Section. it
shall notify the competent authority and do ong of the {ollowing:

{a) present to the competent authority a plan tor a tinely return to compliance:

{b) demonsirate to the salisfaction of the competent authority that (he effect of
non-compliance is immaterial."
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Article 298 is replaced by the following:

"Article 298
Effects of recognition of netling us risk-reducing

Netting for the purposes of Section 3 to 6 shall be recognised as set out in those Sections.”

(82)

Article 299 is replaced by the following:

Article 299
Hems in the rading beok

Fer the purposes of the application of this Article, Annex [l shall include a reference

1o derivalive instruments for the transfer of credit risk as mentiened in point (8) of

Section C of Annex | 10 Directive 2004/39/EC.

When caleulating risk-weighted cxposure amounts for counterparty risk of items in
the trading book, institutions shall comply with the following principles:

(at

{b)

(c}

(d)

(e}

(n

instifutions shatl aot use the Financial Collaterat Simple Method set cut in
Article 222 for the recognition of the effects of financial collateral;

in the case of repurchase transactions and securities or commodities lending or
borrowing transactions booked in the trading book, institutions may recognise
as eligible collateral all financial instruments and commodities that are eligible
to be in¢luded in the trading book;

tor exposures arising from OTC derivative instruments booked in the trading
book, institutions may recognise commodities that ave eligible to be included in
the trading hook as eligible collateral;

far the purposes ol caleulating velatility adjustments where such [inancial
instruments or commoditics which are not eligible under Chapter 4 are lent,
sotd or provided, of borrowed, purchased or received by way of collateral or
utherwise under such a transaction, and an institution is using the Supervisory
Volatility Adjustmems Approach under Section 3 of Chapter 4, instilutions
shall treat such instruments and commodities in the same way as non-main
index equilics listed on a recognised exchange;

where an institution is using the Own Estimates of Volatility adjustments
Approach under Sectien 3 of Chapter 4 in respect of financial instruments or
commodities which are not eligible under Chapter 4, it shall calcutate volatility
adjustments for each individual item. Where an institution has obtained the
appraval to use the internal models approach defined in Chapter 4, it may alse
apply that approach in the trading book;

in relation to the recognition of master netting agreements covering repurchase
fransactions, securities or commadities lending or borrowing transaciions, or
other capital market driven transactions, institutions shall only recognise
netling across positions i the rading book and the non-trading book when the
netted wransactions fulfil the following conditions:
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(1Y all transactions are marked to market daily;

(1) any items borrowed, purchased or received under the transaclions may
be recognised as eligible financial collatera! under Chapter 4 wilhouwl
the application of points (€} 1o (f} of this paragraph;

(g} where a credit derivative included in the trading book forms part of an internal
hedge and the credit protection is vecognised under this Repulation in
accordance with Article 204, institutions shall apply one of the following
approaches:

(113) treat it as if there were no counlerparty risk arising from the position in
that credis derivative;

(iv) consistently include for the purpose of calculating the own lunds
requirements for counterparty credit risk all credit derivatives in the
trading book forming part of internal hedges or purchased as pretection
against a CCR exposure where the eredit protection is recognised as
cligible under Chapter 4.

In Article 300(1) the following are added after point (4):

“(5) "cash transactions" means transactions in cash, debt instruments and equities as
well as spot foreign exchange and spot commodities transactions: repurchase
transactions and securities or commodities lending and securities or commodities
borrowing transactions are nol cash transactions;

(6) "indirect ciearing arrangement” means an arrangement thal meess the conditions
laid down in the second subparagraph of Aricle 4{3) of Regulation (EU) No
648/2012;

{7 "multi-tevel client structure” means an indirect clearing arrangement under which
clearing services are provided to an institution by an entity which is not a divect
clearing member, but is itself a client of a clearing member or another ¢learing client:

(&) "higher-level client" means the entity providing clearing services;
(9) "lower-level client" means the entity clearing transactions through a higher-level
client;

{10) "unfunded contribution to a default fund" means a contribution thalt an
institution acting as a clearing member has contractually committed to provide (o a
CCP after the CCP has depleted its default fund to cover the losses it incuired
following the default of one or more of its clearing members;

(11) “fully guaranteed deposit lending or borrowing transaction” means a fully
collateralised money market transaction in which iwo counterparties exchange

deposits and a CCP interposes itself between them to ensure the performance of

those counterparties’ payment obligations.” .

Acrticle 301 is replaced by the following:
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“Ariicle 307
Material scope

This Section applies to the following contracts and transactions for as long as they
are outstanding with a CCP:

(a} the contracts listed in Arnex 11 and credit derivatives;
(b SFTs and fully guaranteed deposits lending or borrowing transactions;
(€1 long settlement transactions,

This Section does not apply to exposures arising from the settlement of cash
teansactions, Institutions shall apply the treatment faid down in Title V for {rade
expostires arising from those transactions and a (0% risk weight to default {fund
confribytions covering only those transactions. Whese defauit fund contributions
cover any of the contracts listed in the first subparagraph in addition to cash
transactions, institutions  shall apply the ftreatment in Anricle 307 to those
vontributions.

For the purposes of this Section, initial margin shall not include contcibutions 10 a
CCP tor mutualised loss sharing arrangemeats but ineludes colateral deposited by an
institution acting as a clearing member or by a client in excess of the minimum
amount required respectively by the CCP or by the institution acting as a clearing
member, provided the CCP or the institution acting as a clearing member may, in
appropriate cascs, prevend respectively the institution acting as a clearing member or
client from withdrawinyg such excess collateral. Where a CCP uses initial margin to
mutualise losses among its clearing iembers, institutions acting as clearing members
shall treat that initial margin as a detault fund contribution,”,

Article 302(2) is replaced by the Tollowing:

~2. Institutions shall assess, through appropriate scenario analysis and stress testing,
whether the level of own tunds held against exposures to a CCP, including potential
future or contingent credit exposures, exposures trom default fund contributions and,
where the insfilution is acting as a clearing member, exposures resulting {rom
contractual arrangements as laid down in Aricle 304, adequately relates to the
inherent risks of those exposures.”.

Article 303 is replaced by the foltowing:

“drticle 303
Treutment of clearing membery’ exposures fo CCPx
Where an institotion acts as a clearing member. either for its own purposes or as a
{inancizl inlermediary between a client and a CCP, the institution shall cafculate the
own funds requirements lor its exposures to a CCP as foltows:

(a3 it shall apply the treatment set out in Article 306 to its trade exposures with the
CCP;

tb) il shall apply e treatment set owr in Article 307 to is delaull fund
contributions to the CCP,
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For the purposes of paragraph 1, the sum of an institution's own funds requivements
for its exposures to a QCCP due to trade exposures and default (und contributions
shall be subject 0 a cap equal 1o the sum of own funds requiremenss that would be
applied to those same exposures if the CCP were a non-quafifying CCP.”

Adrticle 304 is replaced by the [oilowing:

“Article 304
Treaiment of clearing members” exposures to clienix

Where an institution acts as a clearing member and. in that capacily. acls as a
financial intermediary between a client and a CCP, the institution shall caicuiate the
own funds requirements for its CCP-related transactions with the client in accordance
with Sections 1 to 8 of this Chapter, with Section 4 of Chapter 4 of this Title and
with Title V1, as applicable,

Where an institution acling as a clearing member enters inte a conbiactual
arrangetmnent with a client of another ¢clearing member that facititates, in accordance
with Article 48(5) and (&), of Repulation (EU) No 648/2012, the transfer of positions
and collateral referred to in Article 305(2)b) of this Regulation for that client. and
that contractual agreement gives rise 1o a contingent obligation for that institution.
that institution may attribute an exposure value of zero to thal contingent obligation.

Where an institution acting as a clearing member uses the methads set aut in Section
3 or 6 of this Chapter 1o calculate the own funds requivement for its exposures, the
following apply:

(a) by way of derogation from Article 285(2), the institution may use a margin
pesiod of risk of at least five business days lor its exposures 10 a chient;

(b) the institution shall apply a margin period of 1isk of at least 1} business days
for its exposures to a CCP:

(c) by way of derogation from Article 285(3), where a netting set included in the
calculation meets the condition set out in point {a) of that pacagraph the
institution may disregard the limit set out in that point provided shat the netting
set does not meet the condition in point (b) of thal paragraph and does not
contain disputed trades;

(d) where a CCP retains variation margin against & transaction, and the institution's
collateral is not protected against the insolveney of the CCP. the institution
shall apply a margin period ot risk that is the lower between one year and the
remaining maturily of the transaction, with a floor of 10 business days.

By way of derogation from point (h) of Article 281(2), where an instilution acting as
a clearing member uses the method set out in Section 4 of this Chapter to caleulate
the own fund requirernent for its exposures to a ciient, the institution may use a
maturity factor equal to 0.21 for its caleulation.

By way of derogation from point (d) of Article 282{4), where an institution acting as
a clearing member uses the method set out in Section 5 of this Chaptes to calculate
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the awn fund requitement for its exposures to a client, it may use a maturity factor
equal 10 0.21 in that calculation.

An institution acting as a elearing member may use the reduced exposure at default
resulting from the caleulations in paragraphs 3 to 5 for the purposes of calculating its
own tunds requirerments for CVA risk in accordance with Title VI,

Where a clearing member collects collateral from a client for a CCP-related
transaction and this collateral is passed on to the CCP, the clearing member may
recognise this collateral 10 reduce its exposure to the ¢lient for that CCP-related
transaction.

fn case of mulli-tevel client structures the weatment set out in the first subparapraph
may be applied at each level of the structure.”

Arlicte 303 is replaced by the foliowing:

“driicle 305
Trearment of clienis’ exposures

Where an institution is a clienl, it shall calculate the own funds requirements for its
CCP-related transactions with its clearing member in accordance with Sections 1 to 8
of this Chapter, wilh Seetion 4 of Chapter 4 of this Title and with Title VI, as
applicable.

Without prejudice to the approach specified in paragraph |, where an institution is a
client, it may calculate the own lunds requirements for its trade exposures for CCP-
related fransactions with its clearing member in accordance with Article 306
provided that all the following conditions are met:

(a) the positions and assels of that institwtion related to those transactions are
distinguished and segregated, at the level of both the clearing member and the
CCP. from the positions and assets of both the clearing member and the other
clients of that clearing member and as a result of that distinction and
segregation those positions and assets are bankrupicy remote in the event of the
default or insolvency of the clearing member or one or more of its other clients;

{by faws, regulations, rules and contractual arrangements applicable to or binding
that instilution or the CCP facifitate the trunster of Lhe client’s positions relating
1o those contracls and transactions and of the corresponding collateral to
another clearing member within the applicable margin period of risk in the
evenl of default or insolvency of the original clearing member. In such
circumstance, the client's positions and the collateral shall be transferred atl
market value unless the client requests to ¢lose out the position at market
value;

{c)  the client has conducted sufficient legal review, which it has kept up to date,
that concludes that, in the event of tegal challenge, the relevant courts and
administralive authorities would find that the arrangements that ersure that the
condition In point (b) is met are legal, valid, binding and enforceable under the
relevant laws ol the relevant jurisdiction or jurisdiciions;
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(dy the CCPisa QCCP.

An institution may take into account any clear precedents of transfers ol client
positions and of corresponding collateral at a CCP, and any industry intent o
continue with this practice, when the institution assesses its compliance with the
condition in point (b} of the first subparagraph.

By way of derogation from parapraph 2 of this Article, where an institution tha is a
client fails to meet the condition set out in point {a) of that paragraph because is not
protected from losses in the case that the clearing member and another chient of the

clearing member jointly default, but all the other conditions set out In point (a) of

that paragraph and in the other points of that paragraph are met, the institution may
calculate the own funds requirements for its trade exposures for CCP-welated
transactions with its clearing member in accordance with Article 306, subject 10
replacing the 2 % risk weight in point (a) of paragraph 1 of that Article with a 4 %
risk weight.

In the case of a multi-level client structure, an institwtion thal is a lower-level client
that accesses the services of a CCP through a higher-level client may apply the
{reatment set out in paragraph 2 or 3 only where the conditions in each paragraph arc
mict al every level of the structure.”

Article 306 is replaced by the following:

“Article 306
twn funds requiremens for irade exposures

An institution shall apply the following treatment to its trade exposures with CCPs:

(&) it shall apply a risk weight of 2 % to the exposure values of ali its trade
exposures with QCCPs;

() it shall apply the risk weight used for the Standardised Approach 1o credit risk
as set out in Article 107(2)(b) to all its trade exposures with non-qualifying
CCPs;

(c} where the institution is acling as a financial intermediary between a client and a
CCP and the terms of the CCP-related transaction stipulate that the institution
is not obligated to reimburse the client for any losses sulfered due to changes in
the value of that transaction in the event that the CCP defaults, it may set the
exposure value of the trade exposure with the CCP that corresponds tn that
CCP-related transaction to zero;

{d) where an institution is acting as a financial intermediary between a client and a
CCP and the terms of the CCP-related transaction stipulate thal the institwtion
is obligared to reimburse the client for any losses suffesed duc to changes in the
value of that transaction in the event that the CCP defaulls. it shall apply the
treatment in point (a) to the trade exposure with the CCP that corresponds to
that CCP-related transaction.

By way of derogation from paragraph 1, where assets posted as collateral tv a CCP
or a ¢learing member are bankruptcy remete in the event that the CCP. the clearing
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member or one of more of the other clients of the clearing member becomes
insolvent, an institution may atrribute an exposure value of zero 10 the counterparty
credit risk exposures for those assets.

3. An institution shali calcutate exposure values of its trade exposures with a CCP in
accordance with Sections 10 8 of this Chapter and with Section 4 of Chapter 4, as
applicable.

4. An inshitution shall calculate the risk weighted exposure amounts for its trade

expusures with CCPs for the purposes of Article 92(3) as the sum of the exposure
values ol'its trade exposures with CCPs, calculated in accordance with paragraphs 2
and 3 of this Article, multiplied by the risk weight determined in accordance with
paragraph I of this Article.”

o0} Article 307 is replaced by the foltowing:

“driicle 307
(wen fundy requirements for contribuiions to the defoudr find of o CCP
An instiution acting as a clearing member shall apply the following treatment to #ts exposures
arising from its contributions to the defauld fund of a CCP:
{a) it shall calculate the own funds requirement for its pre- funded contributions to
the default fund of a QCCP in accordance with the approach set out in Articie
308:
(b) it shalt cafeulate the own tunds requirement tor its pre-funded and unfunded
conlributions to the detault fund of a non-qualifying CCP in accordance with
the approach set out in Anticle 309,
t¢) it shalt caleulale the own funds requirement for its unfunded contributions to
the default fund of 4 QUCP in accordance with the treatment set oul in Article
310

(91} Atticte 308 is replaced by the foftowing:

“Ariicle 308
Chen fionels veuiresients for pre-fimded contributions to the defoult fund of a QCCP
I ‘The exposure value for an institution's pre-funded contribution to the default fund of
a QCCP {D3Fi} shall be the amount paid in or the market value of the assets delivered
by that institution reduced by any amount of that contribution that the QCCP has
already used to absorb its tosses following the default of one or more of its clearing
members.
2, An iastitution shall calculate the own funds requirement (Ki) 1o cover the exposure
agising from its pre-funded contribution (IDF1) as folfows:
DF;

Kepp  mo—m 804 204, - }
cce DFoer + Doy 8% 2% DF;

K = max{

where:
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i= the index denoling the clearing membes:

Keep = the hypothetical capital of the CCP communicated to the institution by the
CcCr,

DFem = the sum of pre-funded contributions of all clearing members of the
CCP communicated to the institution by the CCP in accordance with Article 30c of
Regulation (EU) No 648/2012;

D¥Fcep = the pre-funded financial resources of the CCP communicated 1o the
institution by the CCP in accordance with Article 50¢ of Repulation (EUY No
648/2012.

An institwtion shall calculate the risk weighted cxposure amounts [or exposures
arising from an institution's pre-funded contribution for the purposes of Article 92(3)
as the own funds requirement (Kew,) determined in accordance with paragraph 2
muitiplied by 12,5."

Article 309 is replaced by the fotlowing:

“Article 309

Chin funds requirements for pre-funded contribudions 1o the default find of ¢ non-qralifiing

(93)

(94)

CCP and for unfunded contributions to a non-gualifiing CCP

An institution shall apply the following formula to calculate the own lunds
requirement (Ki} for the exposures arising from its pre-funded contributions 1o the
default fund of a non-qualifying CCP (DF,) and from unfunded contributions {UC\)
to such CCP:

Ki = DE; + UG,

An institution shall calculate the risk weighted exposure amounts lor exposures
arising from an institution's pre-funded contribwtion for the purposes of Article 92(3)
as the own funds requirement (K) detennined in accordance with paragraph |
multiplied by 12,5."

Article 310 is replaced by the following:

“Article 310
Own funds requirements for unfunded contributions to the default fund of 0 QUCP

An institution shali apply a 0% risk weight to its vnfimded contributions to lhe
default fund of'a QCCP.”

Chapter Lof Title IV in Parl Three. is replaced by the following:
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"Chapter 1
General Provisions

Article 323
Approuches fov calculating the ovwn funds requirements for market risks

An institution shall determine the own funds requirements for market risks of all
trading book pusitions and ron-trading book positions subject to foreign exchange
risk or commodity risk in accordance with the following approaches:

{a) from the date specified in Article 521. the standardised approach set out in
Chapter 1a of this Title;

(b}  fromm the date specified in Article 521, the internal madcl approach set out in
Chapier 1b of this Title for the positions assigned to trading desks for which
the institution has been granted a permission by competent authorities to use
this approach as set out in Article 325ba;

(¢) until the date specified in Anicle 521, the simplified standardised approach
referred to in paragraph 4. After this date. only institutions that mect the
conditions defined in paragraph 1 of Article 3252 may use this approach to
determine the own funds requirements for market risks.

(d) until the date specified in Article 521, the simplificd internal model approach
st out in Chapter 5 of this Tile for those risk catepories for which the
institution has been granted the permission to use this approach in accordance
with Asticle 363;

The own lunds requirements tor markets risks calculated with the simplified
standardised upproach referred 10 in point (c} of paragraph 1 means the sum of the
tollowing own tunds requirements, as applicablc:

(ap  the own tunds requirements for position risks set out in Chapter 2 of this Title;

b} the own funds requirements for foreign exchange risks set out in Chapter 3 of
this Title;

{e)  the own funds requirements for commodity risks set out in Chapter 4 of this
Tie;

An institution may use in combination the approach set out in points (a) and {b) of

paragraph 1 on a permanent basis within a group provided that the own funds

requirements for market risks calculated under the approach set out in point (a) does

not exceed 90% of the total own funds requirements for market risks. Otherwise, the

institution shalt use of the approach set out in point {a) of paragraph | for all the

positions subject to the own tunds requirements for market risks.

An institution may use in combination the approach set out in points {c) and (d) of
paragraph [ on a permanent basis within a group as set out in Chapter 5.

An institution shall not use any of the approaches set out in peints (a) and (b) of
puragraph | in combination with the approach sel out in point (c}.
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Institutions shall not use the approach set out in point {b) of paragraph ! for
instruments in the trading book that are securitisation pasilions or positions included
in the correlation trading portfolio as defined in paragraphs 7 to 9 of this Article.

For the purposes of calculating the own funds requirements for CVA risks using the
advanced method set out in Article 383, institutions may continue to use the
simplified internal model approach set out in Chapter S of this Title after the date
specified in Article 521 at which institutions shall cease 1o use this approach for the
purposes of calculating the own funds requirements for market risks.

EBA shall develop regulatory technical standards to specify in more detail how
institutions shall determine the own funds requirements for market risks for non-
wading book positions subject to foreign exchange risk or commodity risk in
accordance with the approaches set out in points (a) and (b) of paragraph 1.

EBA shall submit those draft regulatory technical standards to the Commission by [
months after the entry into force of this Regulation].

Power is delegated to the Commission to adopt the regulatory technical standards
referred to in the first subparagraph in accordance with article 10 to 14 of Regufation
{EU) No 1093/2010.

Article 325a
Condlitions for using the Simplified Standardised Approach
Institutions may determine the own funds requirements for market risks with the
approach referred to in point (¢} of paragraph | of Article 325 provided that the size
of the institution’s on- and off-balance sheet business subject to market risks i3 equal
t or less than the foilowing thresholds on a monthly basis cbservation:

(a) 10 % of the institution’s total assets:

(b) EUR 300 miilion.

Institutions shall determine the size of on- and off-balance sheet subject to market
risks on a given date in accordance with the following requirements:

(a) all the positions assigned to the trading bock shall be included. except credit
derivatives thal are recognised as internal hedges against non-trading book
credit risk exposures:

(b}  all non-trading book positions generating foreign-exchange and eommodity
risks shall be included;

{c) 2l positions shall be valued at their market prices on that date, except posilions
referred to in point (b). If the market price of a position is not available on a
given date, institutions shall take the most recent market value for this position:

(d) all the non-trading book positions generating commaodity risks shall be
considered as an overall netr foreign exchange position and valued in
accordance with Article 352

(e)  all the non-trading book positions generating commodity risks shall be valued
using the provisions set out in Articles 357 to 358:
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(f)  the absolute value of tong positions shall be summed with the absolute value of
short positions.

Institutions shall notify the competent authorities where they determine, or cease to
determine, as applicable, the own fund requirements for market risks according 1o
this Article,

Where an institution no longer meets any of the conditions of paragraph 1, it shall
immediately notify the competent authority.

‘The institution shall ccase to determine the own fund requirements for market risks

according 10 this Article within three months of either of the following situations

happening:

{a) the institution does not meet any of the conditions of paragraph 1 for three
consceutive months; or

{b) the institution does not meet any of the conditions of paragraph 1 during more
than 6 out of'the last {2 months;

Alter ceasing lo determine the own fund requirements for market risks according 1o
this Article, an institution shall oniy be permitted to determine the own fund
requirements for market risks according to this Article where it demonstrates io the
competent authorily that all the conditions set out in paragraph i have been met for
an urintenupted full year period.

institutions shall not enter into a position for the only purpose of complying with any
of the conditions at the monthly observation dates.

Article 3255
Allowances for consolidated requirements
Subject 1o paragraph 2 and only for the pumose of caleulating net positions and own
funds requirements in accordance with this Title on a consolidated basis, institutions
may use posilions in one institution or undertaking to oifset positions in another
{nstitution or undertaking.

Institulions may apply paragraph 1 only subject 1o the permission of the competent
sushorities, which shalt be granted if all of the following conditions are met:

(a)  there is a satisfactory allocation of own funds within the group;

(b)y  the repulatory, legal or contractual framework in which the institutions operate
is such as to guarantee mutual financial support within the group.

Where there are undertakings localed in third countries afl of the following
conditions shall be met in addition to those in paragraph 2:

(@) such undertakings have been authorised in a third country and either satisfy the
definition ol a credit institution or are recognised third-country investment
firms;

thy  such undertakings comply, on an individual basis, with own funds
requirements equivatent to those laid down in this Regulation;
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(¢} no regulations exist in the third countries in question which might significantly
affect the transfer of funds within the group.

Article 325¢
Structural hedges of foreign exchange risk

Any position which an institution has deliberately taken in order to hedge against the
adverse effect of foreign exchange rates on its ratios defined in accordance with
Article 92(1) may, subject to permission by the competent authorities, be excluded
from the calculation of own funds requirements for market risks in accordance with
the following reguirements:

(a) the exclusion is limited to the largest of the amounts defined in (i) and {ii):

(i) the amount of investments in affiliated entities denominated in foreign
currencies but which are not consolidated with the institution:

(if) the amount of investments in consolidated subsidiaries denominated in
toreign currencies.

(b}  the exciusion from the calculation of own funds requirements lor market risks
shall be made for at least six months;

(c} the institution has provided to the competeni authorities the characteristics ol
the position, a justification that the position has been entered into for the
putpose of hedging partially or totally against the adverse effect of the
exchange rate on its ratios defined in accordance with Atticle 92(1) and the
amounts of that position that shall be excluded fiom the own funds
requirements for market tisk in accordance with point (a),

Any exclusion of positions from the own funds requirements for market risks in
accordance with paragraph | shall be applied consistently, with the exclusionary
treatment of the hedge remaining in place for the life of the assets or other iterns.
Competent autherities shall approve any subsequent changes by the institution to the
amounts that shall be excluded from the own funds requirements for marker risks in
accordance with paragraph 1.

In Part 3, Title IV, the following Chapters 1a and 1b are added alter Chapter 1:

"Chapter 1a
The standardised approach

SECTION 1
GENERAL PROVISIONS

Article 3254
Scope and siructure of the standardised approach

An institution shall calculate the own funds requirements for market risk with the standurdised
approach as the sum of the following three components:

EN
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(a) the own funds requirement under the sensitivities based method, which captures the
risk of changes in the value of an instrument duc to potential shocks to the different
risk factors to which it is exposed;

(h) the detault risk own funds requirement, which captures the jump-to-default risk of its
posilions:

(¢} the own funds requirements for residual risks, which is only applicable in the cases
where the sensitivities based method does not to capture all the relevant elements of
isk.

SECTION 2

SENSITIVITIES-EASED METHOD OWN FUNDS REQUIREMENT

Article 325e
Defimitions

For the purposes of this Chapler. the following definitions shall apply:

{1) "Risk factor" means any driver of the value of an instrument described in subsection 1 of
section 3 ol this Chapier. For 1he purposes of market risk own funds requirements, the
applicable risk factors shall only be those that are included in the institution's pricing model

lor a given instrument.

{2) "Risk class" means a broad category of risk factors with similar features. For the purposes
af this Chapter there are seven risk classes: general interesl rate risk, credit spread risk: non-
securitisation, credit spread risk: securitisations (non-correlation trading portfolic), credit
spread risk: securitisations (correlation trading portfolio), equity risk, commodity risk and
foreign exchange risk.

{3) "Sensitivity” means the relative change in the value of an instrumént, according w0 the
institution's pricing model, as a result of 2 change in the value of one of the relevant risk
fuctors, Sensitivities calculations for each type of risk factor are described in subsection 2 of
seciion 3 of this Chapter.

{4) "Buckel” means a sub-category of positions within one risk class with a similar risk profile
lo which a common risk-weight is assigned as defined in subsection ! of section 3 of this
Chanter.

(3) “Risk weight” means the amount representing a shock in a risk-factor, by which
sensitivities to risk factors must be multiplied.

Article 3231
Components of the sensitivities-based method
1. The own funds requirement under the sensitivities-based method is the result of the
aggregation ol three types of own fund requirements: those for delta, vega and
curvature risk, which shall be agpregated according 1o the process in Article 3251

(a) Delta risk is the risk of changes in the value of an mstrument due to
movements in ils non-volatility related risk factors and assuming a linear
pricing tunction.
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{(b)  Vegarisk is the risk of changes in the value of an instrument due to movements
in its volatility-related risk factors.

(c) Curvature risk is the risk of changes in the value of an instrumem due to
movements in the main non-veolatility related risk-factors not captured under
the linearity assumption of delta rigk.

Each instrument with optionality shall be subject t¢ delta, vega and curvature risks.
Instruments without optionality shall only be subject to delta risk.

A non-exhaustive list of instruments with optionality includes: calls, puts, caps,
floors, swaptions, barrier options and exotic options. Instruments whese cash (lows
can be written as a lnear function of the underlving's notional value shall be
considered as instruments without optionality,

Embedded options, such as prepayment or behavioural options, shall be considered
as standalone options for the purposes of calculating the own funds requirements for
market risks.

Article 325g
Crwn finds requirements for delia and vega risk

For the purposes of calcutating own funds requirements for delia and vega risk, the
respective delta and vega risk factors described in subsection | of section 3 of this
Chapter shal! be used,

Ingtitutions shall apply the process set out in paragraph 3 to 8 to calcuiate own funds
requircments for delta and vega risk respectively.

For each risk class, the sensitivity of all instruments in scape of the delta or vega own
funds requirements to each of the applicable delta or vega risk factors included in

that risk class shall be calculated using the corresponding formulas in subsection 2 of

A

section 3 of this Chapter. If the value of an instrument depends on several risk
factors, the sensitivity shall be determined separately for each risk factor.

Sensitivities shall then be assigned 10 one of the buckets ‘b’ within that risk class.

Within each bucket ‘&, positive and negative sensitivities to the same risk factor shall
be netted, giving rise to net sensitivities (s,) to ezch risk factar k within  bucket,

Net sensitivities 10 each risk factor (s,) within that bucket shall be multiplied by the
corresponding risk weights (R%,) prescribed in section 6, piving rise to weighted
sensitivities (#S;} to each risk factor within that bucket:

W3Sy = RW, - 5, The weighted sensilivities to the differemt risk factors within that
bucket shail be aggregated according to the formula below, where the quantity within
the square root function is floored at zero, giving rise 10 the bucket-specific
sensitivity (Kj). The comresponding correlations for weighted sensitivities within the
same bucket (py), prescribed in section 6, shall be ysed.

The bucket-specific sensitivity (K) shall be calculated for ¢ach bucket within a risk
class by performing the proecss deseribed in points {c} to (). Once the bucket-
specific sensitivity has been calculated for all buckets, weighted sensitivities to all
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risk factors across buckets shall be aggregated according to the formula below, nsing
the corresponding correlations y,. for weighted sensitivities in different buckets

preseribed in section 6, giving rise to the risk-class specific delta or vega own funds
requirement:

Risk — class specific deita orvega own fund requirement = Z KZ+ ZZ ¥ Sp5c

b & el

Se= E WS,
=

where 5,= 3, S, for all risk faciors in bucket » and in bucket ¢ If
these values for Sy and S, produce a negative number for the overall sum of T, K2 +
Zb Xewb Yoo SuSe. the institution shall calculate the risk-class specific delta or vega
own funds requirements using an alternative specification
whereby Sp=max [min (&; WS, . K,), — K] for all risk factors in bucket b and
Semax [min (&, WS, K.). ~ K] for all risk factors in bucket ¢.

The risk-class specilic delta or vepa risk own fund reguirements shall be calculated
for each risk class by perterming the process from (a) to (1).

Article 325h
O fuseds requirements for curvaiuve risk

Institutions shall apply the process set out in paragraphs 2 to 6 to calculate own funds
requirements for curvature risk:

lising the sensitivities caleulated in accordance with Article 325g(2)(a), for each risk
class. a net curvature risk requirement CV R, for each risk factor (k) included in that
risk class shall be calculated according to the formula below.

cureilfure
CVR, = —min {Z [V, (xinw' 4‘]) Vi) - Rw‘((mrumure)
r

'Sm]-z [Vl (xikw“""""‘""'-)) ~Vi(xe) + ka(zuruntuY!) . Sik}]

where:

i~ the index that dencies an instrument subject to curvature tisks associated with risk
factor &;

xy - the current level of risk factor &;

Vi(xy) - the value of an instrument 7 as estimated by the pricing model by using the
current value ot'risk factor A:

Rwlenruatre) o Ruicurvature)_ . Lo
v, (x,(‘ )) and ¥, (x,E )) = the value of an instrument i after

xy is shifted upward and downward respectively according to the correspending risk
wights;
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RWTANTE) e sk weight for curvature risk factor 4 for instrument 7
determined in accordance with section 6. Whereas in the case of equity and foreign
exchange risk factors, curvature risk factors consist of scalar variables. and risk-
weights are applied to that scalar, in the case of GIRR, CSR and commeodity risk, risk
factors consist of vecters and risk-weights are applied 1o each of the components of
the vector.

Six = the delta sensitivity of instrument j with respect to the delta risk factor that
corresponds to curvature risk factor & Whereas in the case of equity and FX risk
factors, curvature risk factors consist of scalar variables. and sensitivities arc
calculated in the same way as for delta risk factors. in the case of GIRR. CSR and
commadity risk, risk factors consist of vectors and sensitivities shall be calculated as
the change in the value of the instrument, according 1o its pricing model. as a result
of | basis point shift in each of the components of the vector.

Each of the net curvature risk requirements CV R, shall then be assi gned to one of the
buckets {b) within that risk class.

All the net curvature risk requirements CVR, within each bucket (b} shall then be
aggregated according to the formula below. where the comesponding prescribed
comelations gy among pairs of risk factars k¢ within each bucket shall be used.
giving rise to the bucket-specific curvature risk own funds reguirement:

£, = [max D,Z max(CVR,,0)2 + ZZ‘G"‘ CVR,CVR w(CV R, ,CVR)
k k k=l

where:
w(CVR, ,CVR,} = a function that takes the value 0 if LV R, and CVR; both have
negative signs. In all other cases, w(CVR, . CVR,) takes the value of 1.

The net curvature risk own funds requirements shall then be aggregated across
buckets within each risk class according to the formula below, where the
corresponding prescribed correlations y,. for sets of net curvature risk requirements
belonging to different buckets shall be used. This gives rise to the risk-class specific
curvature risk own funds requirements.

Risk class specific curvature risk own funds requirements

= Jz KE+ Z Z Yoo SaSc P(Sps Se)
b

b cxh

where:
Sp=E& CVR, for all risk factors in bucket b, and 5.=%; CVR, in bucket ¢

¥{(Sp., S¢) is a function that takes the value 0 if 5, and S, both have negative signs.
In all other cases, Y (5, S.) takes the value of 1.
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Where these values for S, and S, produce a nepative number for the overall sum of
Zb KE + Eb z.’::b Vo Shsc ’p(sbn Sc)

the institution shall calculate the curvature risk charge using an alternative
specification whereby S, = max{min(E; CVR,, K,), —K,] for all risk factoss in
bucket b and §;. = max[min(}, CVR, , K.}, —K.] for all risk factors in bucket ¢.

The risk class specific curvature risk own funds requirements shall be calculated for
cach risk ctass by performing the process from {a) to (d).

Article 3251

Aggregation of visk-class specific own fiinds reguirements for defita, vega and curvature risks

I.

TJ

Institutions shall apply the process set cut in paragraphs 2 to S to aggregate risk-class
specific own funds requirements tor delta, vega and curvature risks.

‘The process 1o calculate delta, vega and curvature risk-class specific own funds
requirements described in Articles 330 and 331 shall be performed three times per
risk-class. Each time, a different set of correlations parameters p,; (correlation
between risk factors within a bucket) and y,,. {correlation between buckets within a
risk class) shall be used. Each of these three sets 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 corelation parameters gy, and
¥uc that are specified in section 6 shall be uniformly multiplied by 1.25, with
Pt and . subject to a cap av 100%.

(c) the “low cormrclations™ scenario, whereby the corresponding prescribed
carrelations piven in section 6 shall be uniformly multiplied by 0,75.

All the risk-class specific own tunds requirements resulting from cach scenario shall
be aggregated independently for deita, vega and curvature risk by a simple
sumnation, giving rise to three diflerent, scenario-specific, portfolio level own funds
requirements for delta, vega and curvature risk respectively.

The final portiolio level delta, vega or curvature own fund requirements,
respectively. shall be the largest of the three scenario-specific portfolio level own
lund requircments for delta, vega or curvature risk calcudated in accordance with
paragraph 3.

The sensitivities-based method own fund requirement shall be the sum of the three
linal portfolio-level delta, vega and curvature own funds requirements.

Article 3237
Treaiment of index instruments, multi-underlying oprions

Institutions shail use a look through approach for index instruments and multi-
underlying options where all the constituents of the index or the oplion, as
applicable, have delta risk sensitiviies of the same sign. The sensitivities to
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constituent risk factors from index instruments and multi-underiying oplions are
allowed 1o net with sensitivities to single name instrumerts without restrictions,
except for positions of in the correlation trading portfolio.

Multi-underlying options with delta risk sensitivities of different signs shall be
exempted from delta and vega risk but shall be subject to the residual risk add-on.

Article 325k
Treatment of collective invesiment undertakings

Institutions shall calculate the own funds requirements of a trading book position in a
collective investment undertaking ('CIU") using one of the following approaches:

(a) Where the institution is aware of the underlying investments of the CTU or the
index instrument on a daily basis, the institution shall look through to those
underlying investments and calculate the own funds requirements for market
risk for this position in accordance with the approach set out in Article 3251}

(b}  When daily prices for the CIU may be obrained but the institution is nol aware
of the mandate of the CiU, it shall consider the CIU position as single equity
instrument for the purposes of the sensitivities based-method and assign it the
risk weight of the equity risk bucker “other sector”.

Institutions may rely on the following third parties to caleulate and report own funds
requirements for market risk for positions in CIUs falling under paragraph 2(a), in
accordance with the methods set out in this Chapter:

(&) the depository of the CIU provided that the CIU exclusively invests in
securities and deposits zll securities a1 this depositary:

(b) for other CIUs, the CIU management company, provided that the CIU
management company teets the criteria set out in Article 132{3)a).

EBA shali develop regulatory technical standards te speeify in more detail how
institutiens shail calculate the own funds requirements for market risks in zccordance
with this Chapter for a CIU position for which daily prices for the CIU may be
obtained and the institution is aware of the mandate of the CIL.

EBA shall submit those draft regulatory technical standards to the Commission by
[fifteen months after the entry into force of this Regulation].

Power is delegated 1o the Commission to adopt the reguiatory technical standards
referred to in the first subparagraph in accordance with article 10 to 14 of Regulation
(EU) No 1093/2010.

Article 3231
Underwriting positions

Institutions may use the treatment set out in this Article for catculating the own lunds
requirements for market risks of underwriting positions of debt or equity instruments.

institutions shall apply one of the appropriate multiplicative factors listed in Table |
to the net sensitivities of all the underwriting positions in each individual issuer.

138

| RESTREINT UE/EU RESTRICTED |

EN



EN

=

td

ad

| RESTREINT UE/EU RESTRICTED |

—

excluding the underwriting positions which are subscribed or sub-underwritien by
third parties on the basis of formal agreements, and calculate the own funds
requirements for market risks in accordance with the approach set out ia this Chapter
on the basis of the adjusted net sensitivities.

Table 1
_working day 0 100%
vorkingday § 90%
working days 210 3 75%
working day 4 0%
workingday 5 | 25%
afler working day 5 0%

For the purpuse ol this Article. 'working day " means the working day on which the
institution becomes unconditionally committed to accepling a known quantity of
seeuries at an agreed price.

The institutions shall notify 10 the competent authorities the use they make of this
Article.

SECTION 3
RISK FACTOR AND SENSITIVITY DEFINITIONS

SUBSECTION {
RISK FACTOR DEFINITIONS

Article 325
General interest rate risk risk-faciors

Far all GIRR risk factors, including inflation risk and cross-currency basis-risk. there
will be one bucket per currency. each containing different types of risk factor. The
deltz GIR risk factors applicable to interest rate-sensitive instruments shall be the
The relevant risk-free rates per currency and per cach of Lhe following maturities:
0.23 years. 0.5 vears. | year, 2 years, 3 years, 3 years. [0 years, 15 years, 20 vears,
30 years. Assignmenl of risk factors to the specified vertices shall be performed by
linear interpolation or a method that is most consistent with the pricing functions
used hy the independent risk control function of the institution to report market risks
o profits and losses to sentor management.

The nisk-lree rates per currency shall be obtained from moncy market instruments
held i the trading book which have the lowest credit risk. such as overnight index,
SWADS.

When that is not pussible, the risk-Tree rates shall be based on one or mare market-
implied swap curves used by the institution to mark positions 1o market. such as the
interbank olfered rate swap curves.
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When data on market~implied swap curves described in subparagraph (a)2) is
insufficient, the risk-free rates may be derived from the most appropriate sovereign
bond curve for a given currency.

When risk factors derived according to the procedure in this subparagraph are used
as risk factors of sovereign debt instruments, the savereign debt instrument shall not
be exempted from credit spread risk own funds requirements. In those cases. when it
is not possible 1o disentangle the risk-free rate from the credit spread component. the
sensitivity to this risk factor shall be allocated both to the GIRR and to CSR risk
classes,

In the case of GIRR risk factors, as described in section 6, each cursency will
constitute a separate bucket. Risk factors within the seme bucket but with ditferent
maturities shall be assigned a different risk weight, as described in section 6.

For debt instruments whose cash flows are functionalty dependent on inflation rates,
additional risk factors for inflation risk shall be applied. These risk lactors shall
consist of one vector of market-implied inflation rates of different maturitics per
currency. For each instrument, the vector shall contain as many componcnts as
inflation rates are used as variables by the pricing model of that instrument, Each
currency shalf constitute a different bucket.

The sensitivity of the instrument to this risk factor shall be calculated as the change
in the value of the instrument, according to its pricing model, as a result of | basis
point shift in each of the components of the vector. As in 1he case of risk-free rates.
each currency shall constitute a separate bucket. However, within each bucket.
inflation shall be treated as a single risk factor, regardless the number of components
of each vector. As a consequence, all sensitivities 1o inflation within 2 bucket,
calcvlated as described above, shall be offset, giving rise to a sinple net sensitivity
per bucket,

Debt instruments that involve payments in different currencies will also be subject to
cross-currency basis risk between these two currencies. For the purposes of the
sensitivilies based method, risk factors shall be the cross-currency basis risk of each
currency over either the US dollar or the euro. Cross currency bases that do not relate
to either basis over USD or basis over EUR must be computed either on “basis over
U3 dollar” or “basis over EUR” but not both.

In the same way as the inflation risk factor, each cross-currency basis risk factor shall
consist of one vector of cross-currency basis of different maturitizs per currency. For
each instrument, the vector shall contain as many components as cross-currency
basis rates are used as variables by the pricing model of that instrument. Each
currency shall constitute a different bucket.

Instirutions shall calculate the sensitivity of the instrument to this tisk factor as the
change in the value of the instrument, according to its pricing model. as a result of |
basis point shift in each of the components of the vector. As in the other GIRR risk
factors, each currency shall constitute a separate bucket. Within each buckel there
will be two possible distinet risk Factors: basis ever the euro and basis over the USD.,
regardless the number of components of each cross-cumency basis vector. Since
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ellseuing shall take place only among sensitivities to the same risk factor, the
maximuin number of net sensitivities per bucket will be two.

The Vega GIRR risk factors applicable to options with GIR sensitive underiyings are
the implied volatilities of the relevant risk-tree rates as described in paragraph 2 and
3. which shall be assigned to buckets depending on the currency and mapped to the
tollowing maturities within each bucket: 0,5 years, 1 year, 3 years. 5 ycars, 10 years.
There shall be on bucket per currency.

For netting purposes, implied volatilities linked to the same risk-free rates and
mapped to the same maturities shall be considered the same risk factor. as in
paragraph 1 (a) of this article. Otherwise, they shall be considered different risk
factors.

Ln order to map implied volatilities to the above maturities, the following shall apply:

(a)  when the maturity of the option is aligned with the maturity of the underlying,
a single risk factor shail be considered, which shall be mapped according to
that maiurity.

(b}  when iie maturity of the option is shorter than the maturity of the underlying,
two different risk factors shail be considered as follows:

(i)  the first one shall be mapped according to the maturity of the option;

(i) the other shall be mapped according 10 the residual maturity of the
underlying of the oplien at the expiry date of the option,

The Curvature GIRR risk tactors consist of one vector of risk-free rates, representing
a specific risk-free yield curve. per currency. Gach currency shall constitute a
different bucket, For each instrument, the vector shall contain as many components
as different maturities of risk-free rates are used as variables by the pricing model of
that instrument.

The sensitivity of the instrument 1o each risk factor used in the curvature risk
Tormula s, shall be calculated as specitied Article 325h. Vectors corresponding to
different yield curves and with a different number of components shall be considered
as the same risk tactor for the purposes of curvature risk, as long as they correspend
1o the same currency, and sensitivities thereof shall be able o offset. Therefore, there
shall be only one net sensitivity per bucket.

There is no curvature risk charge for inflation and cross currency basts risks.

Article 325n
Credir spread risk non-securitisafion risk-fuctors
The deha credit spread risk faciors applicable to non-securitisations credit spread
sengitive instruments are their issuer credil spread rates, inferred from the relevant
debt instruments and CDS, und mapped to each of the foliowing maturities: 0.25
years, 0.5 years. 1 year. 2 years, 3 years, 5 years, 10 years, 15 years, 20 years, 30
yeurs. There shall be one risk factor per issuer and maturity, regardless of whether
those rates arc inferred from debts instruments or CDSs. The buckets shall be
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sectorial buckets, as defined in section 6, and each shall incliude all risk (actors
allocated to the relevant sector.

The Vega CSR non-securitisations risk factars applicable to options with credic
spread sensitive underlyings are 1he implied volatilities of the underlying's issuer
credit spread rates proxied as described in paragraph 1 of this article, which shall be
mapped to the following maturities according to the maturity of the opticn subject 1o
own funds requirements: 0.5 years, 1 year. 3 years. 5 years. 10 years. The same
buckets shall be applied as for delta CSR of non-securitisations.

The Curvature non-securitisation credit spread risk factors consist of one vector of
credit spread rates, representing 2 specific issuer credit spread curve. For each
instrument, the vector shall contain as many components as different maturities ol
credit spread rates are used as variables in the pricing model of the institution for that
instrument. The same buckets shall be applied as for delta CSR of non-
securitisations.

The sensitivity of the instrument to each risk factor used in the curvature risk formula
Sy shall be calewlated as specified in Article 325k, Vectors inlerred either from
relevant debt instruments or CDSs and possibly having a different number of
components shall be considered as the same risk factor for the purposes ol credit
spread risk, as long as they correspond to the same issuer.

Article 3250
Credit spread risk securitisation risk-fuciors

For securitisation positions that belong 1o the correlation trading, portfolio, as defined
in paragraphs 6 to 9 of Article 104, institutions shall use the correlation trading
portfolio securitisations credit spread risk-factors defined in paragraph 3. For
securitisation positons which do not belong to the correlation trading portfolio,
institutions shall use the securitisations non-correlation trading portfolio credit spread
risk factors.

The buckets applicable 10 credit spread risk of securitisations correlation trading
portfolio shall the same as for credijt spread risk of non-securitisations, described in
section 6. The buckets applicable to credit spread risk of securitisation non
correlation trading portfolio shall be specific to this risk-class category, us described
in section 6.

The correlation trading portfolio (CTP) securitisations credit spread risk-(zetors are
the following:

(2) Delta CSR securitisation (CTP) risk factors are all the relevant credit spread
rates of the issuets of the securitisations' underlyings, inferved from the relcvant
debt instruments and CDS, and for each of the following maturities: (.3 years.
[ year, 3 years, 5 years, 10 years.

(b) The Vega CSR securitisation (CTP) risk factors applicable to options with CTP
securitisations as underlyings are the implied volatilities of the credit spreads
of the issuers of the securitisations' underlyings. proxied as described in point a
of this paragraph, which shall be mapped 1o the following maturities according
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to the maturity of the corresponding option subject 10 own funds requirements:
0.5 years, | year, 3 years, 5 years, 10 years.

{c)  Curvature CSR CPT risk factors are the relevant credit spread yield curves of
the issuer of the sccuritisations' undelyings expressed as a vector of credit
spread rates for different maturities, proxied as indicated in paragraph a of this
paragraph. For each instrument, the vector shall contain as many components
as different maturities of credit spread rates are used as variables by the pricing
model of'that instrument.

The sensttivity of the instrument to each risk factor used in the curvature risk formula
55 shall be calculated as specified in Article 325h on own fund requirements for
curvature risk. Vectors inferred either from relevant debt instruments or CDSs and
possibie having a different number of components shall be considered as the same
risk factor for the purposes of credit spread risk, as long as they correspond to the
same issuer.

The non-CTP securitisations CSR risk factors shall refer 1o the spread of the tranche
rather 1han the spread of the underlying instruments. They are the following:

ta)  Delia CSR securitisation non-CTP risk factors are the relevant tranche credit
spread Ttates. mapped to each of the following maturities, according to the
maturity of the tranche: 0.5 years, 1 year, 3 years, § years. 10 years.

(b} Vega CSR {non-CTP) securitisation risk factors applicable to options with non-
CTP securitisation as underlyings are the implied volatilities of the credit
spreads of the non-CTP securitisation tranches, each of them mapped to the
tollowing maturities according to the maturity of the option subject to own
funds requirements: 5 years, 1 year, 3 years, § years, 10 years

fcy  Curvature CSR sccuritisation (non-CTP) risk factors options with non-CTP
securitisation as underlyings are the same as those defined in point (a) of this
paragraph. All these risk factors are applied a common risk weight, as defined
in Section 6.

Article 325p
Equity risk-factors
The buckets for all eguily risk factors shall be those seclorial buckets defined in
section 6.
The equity defla risk factors are all the equity spot prices and all the equity
repurchase agreement rates or 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 matunities. For
each instrument, the vector shall conlain as many components as different maturitics
of repo rates are used as variables by the pricing model of that instrument. The
sensitivity of the instrument to this risk factor shall be calculated as the change in the
value of the instrument. according to its pricing model. as a result of 1 basis paint
shift in each of the cemponents of the vector. Offsetting shall take place among
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sensitivities to the repo rate risk factor of the same equity securily. regardless the
number of components of each vector.

The equity vega risk factors applicable to options with equity sensitive underlyings
are the implied volatilities of equity spot prices, which shall be mapped to the
following maturities according to the maturities of the corresponding options subject
to own funds requirements: 0.5 years, | year, 3 years. § vears, 10 years. There is not
vega risk capital charge for equity repo rates.

The equity curvature risk factors applicable to options with equity sensitive
underlyings are all the equity spot prices, regardless the maturity of the
corresponding options. There is no curvature risk charge for equity repe rates.

Article 3234
Commodities risk-factors

The buckets for all commodity risk factors shail be those seclorial buckets defined in
section 6.

The commodity delta risk factors appliczble to commodity sensitive instruments are
all the commodity spot prices per commodity type and per ¢ach ol the two contract
grades: basic or par grade. Two commeodity prices on the same type of commodity,
with the same maturity and with the same type of contract grade shall only be
considered as the same risk factor when the set of legal terms with respect to the
delivery location arc the same. Otherwise, they shall be considered as two dilferent
risk factors.

The commodity vega risk factors applicable to options with commodity sensitive
underlyings are the implied volatilities of commodity prices per corumodity type.

which shall be mapped to the following maturity steps according to the maturities ol

the corresponding options subject 1 own funds requirements: 0.5 years. | year, 3
years, 5 vears, 10 vears. Since no differentiation between commodity prices by
maturity of the underlying, grade or delivery location shall be done, sensitivities to
the same commmodity type and allocated to the same maturity step shail be considered
as a single risk facter and therefore, offsetting among them shall be applicable.

The commedity curvature risk factors applicable 1o oplions with commaodity
sensitive underlyings are one set of commodity prices with different maturities per
commodity type, expressed as a vector. For each instrument, the vector shall contain
as many components as prices of that commodity are used as variables by the pricing
model of that instrument. No differentiation between commedity prices by grade or
delivery location shall be done

The sensitivity of the instrument to each risk factor used in the curvature risk formula
Sy shall be calculated as specified in Article 325h on own fund requirements for
curvature risk. Vectors having a different number of compenents shall be considered
as the same risk factor for the purposes of commodity risk, as long a5 they
correspond to the same commodity type.
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Article 325r
Foreign exchange risk risk-factors

The foreign exchange delta risk lactors applicable w foreign exchange sensitive
instruments are all the spot exchange rates between the currency in which an
instrument is denominated and the institution's reporting currency. There shall be one
bucket per currency pair, containing a single risk factor and hence a single a net
sensitivity.

The foreign exchange veyga risk factors applicable to options with foreign exchange
sensilive underlyings are the implied volaulities of exchange rates between the
currency pairs defined in paragraph 1. which shall be mapped to the following
maturities according 1o the maturities of the comesponding options subject to own
funds requirements: 0.5 vears, | year. 3 years, 5 years, 10 vears.

The foreign exchange curvature risk factors applicable lo options with foreign
exchange sensitive underlyings are the same as those define in paragraph |
No dislinction is required between enshore and offshore variants of a currency for all
foreign exchange delta, vega and curvature risk factors.
SUBSECTION 2:
SENSITIVITY DEFINITIONS

Article 325y
Delte risk sensitivities

Delta GiRR sensitivities are the toilowing:

a) institutions shali caleulate the sensitivities to risk factors consisting of risk-frec
rates as the change in the market value of the instrument (F, (.)). according 1o
its pricing model, 45 a result of a 1 basis point shifl in the corresponding risk-
ITee rate for maturity t (r,) in a given currency, divided by 0.0001 (i.e. 9.01%).
I netation form:

o Vilne 400001, %,y ) = Vil 6y )
e = 0.0001

where:
T = the rate ol a risk-free curve k a with maturity t;
Vi) - the pricing function of instrument 1;
X.¥ = other variables in the pricing function.
{b) institwions shall calculate the sensitivities to risk factors consisting of inflation
risk and cress-currency basis {8y,) as follows:
o - Vi{&: +0.0001 7.2}~ Vi(FLy.z.)
*i 0.6001

where:
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%ji = a vector of m components representing the implied inflation curve or the cross-
currency basis curve for a given currency j with m equal to the number of inflation or
cross-currency related variables used in the pricing mode! of instrument i:

T, = the unity matrix of dimension {1 x m};

Vi{.) = the pricing function of the instrument 7,
¥, 2 = other variabies in the pricing model

Tnstitations shall calculate delta CSR sensitivities for all securitisations and non-
securitisation instruments (Scsy Mollows:

_ Vilesy +0.0001,x,y, ) — Viesge, X, ...)
Seswe = 0.0001

Where:

€Sy = the value of the credit spread rate of an issuer | at maturity 1;
Vi () = the pricing function of instrument i:

x,y = other variables in the pricing function.

Institations shall calculate delta equity sensitivities as follows:

(a) the sensitivities to risk factors k (5) consisting on equitly spot prices shall be
calculated as follows:

_ V(0L EGxy, .. ) — VilEQy, x, 3, ..)
B 0.01

Sk
where:
k is a specific equity security;
EQ is the value of the spot price of that equity security: and
Vi (.) is the pricing function of instrument i.
X,y are other variables in the pricing mode)

(b) the sensitivities to risk factors comsisting on equity repos rates shall be
calculated as follows:

_ Vil + 00001 7y, 2..) — Vi@ y,z )
S = 0.000%

where:
k = the index that deniotes the equity;

Fj; = a vector of m components representing the repo tlerm restructure for a speeific
equity k with m equal to the number of repo rates cotresponding to different
maturities used in the pricing mode! of instrument i;

Trm = the unity matrix of dimension (1 x m)
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V1{.) = the pricing lunction of the instrument i;
¥, # - other variables in the pricing model of instrument 1.

‘the delta Comumodity sensitivities 1o each risk factor k (s,) shall be calculated as
Tollpws:

_ Vi(LO1LTY,) - (CTY,)

- 0.01

Sk
where:
& = a given commodity risk factor;
CTY, = the value of risk laclor k;
17 (.} = the market value of instrument § as a function of risk factor &.

The delta foreign exchange sensitivities to each foreign exchange risk factor k (s}
shall be caleulated as lollows:
_ V(101 FX,) = Vi(FX,)
kT 0.01

where:
&+ agiven foreign exchange risk factor
FX; = the value of the risk factor;

¥, (.} - the market value of instrument 7 as a function of the risk factor k.

Article 3251
Iegrar risk sensitivities

Institutions shall calculate the vega risk sensitivity of an option to a given risk factor
k {50} a3 follows:
Vi{0.01 + vely, x,¥) = V(vol,. x,y}
= 0.01

where:

K -+ a specific vega risk factor, consisting of an implied volatility;

voly = the value of that risk factor, which should be given as a percentage;
X.y 7 other variables in the pricing function.

[n the case of risk classes where vega risk factors have a maturity dimension, but the
rules to map the risk factors are not applicable because the option does not have a
maturily, these risk factors shall be mapped to the longest prescribed maturily. These
options shall #lso be subject to the residuatl risks add-on.

With regards te options thal do not have a sirike or barrier and optiens that have
muluple strike or barriers, the mapping to strike sand maturity used internally by the
institution to price the opiion shall be applied. These options shall also be subject 10
the residual risks add-on
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No vega risk shall be computed for securitisation tranches included in the correlation
trading portfolio in accordance with Article 325 that do not have an implied
volatility. Delta and curvature risk charges shall however be computed for these
securitisation tranches.

Article 325u
Reguivements on sensiiviry compulations

Sensitivities shall be derived from the institution’s pricing model used in the profit
and lass reporting.

When compuing delia sensitivities for instruments subject to optionalily. institutions
shall assume that the implied volatility remains constant.

When computing a vega GIRR or CSR sensitivity, the pricing models from which
sensitivities are derived shall assume that the underlying of the option follows either
a lognormal or a normal distribution. When computing a vega Equity, Commodity or
foreign exchange sensitivity, the pricing models from which sensitivities are derived
shall assume that the underlying follows either 2 tognormal or a normal distribution,

All sensitivities must be computed excluding credit valuation adjustments.

SECTION 4
THE RESIDUAL RISK ADD-ON

Article 325v
Chon fitnd requirements for Residual Risks

In addition to the own funds requirements for market risk set out in Section 2 of this
Chapter, instituticns shail apply an additional awn fund requirements in accordance
with this Article to instruments exposed to residual risks.

instruments are exposed to residual risks where they meet any of the following
conditions:

(a) itreferences an exotic underlying;
{b) it bears ather risks than the one .

Institutions shall calculate the additional own fund requirements reterred to in
paragraph 1 as the sum of gross notional amounts of the instruments referred to tn
paragraph 2 multiplied by the following risk weights:

(2} 1.0% in the case of instruments referred to in point (a) of paragraph 2:
{(b)  0,1% in the case of instruments referred 1o in point (b) of paragraph 2.

By the way of derogation from paragraph 1. institution shall not apply the own fund
requirement for residual risks to an instrument that meets ane of the lollowing
conditions:

{2) itis listed on a recognised exchange:

(b) it is eligible for central clearing in accordance with Regulation (EU) 6482012:
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{c)  u perfectly offsets the marker risks of another position of the trading book. in
this case, the two perfectly maiching trading book pesitions shall be exempted
from the own fund requirement for residual risks.

EBA shall develop regulatory technical standards to specify in more detait what is an
exelic underlying and which instruments are exposed to other residual risks for the
purpose of paragraph 2.

F13A shall submil those draft regulatory technical standards to the Commission by
{fifteen months atter the entry into force of this Regutation]

Power is delegated to the Commission to adopt the regulatory technical standards
referred (o in the (irst subparagraph in accordance with article 10 o 14 of Regulation
(EU} No 1095/2010.

SECTIONS
THE DEFAULT RISK CHARGE

Article 325w
Lefinitions and general provisions

Delault risk own funds requiremenis apply to cash deb: and equity instruments, as
well as to derivative insiruments having the former instruments as underlyings or
whase pay-oits or fair valucs are affected by the event of default of an obligor other
than the counterparty to the derivative instrument itself. The default risk
requirements shall be calculated separately for cach of the following types of
instruments: non-securitisations, securitisations non-cosrefation trading portfolio and
securitisalions correlation trading portfolio. The final default risk own funds
requirerients for an institution will be the simple summation of these three
COmMponents,

For the purposes of this section. the following definitions shatt apply:

(1) An institution shall have a short exposure o defaull risk exposure when the
default of an issuer or proup of issuers leads 10 @ gain for the institution,
regardless (he type of instrument or transaction creating the exposure.

{b) An institution shall have a long exposure to default risk exposure when the
default of an issuer or group of issuers leads 1o 2 loss for the institution.
repardless the type of instrument or transaction etealing the exposure.

(e} Gross Jump o Default (JTD) amount means the estimated size of the loss or
gain that the default of the obligor would produce on a specific exposure.

tdy  Net Jump to Detault (JTD) amount means the estimated size of the loss or gain
that Lhe default of the obligor would produce on a specific institution, alter
offsetting among Gross JTD amounts has taken place.

e} LGD is the loss given defauit of the obliger on an instrument issucd by this
obliger expressed as a share of the notional of the instrument.

(fy  Detault risk weights mean the percentage amounts representing the estimated
prababilitics of detault of each obligor, according to its creditworthiness;
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SUBSECTION i
DEFAULT RISK CHARGE FOR NON-SECURITISATIONS

Article 325x
Gross Jumnp to defeult amonnty

An iterative process shall be applied to calculate own funds requirements for defauit
risk.

Institutions shall first calculate the gross ITD amounts for each long exposuze 1o debt
instruments according 10 the following formula ;

JTDiong = max{LGD “Vaotionar + P&Lygng + Adjustmeurt,mg}

where:
Viotonal = the notional value of the instrument;

PétLigne = a term which adjusts for gains or losses already accounted for by the
institution due to changes in the fair value of the instrument creating the fong
exposure. Gains shall enter the formulz with a positive sign and fosses with a
negative.

Adjustmenty, = the amount by which, due to the structure of the derivative
instrument, the institution’s loss in the event of default would be increased or reduced
relative to the full loss on the underlying instrument. Increases shall enter the
Adjustmenty,g term with a positive sign and decreases with a negative sign.

Institutions shall then calculate gross JTD amounts for each short exposure (o debt
instruments according to the following formula:

JTBgnore = max{LGD - Vnotionat + P&Lsnore + Adjustment cort)

Where:

Vnotienat = the notional vatue of the instrument that shall enter into the formula with a
negative sign;

Pdlshon = a term which adjusts for gains or losses already accounted for by the
institution due to changes in the fair value of the instrument creating the short
exposure. Gains shall enter into the formula with a positive sign and losses with a
negative sign.

Adjustmentaon = the amount by which, duc to the structure of the derivative
instrument, the institution's gain in the event of default would be increased or
reduced relative to the full loss on the underlying instrurnent. Decreases shall enter
the AdjustmenLinos term with a positive sign and decreases with a negative sign.

Applicable LGD rates for debt instruments shall be the following:
(a) exposures to non-senior debt instruments shall be assigned an LGD ot 100%;

(b} expesures to senior debt instruments shall be assigned an LG of 75%;
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{c) exposures 1o covered boads, as defined within Article 129, shall be assigned an
LGD ot 25%.

Notional values in ihe case of cash debt instruments shall be the face value of the

debt instrument. Notional values in the case of derivative instruments on an

underiying debt security shall be the face value of the underlying debt instrument.

[n the case of exposures 1o equity instruments the following formulas shall be used,
instead of those in paragraph 3.

JTBiong = max{LGD -V + P&Lygny + Adjustment g, }

JTDopare = max{LGD -V + P&Lgyory + Adjustmentoore}
where

¥ - the fair value ol the equity or, in case of derivative instruments on equities. the
fair value of the underlying equity of the derivative instrument.

Lquity instrumenis shatl be assigned an LGD of 100%.

In the casc of exposurey to detault risk arising from derivative instruments whose
payofils in the event of default of the obligor are not related to the notional value of a
specific instrument issued by this obligor or to the LGD of the obligor or an
instrument issucd by this obligor. alternative methodologies shall be used {o estimate
lite Gross JTD amounts, which shall meet the definition ot Gross JTD in paragraph 3
of article 325,

LEBA shall develop dralt regulatory technical siandards to specify in more details

how institutions shalj calculate JTD amounts for different types of instruments in
accordance with this Article,

ERA shall submit those draft regulatory technical standards to the Commission by
{fifteen months after the entry into force of this Regulation].

Power is delegated 1o the Commniission 1o adopt the regulatory technical standards
referred 1o in the {irst subparagraph in accordance with article 10 to 14 of Regulation
(EU) No 1093/2010.

Article 325y
Net Jump to Defaulr amounts

Net Jump 1o Default amounts shall be determined by cffsetting short and long

exposures. Olfselting is only possible among exposures to the same obligor where

short exposures have the same or lower seniority than long exposurcs.

Offsetiing can be either tull or partial depending on the maturities of the offsetting

exposures:

{a) Tull vitsetting shall take place when all oftsetting exposures have maturities of
one year or more,

(by Partial olfsetting shall take place when at least one of the offsetting exposures
has maturity of less than one vear. In this case, the size of the JTD amount of
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each exposure with a maturity of less than one vear shall be scaled down by the
ratio of the exposure’s maturity relative to one year.

When no offsetting is possible gross JTD amounts equal net J'TD amounts in the case
¢l exposures with maturities of one year or more. Gross JTD amounts with malurities
of less than one year shall be scaled down to calculate net JTD amounts,

The scaling factor for these exposures shall be the tatio of the exposure’s maturity
relative to one year. with a floor of 3 months.

For the purposes of paragraphs 2 and 3. the maturities of the derivative contracts. and
not these of their underlyings, shall be considered. Cash equity exposures shall be
assigned 2 maturity of either one year or three months. at the institution’s discretion.

Arricle 325z
Calculation of default risk own funds requirement
Net ITD amounts, irrespective of the type of counterparty, shall be multiplied by the

cofresponding default risk weights according to their credit quality as specilied in the
table 2 below:

Table 2
Credit quality category - b_é&';i]u risk weight )

Credit quality step 1 T 0.5%
Credit quality step 2 3%
Credit quality step 3 &%
Credit quality step 4 15%
Credrt quality step 5 30%
Credit quality step 6 50%
Unrated 15%
Defaulted 100%

Exposures which would receive a (% risk-weight under the Standardised approach
for credit risk in accordance with Part 111, Title Ii, Chapter 2 receive a 0% detfaull
risk weight for the default risk own fund requirements.

The weighted net JTD shall be then allocated to buckets. The three buckets for this
PUrpose are corporates. sovereigns, and local governments/municipalities.

Weighted net JTD amounts shall be aggregated within sach bugket according to the
following formuia:

max {(Z RW, - net jTD,-) - wes - (Z RW, - [net jTDi-|); 0}
{ELong i € Short

where

i= 10 the index that denotes an instument belonging 1o bucket A:
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DRCy, ~ default risk own (und requirement for bucket b;

WIS = a ratio recognising a benefit for hedging relationships within a bucket, which
shall be caleulaed as follows:
¥ net JTD,

WS = s
S Torer T, © Tinet JID,..]

The summation of long and skort positions {or the purposes of the DRC,, and the
W15 shall be made for all positions within a bucket regardless of the credit quality
step 1o which they are aliocated. The results are the bucket-specitic default risk own
fund requirements.

The final default risk own fund requiremenis for non-securitisations shall be
calculated as a simple sum of the bucket-level own fund requirements, since no
hedging is recognised between different buckets.

SUBSECTION 2

DEFAULT RISK CHARGE FOR SECURITISATIONS {NON-CORRELATION TRADING

PORTFOLIO)

Ariicie 325aa
Juinp o defardt amounis

Grass Jump to default amounts for seeuritization exposures shatl be the fair values of
the securitisation cxposures.

Net Jumip to default amounts shall be determined by offsetting long and short gross
Jump ro default amounts. Otfsetting {s only possible among sccuritisation exposures
with the same underlying asset pool and belonging 1o the same tranche. No offsetling
is permitted between securitisation exposures with different undarlying asset pools,
even if the atachment and detachiment points are the same.

When, by decomposing or combining existing securitisation exposures, other
existing securitisation exposures can be perfectly replicated, except for the maturity.
the exposures resulting [rom the decompesition or combination may be used instead
of the original ones for the purposcs of offsctting.

When, by decomposing or combining exisling exposurcs in underlying names, the
cnlire tranche structure of an existing sccuritisation exposure can be perfectly
replicaled, the exposures resulting from decomposition or combination may be used
lor the purposes of offsetting. When underlying names are used in this way, they
must be removed from the non-securitisation default risk treatment.

The sume rules on tull or partial offsetting as in the case of default risk of non-
securitisalions shall apply. as eslablished in Article 325y, both for original and
replicated securitisation exposures. The relevant maturities shall be those of the
secuiitisation tranches.
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Article 323ab
Caleulation of defavir risk own fimds requirement for securitisationy

Net JTD amounts of securitisation exposures shall be multiplied by 8% ol the risk
weight that would apply to the relevant securitisation exposure. including ST$
securitisations, in the non-trading book in accordance wilh (he hierarchy  of
approaches in set out in Title 11, Chapter §, section 3. and irrespective of the tvpe of
counterparty.

Without prejudice to paragraph !, a maturity of one year shall be assumed for ali
tranches when calculating risk weights in accordance with the SEC-IRBA and SEC-
ERBA.

The Risk-weighted JTD amounts for individual cash seeuritisation exposures shall be
capped at the fair value of the position.

Risk-weighted net JTD amounts shall be assigned to the tollowing buckcls:
(@) 1 common bucket for all corporates. regardless the region.

{b) 44 different buckets which correspond o 1 bucket per region for each of the 11
asset classes defined. The 1! asset classes are ABCP. Aulo Loans/Leases,
RMBS, Credit Cards, CMBS, Collateralised Loan Obligations. CDO-squared,
Small and Medium Enterprises, Student loans, Other retail. Other wholesate.
The 4 regions are Asia, Europe, North America, and other regions.

In order to assign a securitisation exposure to a bucket, banks shall rely en a
classification commonly used in the market. The bank must assign each
securirisation expasure 1o one and only one of the buckets above. Any securitisation
exposure that a bank cannot assign to a type or region of underlying shall be assigned
to the categories “other retail”, “other wholesale” or "other regions” respectively.

Weighted net JTD amounts shall be aggregated within each bucket in the same way
as for default risk of non-securitisation exposures, using the formula in paragraph 2
of article 325z. giving rise to the default risk own fund requirement for each bucket,

The final default risk own fund requirement for non-securitisations shall be
caiculated as a simple sum of the bucket-leve! own fund requirements. since no
hedging is recognised between different buckets.

SuBSECTION 3

DEFAULT RISK CHARGE FOR SECURITISATIONS (CORRELATION TRADING

PORTFOLIO)

Article 325a¢
Scope
For the correlation trading portfolio (CTP), the capital charge includes the default
risk for securitisation exposures and for non-securitisation hedges. These hedges are
to be removed from the default risk non-securitisation calculations. There must be no
diversification benefit between the default risk charge for non-securitisations, default
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risk charge for securitisations {non-correlation trading portfolio) and defaalt risk
charge for the securitisation correlation trading portfolio.

For traded ron-securitisation credit and equity derivatives. JTD amounts by
individual constituent issuer legal entity should be determined by applying a look-
through approach,

Article 323ud
Jump s defielt emovms for the CTP

Gross Jump 1o default amounis for securitisation exposures and non-securitisation
exposures in the C'TP shall be the fair values of these exposures,

Nth-to-detauit products should be treated as tranched products with attachenent and
detachment points detined as:

{ay attachment point = (N - 1}/ Total Names
{b) detachment point = N/ Total Names
where ~Tatal Names™ is the lotal number of names in the underlying basket or pool.

Net Jump to default amaounts shall be determined by offsetting long and short gross
fump o delsult amounts. Offsetting is only possible among exposures that are
vtherwise identical except for maturity:

{(a) Vor index producis, offsetting is possible across maturities among the same
index family, series and tranche, subject to specifications for exposures of less
than one year sel out in Arnicle 325y, Long and short gross Jump 1o default
amounts that are perfect replications may be oflset through decomposition into
singlc name cquivalent exposures using a valuation model, For the purposes of
this Article. decomposition with 2 valuation model means that a single name
constituent of a securitisation is valued as the difference between the
unconditional value of fhe securitisation and the conditional valuc of the
securilisation assuming that single name defaults with 7ero recovery, In such
cases, the sum Gross Jump 10 default amounts of single name equivalent
exposures oblained through decomposition must be equal to the Gross Jump to
default amount of the undecomposed exposure.

(b}  Offsetting throuzh decomposition as set out is subparagraph {a} is not allowed
tor re-securitisations.

{c)  For indices and index tranches, offsetting is possible across maturities among
the same index family, series and tranche by replication or decomposition. For
the purpases of this Article:

(i} replicatton means that the combination of individual securitisation
index tranches are combined 1o replicate ancther tranche of the same
index series, or to replicate an untranched position in the index series.

(i) decomposition means replicating an index by a securitisation whose
underlying pocl of exposures are identical to the single nanie exposures
that compose the index.
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Where the long and short expesures are otherwise equivatent excepl for one residual
component, offsetting is allowed and the Net Jump to default amount must reflect the
residual exposure,

(d) Ditferen: tranches of the same index series, different series of the smne index
and different index families may not be offset.

Article 325ae
Caiculation of default risk own finds reguirement for the CTP

Net JTD amaounts shall be multiplied by:

(a) for tranched products, the default risk weights corresponding to their credit
quality as specified in Article 348(1} and (2):

(b} for non-tranched products, by the default risk weights referred to in Article
325y (1),

Risk-weighted net JTD amounts shall be assigned to buckets thar correspond to an
index. A non-exhaustive list of indices is: CDX North America 1G. iTraxx Europe
IG, CDX HY, iTraxx X0, LCDX (loan index), iTraxx LevX (loan index}. Asia Corp.
Latin America Corp, Other Regions Corp, Major Sovereign {G7 and Weslern
Europe), Other Sovereign.

Weighted net JTD amounts shall be aggregated within each bucket according to the
following formula:

DRC, = max [(Z RW, - net m),-) — WitSerp - (2 AW, - et jTD,-]); 0}
(€ Long i€ Short

where
i = an instrument belonging to bucket #:
DRCy, = the default risk own fund requirement for bucket b;

WiS., = the ratio recognising a benefit for hedging relationships within a bucket,
which shall be calculated in accordance with the WS formula set out in Article
325z(4), but using long and short positions across the entire CTP and not just the
positions in the particular bucker.

Institutions shall calculate the default risk own fund requirernents of the CTP
{DRCcp) by using the following formula:

DRCerp = max [Z{max{DRC,,,O} +0.5 - min{DRC,,0)).0
b
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SECTION 6
RISK WEIGHTS AND CORRELATIONS

SUBSECTION |
DELTA RISK WEIGHTS AND CORRELATIONS

Article 325af
Risk weights for general interest rate risk
FFor the currencies not included in the most liquid currency subcategory as referred to
n point (b) of paragraph 5 of Article 325be, the risk weights of the risk-free rate risk
lactors shall be the following:

Table 3
) M-ﬁ;urily o I 1.25 year 0.3 year | year 2 year 3 year
Rish weight I

. 24% 2.4% 2.25% 1.88% [.73%
(percentage points} .

5 );ear 10 yeur

Maturiey
Risk weight : 1.5% 1.5% 1.5% 1.5% 15%
{percentage pointyy | :

3 year 20 year 30 year

A common risk weight of 2.23% is set both for all inflation and cross currency basis
rish lactors.

For the currencies included in the most liquid currency subcategory as referred 1o in
point (k) of paragraph 5 of Article 325be. the risk weights of the risk-free rate risk
Jactors shall be Lhe risk weights reterred to in Table 3 of paragraph t divided by V2.

Article 3230y
Inira hiicket carrelations Jor seneral inferest raie risk
Between interest rate risk factors within the same bucket, same assigned maturity bug
corresponding to different curves correlation gy, is set at 99.90%.
Benveen interest rate risk factors within the same buckes, carresponding (e the same
curve. but having different marurities. correlation is set at
_g AT

max e( ”""”k-"‘ﬂ);il—o%
where:
Ty (respectively T;) - the maturity that relates to the risk free rate;
& 3.

Between interest rate risk factors within the same bucket, corresponding to ditferent
curves and having different maturities. the correlation py is equal to the correlation
parameter specitied in paragraph 2 multiplied by 99.90%.
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3. Between tisk-free rates risk factors and inflation risk factors. the correlation set at
40%.
4. Between cross-currency basis risk factors and any other general interest rate risk

facters, including another cross-currency basis risk factor. the carrelation is set ar

0%.

Article 323ah

Carrelations across buckets for general interest rate risk

The parameter y..= 50% must be used to agpregate risk factors belonging to different buckets,

Article 323ai

Risk weights for credit spread risk (non-securitivations)

1. Risk weights are the same for all the maturities (0.5 vears, 1 vear, 3 vears. 5 years, 14
years} within each bucket.
Table 4
T Wask”
Bucket number  Credit quality Sectar (p:‘:::,::l::m-
_ _ primts)
! All Centrai government, including cemrnl hunks. of o Member Stare 1507

Central government. cluding centra] banks. of o third countrs.

mullilateral develepment banks and inemationnl ermisions 5%
i referred to in Anticle 117(2) and | 18

 Repional or local autlori elor ntilics 1%
* Financial sector entities ing slitutions nicomorated
or established by a central government. a regional povemment o 5P

vt

a Jocal authority_and pronjational lenchers

¢ materinls, encrgy. industrials, agrienlure, manulagturing,

redit guakily . R
< Klsa .'l:' mining and quarving
———  stepliod T
Coensumer goods and sorvices. anspartation s steriae, e
udimHRISaLve and support service activities
. “Fechnology. eleeommunications 2 0%
tHealth care, utilities. pr fonal amd technical attivitics 15%
9 Cavered bonds issued by credit institutions in Member Skiles . "
- 1Y Covered bonds issued by crediy instiltions in third countries 4.0
Central govemnment. including centzal bunks. of i third counirs .
multilateral development bunks and irtemational sreanisaticns R
- 1 referred w in Article 117(2; znd 118
12 Regional or local authority and publiv sector entities 440
Financial sector endities including eredit institutions incomorated
or established by u central government. a repinan] government or [2.0%0
13 Credit quality und promotional lenders
step 4 1o & energy. industrials. agriculture. manutacturing, T
H mining and quarving -
Consumer goods and services. transponation and storage, Q.50
15 adrinistcative and support servie actvities
16 Technalapy. telccommunications - 5.3
17 Heallh care. utilities. professiona] sl technical nety itice S
1% Other seetor 12.0n
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To assign a risk exposure 10 a scctor, credit institutions must rely on a classification
that is commonly uscd in the market for grouping issuers by industry sector. Credit
institutions must assign each issuer to one and only one of the scctor buckets in the
table under peint {a}. Risk positions from any issuer that a credit institution cannot
assign (o a sector in this fashion must be assigned to the ~other sector” {i.e. bucket 18).

Article 325af
Intra bucket corvelutions for credit spread risk (non-securitisations}

Between two sensitivities WS, and WS within the same bucket. the correlation
parameter pi s set as follows:

D ® P (namey P (tenor} | Pt (Lo
where:
Pia "™ is equal to 1 where the two names of sensitivitics k and { are identical, and
33% otherwise;
pu "™ is equal 10 1 if the two vertices of the sensitivities k and / are identical, and to
63% otherwise;
iy thantah g equal to | i the two seasitivities are related to same curves, and 99.9(0%%
otherwise.

The correlations above do not apply to the "other sector” bucket {i.e. bucket 18). The
within ~other seclor” bucket capital requirement for the delta risk aggregation formula
shall be equal to the simple sum of the absolute values of the net weighted sensitivities
allocated to this bucket:

Ko 163~ Ll WS

Article 323ak
Correlations avrosy buckels for credit spread risk fron-securitisuvions)
The correlation parameter y,, that applies w the aggregation of sensitivities between
different buckets is set as follows:
yb(_—_-ybc(ratmg} - ybt(!c'(ﬂ.'lllr)

wiwre:

Yo' Mind' iy equat W 1 where the two buckets b and ¢ have the same credit quality
category {either eredit quality step 1 to 3 or credit quality step 4 to 6), and 50%
otherwise, For the purposes of this caleulation, bucket 1 shall be considered as
having the same credit quality category as buckets that have credit quality step 1 to 3:

pucseeort is equal 1o 1 i1 the two buckets have the same sector, and to the fallowing
numbers otherwise:

Table 5
. o . : N R T p——
Bughet ) D2and 11 2 Gond 12 dand 13 ; Sand 14 | Gand 15 | Tundie | Rand 17 § 9and 19
_azamd i | N w0 2% 5% | 107
135
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Jand 12 b 15% e, 15% 10 10,
4and 13 X 1540 2re 5 20
5.and 14 e, 2 | S i
___Gendl$ 25% e o 15"
7and 16 ol 2%
Rand 17 : | 5%
9 4nd 10 I
2. The “other sector™ bucket level capital will be added to the overall risk class level

capital. with no diversification or hedging eflects recognised with any bucket.

Article 325al

Risk weights for eredit spread risk securitisations (correlarion trading portfelio)

Risk weights are the same for all the maturities (0.5 years, | vear, 3 years, 5 years, 10 vears)
within each bucket.

Table 6

Bucket aumber

Credit quality

Sector

Wik weight
Iperventape

_ - perams
1 All Cenirel govemment. including central hanks. of Momber States of the Unien B
Central govemment. including central bunks. 66 » thitd countrs. mulilieral -
duvelopment banks and internationat veganisations referred W in Article 4
: 2 117(2} aed 118 !
3 . 10nal er focal nuthurily and publie sector entities At
angtal seclor entities including eredit inglilitions incorporated or
! established by a central government. a regianal govermment or & lacal K
4 authority and prometional lenders B
Credit qualite Basic materials, energy. industrials. agriculture. manu factiring, mining ad 0,
] 'Y arryiny i}
siep o 3 LATE
LConsumer goods and services, tansportation and staruge., administratiye ol an,
& {_SUPpOM service acthilics
. . 10
3 Technology. telecomnmunical b
L] I_Health care. utilities. professional and technical activities 2%
Covered bonds issued by ercdil instilutions established in Member States of 30
& the Union i
i0 Covenud bonds issued by eredit institutions in third counteics e
Central government. including centeal banks, ol a third country. nultilieral
developmen banks and intemmatienal arganisations referred Lo m Aricle [REN
11 | 1172 and 118
—_ 12 Resional or lacal awthority and public sector entitics R ) 13
Financial seclor entities including credit institutions incomotated or
blished by a central g aregional govgmment or 1 local 162,
13 Credit quality | authorily and promotional leaders
stepd 106 Basic materials. crergy, industrials. agriculture. mam faeturing, wiomg and ™
14 quarrying "
Consumer gouds amd services. transponation and skormg. aministratiy e and 1%
15 ! SUPPON Service activibies R
" . . o,
16 H Technolopy, telecommunications P2
1
17 i Healih care. utilities. professional and technizal activities R
18 Other seetor
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Article 325am

Corselutions for credit spread risk securitisations (corvelaiion trading portfolio)

The delta risk correlution p is derived the same way as in Article 325a), cxcept that,
for the purposes of this paragraph. pig ®25) is equal to 1 if the two sensitivities are

related to samce curves, and 99.00% otherwise.

Articly 325an

Otherwise, the correlation yycis derived in the same way as in Article 325ak,

Riskweights for credit spread risk securitisations (non-correlation trading portfolio)

Risk weights are the same for all the maturities (0.5 years, | year, 3 years, 5 years,

years) within each bucket.

Table 7
T Baker . . T Risk wrigm”“
Rumbher Lredit guality be"w {perceatage points)
9%
_RMBY - Mid-Prine 1.5%
MBS - Sup-Prige 200

e & Cnedn
quality step i ta

oS

ALS - Hledent Tans

ABS - Credit curds

ADS - Aute

LAY non-cornebition trading poetivlio

Nn=senibor &
Lredit quality

RMIS - P'rine

RMIS - Mid-Prime

| RMUS - Sub- Prime _

CMBh

N A!jf,,,ﬂ ep T 3 AN - Sudend loany [
R & S ADS - Credit vands L5%
LI ABS - Ao . B 13
16 LA non-correlation rding peatlolio 1.758%
[ER RMHS - Prime 1.575%
RMBS - Mid-I'rime 2.625%
i RMDBS - Sub-frrime 3.5
Corethit guadity L MBS 2.5%
SPAI6 < Studen loors 147
LAl Credieary I
i ABS - Ao 2.1%
| CLO ron-comrelation trudmp portiolio 245"
3.5%

G

‘o assign a risk exposure to a sector, credit institutions must rely on a classification
that is commonly used in the market for grouping issuers by industry sector. Credit
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institutions must assign each tranche to one of the sector buckets in the tzble under
paragraph 1. Risk positions from any tranche that a credit institwtion cannot assign 1o
a sector in this fashion must be assigned to the “other sector” {i.e. bucket 25).

Article 32500
Intra buckel correlations for credit spread risk securitisations {non-correlation iradimg

porfolio)
1. Between two sensitivities WSk and WS, within the same buckel. the correlation
parameter py is set as follows:
pkt: pkl {lranchel m ticnor} ou (hamis}
where:
Pa "™ s equal to 1 where the two names of sensitivities k and / are within the

same bucket an drelated to the same sccuritisation tranche {more than 0% overlap in
national terms), and 40% otherwise;

pin "™ is equal to | if the two vertices of the sensitivities k and f are identical. and
to BO% otherwise;

21 ™ is equal to 1 i the two sensitivitics are related to same curves, and 99.90%

otherwise.

2. The correlations above do not apply to the "other sector” bucket (i.e. bucket 16). The
within “other sector” bucket capital requirement for the dela risk agurepation
formula would be equat to the simple sum of the absolute values of the net weighted
sensitivities allocated 1o this bucket;

Kb(bucket m= Ek I WSRF

Article 323ap
Correlations across buckels for credit spread risk securitisations frnon-correlation lreding
porifolia)
1. The correlatien parameter ype applies to the aggregation of sensitivilics between
different buckets. It is set at 0%.

2. This “other sector” bucket level capital will be added to the overall risk class lovel
capital, with no diversification or hedging effects recognised with any bucket.

Article 323uy
Risk weights for equity risk

i The risk weights for the sensitivities to equity and equity repe rales are set out in the
following table:
Table 8
Risk weighl  Rink weight
Market . y for equity spol  for equity repo
Bucket namber capitalisation Econnmy Sector prive e
. ‘percentuge - (perceniage
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L

poinesf points)
1‘ Comsumer gouds and services.
H . transportation and storage,
i : rative aind SUPPOR setvice
b i vities, healtheare, ofilities 3 0.55%
. B I::::f::! ‘1 elecommunications, industrials 6% 0.60%
cranomy Basiv materials. energy, apriculiere,
L Lacturing, mining and guarrying 459 0.45%
Finonvids imchuding government-
H backed ficancials, neal estate
g it lechuology 53 05, .. .
Consu ods arl servicas,
rnspanalion ang steroge.
adnnnistrative und support service
actvities. healihcare. wtfities 3 £.30%
Advined 5% 0.35%
LRnmy
] mahutueturng. mining and guarmying 4(%a 0.40%0
Finameiads including govemment-
real eslate
¥ nolopy %% 0.50%,
Fmerging e
1narhel Ak secton deseribed under bucket
v Siall CCCHRINY aumbers F. 2. 3 and 4 T 030e
Advaneed All sectars duseribed undee bucket
- Lo | ey numbers 5. 6. Tund § 5% 0.5
" EMher ~eclor Tt Ty

For the purposes of this Article, small and large market capitalisations shall be
defined in accordance with the regulatory technical standards mandated 10 the EBA
n Article 325be,

EBA shall devetop draft regulatory technical standards 10 specity what constitutes
emerging and advanced economies for the purpose of this Article.

EBA shall submit those deaft regulatory technical standards to the Commission by
|fifleen months after the entry into torce of this Regulation)

Power is delegated to the Commission to adopt the regulatory technical standards
referred o in the first subparagraph in accordance with Articles 10 o 14 of
Repulation (EU) No 10932010

lo assign a risk exposure {0 a sector, credit institutions must relv on a classification
that is commonly used in the market for grouping issuers by industry sector. Credit
institutions must assign each issuer to one of the sector buckets in the table under
paragraph | and (hey must assign all issuers from the same indusiry to the same
sector. Risk positions from any issuer that a ¢redit institution cannotl assign to a
sector in this fashion must be assigned w the *“other sector” (i.e. bucket 11). For
multinational or multi-sector equity tssuers, the allocation io a particular bucket must
be done according to the most material region and sector in which the issuer
operes.
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Article 325ar
Inira bucket correlations for equity risk

The delta risk correlation parameter py is set at 99.90% between two sensitivities
WSk and WS; within the same bucket where one is a sensitivity to an equity spot
price and the other a sensitivity o an equity repo rate, where both are related to the
same equity issucr name.

Otherwise, the correlation parameter pu between two sensitivities WSy and WS, 1o
equity spot price within the same bucket are defined in (i) to (iv) below:

(a) 15% between two sensitivities within the same bucket that fall under large
market capitalisation, emerging market cconomy (bucket number [.2. 3 ar 4).

(b)  25% between two sensitivities within the same bucket that fall under large
market capilalisation. advanced economy (buckel number 5. 6. 7. or $).

(¢} 7.5% between two sensitivities within the same bucket that fall under smail
market capitalisation, emerging market economy (bucket number 0.

{d) 12.5% between two sensitivities within the same bucket that fall under small
market capitalisation, advanced economy (bucket number 10).

The correlation parameler pu between two sensitivities WS and WS to eyuity repo
tate within the same bucket is also defined according 1o paragraph (b)

Belween two sensitivities WSk and WS; within the same bucket where onc is a
sensitivity to an equity spot price and the other a sensitivity o an equily repo rate and
both sensitivities relate to a different equity issuer name, the correlation parameter pyy
is set atl the correlations specified in paragraphs {b) multiplied by 99.90%.

The correlations above do nof apply to the "other sector” bucket {i.e. buckel i 1), The
within “other sector™ bucket capital requirement for the delta risk agprepation

formula would be equal to the simple sum of the absolute values of the nat wetghted
sensitivities allocated to this bucket:

Kogbueher 111 = | WS, |

Arricle 325as
Correlations across buckers for equity risk
The correlation parameter ¥ applies to the aggregarion of sensitivities between
different buckets. It is set at 15% if bucket b and bucket ¢ fall within buckel numbers
Tto 0.
This “other sector” bucket level capital will be added to the overal] risk class lovel
capital, with no diversification or hedging effects recognised with any bucket.

Article 325ar
Risk weights for conmodity risk

The risk weights for the sensitivities to cornmodities are set out in the following table:

Table &
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Kueeket numdber Bucket nume Risk “'eugh!
R {percentage ponisy
[ Lnergy - Sofid combustibles g
2 7 Fnergy - Liquid combustibles 5%
3 i Poergy - Electriciny wd carbon trading v
H :
4 FITN
! {rcight
B A0
Metals - ron-precious
fr Ciseous vombustiblos 457y
T o G
Precious metads tincluding gold)
B TN
Cirims & vilsecd
“ B 254
H Livestock & dinry
BT ) 35
Solls and sther ageicaliuraky
[l S0P
Wther cummodity

Article 323au
Intree brcker correlutions for copmmuodity risk

IFor the purpose of correlation recognition, any 1wo commodities are considered
distinet commedities if there exists in the market two contracts differentiated only by
the underlying cemmodity to be defivered against each contract, For cxample, in
bucket 2 ("Energy - Liquid Combustibles™ WTI and Brent would typically be
treated as distinet commocdities.

Between two sensitivities WSp and WS within the same bucker, the correlation
parameter g is set as follows:

o annnendin)

2it Py

P {hivteard - e fhasic)
where:

P R g cqual 1o | where the twe commedities of sensitivities & and / are

dentical, and 1o the intra-buckel correlations in the table in paragraph (c)
otherwise;

(ST

Pia is equal o 1if the two vertices of the sensitivities k and / are identical,
and to 99%% otherwise;
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{hasis} :

L is equal 1o 1 if the two sensitivities are identical in both (i) contract
grade of the commodity and (i) delivery Iocation of a commodity, and 99.90°,
otherwise,
3. The intra-bucket correlations py (commediy) gpe-
Table 10
it Bucket name C prreltion

! | Lncrgy - Salid cormbustibles 55T

Energy - Liguid combustibles { 95t

3 Energy - Flectricity ancl carbon wrading 3 40ty

4 Freighl T

5 Metaly - non-precious a0

T Guscous combustibles 63

7 [ Precious metals (including gold) i 55%

£ Grains & oflsesd 45%

B ¢ Livestock & duiry 15%

0 Sofis and ofher ug.;i;:;.;l;;am 4%

_'_ B Other commnodity i 15%

Ariicle 325av
Correlations acrass buckels far commaodity risk

The correlation parameter v applying to the aggregation of sensilivities between different
buckets is set ar:

(a) 20% if bucket b and ¢ fall within bucket numbers 1 to 10:
(b) 0% if either bucket b or ¢ is bucket number 11.

Article 325w
Risk weights for foreign exchange risk

A unique risk weight of 30% shall apply to all sensitivities to foreign exchange,

Article 325ax
Correlations for foreign exchange risk

A uniform corelation parameter ype equai to 60% shall apply to the aggregation of
sensitivities to foreign exchange.

SUBSECTION 2
VEGA RISK WEIGHTS AND CORRELATIONS
Arvicle 325ay
Pega risk weights
1. The delta buckets defined in subsection | shall be applied to vega risk factors.
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2. The risk weight for a given vega risk tactor k& (RW,,) shal! be determined as a share
of the current value of this risk facter k, which represents the implicit volatility of an
underlying, as described in the section on vega risk factors definitions.

3. This sharc shall be made dependent on the presumed liquidity of each type of risk
lactor. accordiny to the foliowing formula:

RW, = (Value of risk factor k)x min | RW, - Lorriskeass 5 on0,
V10
where:
RW, is set at 55%;
LHrick ctass 18 the regulatory liquidity horizon 10 be preseribed in the determination
ol'each vega risk factor k. LH .5 c1usy- according to the foliowing table:
Table 11
Riskehass  LHjgecom
CSR non-securitisalions 120
CSR securitisations (CTP) 120
g.?rllz]securitisntions {nemi- 170
Equity {large cap) 20
Egquity (small cap) 60
Commedity 120
X 40
Articte 3254z
Fege correlations
4. Between vega risk sensitivities within the same bucket of the GIRR risk class, the

corrglation parameier gy, is set as follows:

_ . {optton maturity) (underiving maturityy_. |
Pug = TN Oy TPy i1

where:

e TE
isequal o e  ™TeTH where a is set at 1%, T), and T are
the maturities of the options for which the vega sensitivities are derived,
expressed as 2 numnber of years;

[OpLion Maturity)
ki

-t
{undertying maiurity) . T . .
o Misequattoe ™IV where o is set at 1%, 7Y and

7Y are the maturities of the underlyings of the options for which the vega
sensitivities are, derived minus the maturitics of the comesponding options,
expressed in both cases as a number of years.
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Between vega risk sensitivities within a bucket of the other risk classos. the
correlation parameter gy is set as follows:

_ . {DELTA option maturity)
Dt = mm[pk[ ), p‘(dﬂ mal }‘)' 1]
where:
(DELTA) . . . .
Pt is equal to the delta intra bucket correlation corresponding 1o the bucket

to which vega risk factors k and | would be allocated (0.
p,&?mw“ maturity) s defined as in paragraph 1.

With regard to vega risk sensitivities between buckets within a risk class {GIRR and
non-GIRR), the same correlation parameters for p. as specified for delta correlations
for each risk class in Section 4. are 1o be used in the vega risk context (e.g. y, ~ 50%
is 10 be used for aggregation of vega risk sensitivities across different GIRR
buckets).

There is no diversification or hedging benefit recognised in the standardised
approach between vega and delia risk factors. Vepa and delta risk charges are
aggregated by simple summasion,

Chapter 1b
The internal model approach

SECTION1
PERMISSION AND OWN FUNDS REQUIREMENTS

Article 325ba
Permission to use internal models

After having verified an institution's compliance with the requirements set out in
Articles 325bi to 325bk, competent authorities shall grant permission to institutions
to calculate their own funds requitements by using their internal models in
accordance with Article 325bb for the portfolio of all positions atirbitued to trading
desks that fulfil the following requirements:

(a) the trading desks have been established in accordance with Articie 104b to the
satisfaction of competent authorities:

{b) the trading desks have met the P&L attribution requirement set out in Arlicle
325bh for the immediately preceding 12months;

(¢) the trading desks have met the backiesting requirements referred to in
paragraph 1 of Article 325bg for the immediately preceding 250 business dys:

(d} for trading desks that include trading book positions referred to in Article
325bm. the trading desks fulfil the requirements set out in Article 325bn Tor the
internal default risk model.
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For each trading desk for which institutions have been granted the permission
referred 10 in paragraph 1 1o use their internal models, institutions shall alsa report to
the competent authorities:

(a) the unconstrained expected shortfall measure ‘UESt that would be calculated in
accordance with paragraph $ for all the positions in the trading desk. These
calculations shall be determined on a weekly basis and reported to the
competent authorities on a monthly basis.

{b) the own lunds requirements for market risks that would be calculated in
accordance with Chapter ia of this Title had the institution not been granted
the permission to use its internal models for this trading desk. For the purposes
ol these cajculations, all the positions attributed to this trading desk shall be
considered on a standalone basis as a separate portfolio. These calculations
shall be determined and reported to the competent authorities on a monthly
basis.

When a trading desk of an institution that has been granted the permission reterred 1o
in paragraph 1 no longer meets any of the requirements set out in paragraph 1, the
institution shall immediately notify their competent authorities and shall ne longer
apply the provisions set out in this Chapter to all the positions attributed 1o this
wading desk. As a result, the institution shall calculate the own tunds requirements
tor markert risks in accordance the approach set out Chapter la for all the positions
attributed to this trading desk at the earliest reporting date and until the institution
demonstrates to the competent authoriiies that the trading desk fulfils all the
requirements set out in paragraph 1.

By the way ot derogation from paragraph 3, the competent authorities may, under
Cemain circumstances, permit an institution to continue using its internal models for
(ke purpase of calculating the own tund requirements for market risks of a trading
desk that no lenger meets the conditions reterred to in points (b) or (¢) of paragraph
1. When competent authorities exercise this discretion, they shall notify the EBA and
Jjustily their choice.

For positions attributed 1o wrading desks for which an institution has not been granted
the permission referred to in paragraph 1 to use its internal models, the own funds
requirements for market risk shall be calculated by that institution in accordance with
Chapter 1a of this Title. For the purpose of this cajculation, all these positions shall
be considered oa a standalone basis as a separate portfolio.

For a given trading desk, the unconstrained expected shortfall measure referred to in
point (a) of paragraph 2 means the unconstrained cxpected shorfall measure
caleulated in accordance with Article 323be {or all the positions assigned to this
trading desk considered on a standalone basis as a separate portfolio. By the way of
derogation from Article 325bd, institutions shall fuifil the foliowing requirements in
calculating this unconstrained expected shortfall measure for each trading desk:

(a) the stress period used in the calculation of the partial expected shortfall number
PES{® for @ given trading desk shall be the stress period identified in
accordance with point (¢) of paragraph 1 of Article 325bd for the purpose of
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determining 'PES{™ all the trading desks for which institutions have been
granted the permission referred 1o in paragraph 1;

(b} in the calculating of the partial expected shortfall numbers 'PESF and "PESRC'
for a given trading des, the scenarios of future shocks shall only be applied 10
the modellable risk factors of positions assigned to the trading desk whicl are
included in the subset of medellable risk factors chosen by the institution in
accordance with point (a) of paragraph 1 of Article 325bd for the purpose of
determining 'PEST®" all the trading desks for which instituticns have been
granted the permission referred to in paragraph 1.

Material changes to the use of iniernal models that the institution has reccived
permission to use, the extension of the use of internal models that the institution has
received permission to useand to the choice of the subset of modellable risk faclors
paragraph 2 of Article 325bd require a separate permission by the competent
authority.

Institutions shall notify the competent authorities of all other extensions and changes
to the use of those internal models that the institution has reccived permission 1o use.

EBA shail develop drafi regulatory technical standards to specify the foltowing:

(a) the conditions for assessing materiality of extensions and changes (o the usg ol
internal models and changes to the subset of modellable risk factors that is used
in Article 325bd;

(b) the assessment methodology under which competent authorities verily an
institution's compliance with the requirements set out in Article 325bi to 370:

EBA shall submit those draft regulatory technical standards to the Commission by
[two years after the entry into force of this Reguiation]

Power is delegated to the Commission to adopt the regulatory technical standards
referred 1o in the first subparagraph in accordance with Articles 10 to 14 of
Regulation (EU) No 1093/2010.

EBA shall develop draft regulatory technical standards to specify in greater details
the circumstances under which competent authorities may permit an instilution to
continue using its internal models for the purpose of calculating the own fund
requitements for market risks of a trading desk that no longer meets the conditions
referred to in points (b) or {¢) of paragraph 1.

EBA shall submit those draft regulatory technical standards to the Commission by
[six months after the entry into force of this Regulation]

Power is delepated to the Commission to adopt the repulatory tcchnical standards
referred to in the first subparagraph in accordance with Articles 10 10 14 of
Regulation (EU} No 1093/2010.
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Article 323bb
(wn funds reguirements when using internal models

An institution using an imernal model shall fulfil an own funds requircment
calculated for the portfolio of all positions attributed to trading desks for which the
mstitution has been granted the permission to use an internal model in accordance
with paragraph | of Article 325ha expressed as the sum of points (a) and (b}:

ta)  the higher of the following values:

(i} its previous day's expected shortfall risk measure calculated in
accordance with Article 325bc (ES.);

{it) an average ol the daily expected shortfall risk measure calculated in
accordance with Article 325bc on each of the preceding sixty busincss
days (ES™), muitiplied by the multiplication factor (m,) in accordance
with Article 325bg;

(b} the higher of the following values:

(i) its previous day’s stress scenario risk measure cajculated in accordance
Section 5 of this Title (35.:);

(i) an average of the daily swess scemario risk measure calculated in
accordance with Section 5 of this Title on each of the preceding sixty
business days (SS™4).

Positions in traded debt and equity instruments that are included in Lhe scope of the
intemal detiault risk model and atiributed to trading desks relerred to in paragraph 1
shall fultil an additional own funds requirement expressed as the higher of the
fellowing values:

tay the most recemt own funds requirement for default risk cafculated in
accordance with Sectien 3;

(b) the averape of this number over the preceding 12 weeks,

SECTION 2
GENERAL REQUIREMENTS

Article 325bc
Expected shorifall risk meayure

At a given date 1 and for & given portiolio of trading book positions, the expected
shorthall risk measure 'ES| referred to in Article 325bb(1%a} shall be calculated as
follows:

ES, = px(UES) + (1L —p}» Z UES!

where:

i the index that denotes the five broad risk factor catepories listed in the
first column of Table 13 of Article 325be:
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UES, = the unconstrained expecied shortfall measure defined ay:

PESEE
UES,_- = PES;?S *max (FS:{, 1
UES, = the unconstrained expected shortfall measure for broad risk lactor
category 'i' and defined as:

, : PESSC
UES! = PESH' s max (—iﬁ 1
PES™
D = the supervisory correlation factor across broad risk categories; p =
50%,;
PESES = the partial expected shortfall number that is determined for all

the positions in
the portfolio in accordance with paragraph 2 of Article 325bd;

PESEC = the partial expected shortfall number that is determined for ali
the positions in the portfolio in accordance with paragraph 3 ol Article 325bd:

PES{¢ = the partiai expected shortfall number that is determined for all
the positions in the portiolie in accordance with paragraph 4 of Article 325bd:

F‘ESES‘i = the partial expected shortfall number for broad risk lactor
category i’ that is determined for alf the positions in the porifolio in accordance with
paragraph 2 of Article 325bd;

PE‘Sf‘C‘i= the partial expecied shortfall number for broad risk factor category 'y’
that is determined for all the positions in the portfolic in accordance with paragraph 3
of Article 323bd;

PEStFC'i = the expected shortfall number for broad risk factor category i’
that is determined for all the positions in the portfolio in accordance with paragraph 4
of Article 325bd.

In determining each partial expected shortfall number for the purpese of calculation
the expected shortfall risk measure, institutions shall only apply scenarios of future
shocks to the specific set of modellable risk factors applicable to cach partial
expected shortfall number as set out in Article 325hd.

[nstitutions shall calculate the unconstrained expected short{all measure for broad
risk factor category 'i' and include it ir: the formula of the expected shortfall risk
measure referred 1o in paragraph 2 where at least one transaction of the portfolio has
at least ane modellable risk factor which has besn mapped 10 the broad risk category
i’ in accordance with Article 325be:
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Article 323bd
Pariial expected shortfall calculations

institutions shall calculate all the partial expected shortfall aumbers referred to in
paragraph | of Article 325bc with the following requirements:

{a) daily calcuiations of the partial expected shortfall numbers;
{b) at 97.51h percentile, one tailed confidence interval;

tor a given portfolio of wading book positions, institution shall calculate the
partial expected shorifall number E5, at time t according to the following

tormula:
2
. o ((H; — b}
PES;= [(PES(TN? + ) | PES.(T.j)» |stig =t
jeu

i - index that denctes the five liquidity horizons listed in the first
column ol Tabie 1;
LH, - the length of liquidity horizons ' as expressed in days in Table
1
T the base time horizon; T= 10 days;
PES{T) = the partial expected shorttall number that is determined by

applying scenarios of future shocks with a 10-days time horizon only 10 the specific
set of modellable risk factors of the positions in the portfolio set out in paragraphs 2
to 4 for euch partial expected shorttall number referred to in paragraph 2 of Article
323be.

PES{T.}} : the partial expected shorifall number that is determined by
applying scenarios of future shocks with a 10-days time horizon only to the specific
set of modeilable risk factors of the positions in the portfolio set out in paragraphs 2
to 4 lor each partial expected shorttall number referred to in paragraph 2 of Article
323be and which effective liguidity horizen, as determined in accordance with
paragraph 2 of Article 3235be, is equal or longer than LH,.

Table 1

Liquidity horizon | Length of liguidity horizon 'j’

i’ ({in days)
1 10
. . - _E e
4 ) 60
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5 120

For the purposes of calculating the partial expected shartfall numbers PESZS and
PES?S" referred 10 in paragraph 2 of Article 325be, institutions shall meel, in
addition to the requirements set out in paragraph 1, the following requirements:

(a) in calculating PESRS, institutions shall only apply scenarios of future shocks to
a subset of modellable risk factors of positions in the portfolio which has been
chosen by the institution. 10 the satisfaction of competent authorities, so that
the following condition is met at time (:

9
1 Sngsf_ck>?sn/
L N PES
60 Lo pEsic, = 7

where the sum is taken over the preceding 60 business days.

Where an institution no longer meets this condition, it shall immedialely notify the
competent authorities and update the subset of modellable risk factors within two
weeks so that the above condition is mel. If. after two weeks. the institution has
failed 1o update the subset of modellable risk factors to meet the above condition. it
shall decide to revert to the approach set out in Chapter 12 o calcutate the own lund
requirements for market risks for some trading desks so long as the above condition
is not met.

(b} in calculating PES?S'l, institutions shall only apply scenarios of future shocks
to the subset of modellable risk factors of positions in the portiolio chosen by
the institution for the purpose of point {a} and which have been mapped to the
broad risk factor category i’ in accordance with Article 325be:

(c) the data inputs used to determine the scenarios of firture shocks applied to 1he
modellable risk factors referred to in points (a) and (b) shall be calibrated 10
historical data from a continuous 12-month period of financial stress that shali
be identified by the institution in order to maximisc the value of PESRS,
lnstitution shall review the identification of this stress period a1 leasl on a
monihly basis and shall notify the outcome of this review to the competent
authorities, For the purpose of identifying this stress period. institutions shall
use, to the satisfaction of the competent autharities. an observation periad
starting at least from Q1 January 2007,

(d) the model inputs of PESf‘s‘ishall be calibrated to the 12-month stress perind
that has been identified by the institution for the purpose of point (ck

For the purposes of calculating the partial expected shortfall numbers PESEC and
PES:“:" referred to in paragraph 2 of Article 325be, institutions shall meet. in
addition to the requirements set out in paragraph L. the following requirements:
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(a)  in caleuluting PESRE, institutions shall only apply scenarios of future shocks to
the subser of modellable risk factors of positions in the portfolio referred to in
point {a) of paragraph 2;

(b} in calculating PESF‘“”, institutions shall only apply scenarios of future shocks
1o the subset of modellable risk factors of positions in the portfolio referred to
in paint (b of paragraph 2;

(¢} lhe data inputs used to determine the scenarios of future shocks applied to the
modellable risk factors referred to in points {a} and (b) shall be calibrated 10
historical data from the preceding 12-months period. This data shall be updated
at least on & monthly basis.

For the purposes of calculating the partial expected shortfalf numbers PESFC and
I"ESE':‘i referred 1o in paragraph 2 of Article 323bc, institutions shall meet, in
addition to the requirements set out in paragraph 1, the following requirements:

() in calculating PESFC, institutions shall apply scenarios of future shocks 1o all
the modellable risk factors of positions in the portfolio;

{b) in calculating PESfc‘i‘ nstitutions shall apply scenarios of future shocks to all
the maodellable risk factors of positions in the porifolic which have been
mapped 1o the broad risk factor category '’ in accordance with Article 325be;

{c} the data inputs used te determine the scenanos ot 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-months period. This data shall be updated
at least on a monthly basis. Competent autherities may require an institetion o
use historical data from a shorier period than the preceding 12-months period,
but no sharter than the preceding 6-months period, where there is a signiticant
upsurge in the price volatility of a material number of modeftable risks factors
of institution's porttolio which are not in the subset of risk factors referred to in
point (a) of paragraph 2. Competent authorities shall notify this decision to the
EBA and provide a justitication for it.

In calcufating a given partial cxpected shortfall number referred 10 in paragraph 2 of

Article 325be, institutions shall keep constant the values of the modeliable risks

1hetors for which they have not been required to apply scenarios of future shocks for

this partial expected shorttall number in paragraphs 2 to 4, as applicable.

Article 323be
Liguidity horizons
Institutions shall map each risk factor of positions attributed to trading desks for
which it have been granted the permission or are in the process of been granted the
permission. as applicable. o use their internal models for calculating the own funds
requirements for market risks in accordance with this Chapter to one of the broad
risk factor cateporics listed in Table 13 and, within this broad risk tactor category,
ane of the broad risk factor subcategories listed in that Table.
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The liquidity horizon of a rsk factor shall be the liquidity herizon of the
corresponding broad risk factor subcategories it has been mapped to.

By way of derogation from paragraph 1, an institution may decide, for a given
trading desk, to replace the liquidity horizon of a broad risk subcategory listed in
Table 13 by one of the liquidity horizens listed in Table .... with a longer leagth. In
this case, the longer liquidity horizon applies to all the madellable risk factor of the
positions attributed to this wading desk mapped to this broad risk subcategory for Lthe
purpose of calculating the partial expected sharfall numbers in accordance with peint
(c) of paragraph 1 of Article 325bd.

Ar institution shall notify to the competent authorities the trading desks and the
broad risk subcategories for which it zpplies the treatment referred to n the first
subparagraph.

For the purposes of calculating the partiai expected shorfall numbers in accordance
with point (¢} of paragraph 1 of Article 325bd, the etfective liquidity horizon
'EffectiveLH’ of a given modetlable risk factor of a given trading book position is
defined as follows:

SubCatLH if Mat = LH,
EffectivelH = { min (Subc:zcw,m;n[u-i, JLH; = Mut}) FLH, < Mt <LH,
LH, ! if Mar = LH,
where:
Mat = the maturity of the trading book position;
SubCatLH = the length of liquidity horizon of the modeliable

risk factor determined in accordance with paragraph 1;

mi'nj{LH,—/LH}- = Mat} = the length of one of the liquidity horizans listed
in Table ... which is the nearest above the malurity of the trading book position,

The currency pairs which are composed by the Euro and the currency cof a Member
State participating in the second stage of the economic and monetary union shall be
included in the the most liquid currency pairs subcategory in the foreign exchange
broad risk factor category of Table 13.

An institution shafl verify the appropriateness of the mapping referred to in
paragraph 1 at least on a monthly basis.

EBA shall develop draft regulatory technical standards to specily in greater detaiis:

(a) how institutions shall map tading book positions to broad risk factors
categrories and bread risk factor subcategories for the purpase of paragraph 1:

{b) the currencies that constitute the most liquid currencies subcategory in the
interest raic broad risk factor category of Table 2

(c} the cumency pairs that constitute the most liquid currency pairs subeategory in
1he foreign exchange broad risk factor category of Table 2:
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{d} the definition of g small and large capitalisation for the equity price and
volatility subcategory in the cquity broad risk factor category of Table 2;

EBA shall submit those draft regulatory technical standards 1o the Commission by
[six months after the entry into force of this Regulation].

referred 10 in the first subparagraph in accordance with Artielos 10 10 14 of
Regulation (EU) No 1093/2010,

Power is delegated to the Commission to adopt the regulatory techrical standards

Table 2

Broad risk | Broad risk factor
tactor

— e

subcategories | Liquidity ! Length of the

| horizons | iquidity
categories | I " horizon (in
| | days)
Interest rate ¢ Most liguid currencies and domestic i 1 ! 10
! currengy |
| e e T __+_ . —
! Other currenciey lexcluding most | 2 i 20
i liquid currencies)
f Volatility - 60
bo—— A;_*_A_.__-;ﬁ_-‘—-—__;___“__.-—*ﬁ_‘
i Other types : 4 60
o — e N N e

Centrat governmen, including | I i 10
spread i centrai banks, of Member States of : i

the Union

Covered bonds issued by credit  : 2 i 20
! institutions established in Member
! Siates ol the Union {Investment ‘
i Grade) ‘ !
57 —_— 41_‘4‘__%__} ............. —_—
| Sovercign (Investmeng Grade) | 2 ! 20
[ S . —
! Sovereign (High Yield)
I Corporate (lnvestment Grade) J_ 3 40
Corporate (UNigh Yield} I 4 i 60
Volatility T 5 120
Other types i 5 | 120
Lyuty Equity price {Large capitalisation) ' 1 ; ¢
Y L i
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Equity price (Small capitalisation) 2 T 20
Volatility (Large capitalisation) ! 2 20
Volatility (Small capitalisation) 4 60
Other types 4 60
Foreign Most liquid currency pairs { ; 10
Exchange o o
Other currency pairs (excluding mast 2 20
liquid currency pairs)
i _— — -
Volatility ‘ 3 40
Other types L3 40
Commodity ; Energy price and carbon emissions | 2 20
: price i
Precious metal price and non-ferrous 2 20
metal price
Other commaodity prices (excluding 4 64}
Energy price. carbon emissions price. |
precious metal price and non-ferrous |
melal price) [
Energy volatility and carbon 4 60
emissions velatility
Precious metal volatility and non- 4 60
ferrous metal volatility
Other commodity volatilities 3 120
(exciuding Energy volatility. carbon :
emissions volatility, precious metal
volatility and non-ferrous mezal !
volatility) !
- -
Other types 5 I i20
Article 323hf
Assessment of the modellability of risk fuctors
1. Institutions shall assess, on a monthly basis, the modellzbility of all the risk factors

of the positions attributed to trading desks for which they have been prated the

EN

178

| RESTREINT UE/EU RESTRICTED |




EN

[E¥]

wd

wh

6.

__RESTREINT UE/EU RESTRICTED _

permission or are in the process of been granted the permission. as applicable, to use
their internal models for calculating the own funds requirements for market risks in
accordance with this Chapter

An institution shall consider a risk tactor of a trading book position as modellable
where all the fellowing conditions are met:

{#) the institution has identified at least 24 veritiable prices which contain this risk
factor over the preceding 12-months period;

(b)Y there are no more than one month between the dates of two consecutive
observations of verifiable prices identified by the institution in accordance with
point (a);

) there is a clear and apparent relationship between the value of the risk factor
and gach verifiable price identified by the institution in accordance with point
(a).

For the purpose of paragraph 1, a verifiable price means any of the following;

(a) the market price of an actual transaction for which the institmion was one of
the panies:

tb)  the market price of an actual transaction that was entered into by third parties
and for which price and trade date are publicly available or have been provided
by a third party:

{c} the price obtained from a committed quote provided by a third party.

FFor the purposes of points {b) and {c) of paragraph 3, institutions may consider a
price or 2 committed quote provided by a third party as a verifiable price provided
that the third party agrees to provide evidence of the ansaction or commited quote
o competent authorities upon request.

An institution may identify 2 verifiable price for the pumpose of point (a) of
paragraph 2 for more than ene risk lactor.

Institutions shall consider risk factors derived from a combination of modellable risk
factors as modellable.

Where a risk factor is considered as modellable in aeccerdance with paragraph i,
instiwtions may use data other than the verifiable prices they used to prove that the
risk factor is modellable in accordance with paragraph 2 to calculate the scenarios of
lutuze shocks applied to this risk factor for the purposes of calculating the partial
expected shoridall referred to in Article 365 as long as these data inputs fulfils the
relevant requirements of Article 325bd.

Institutions shall considered as non-medellable a risk fuctor that does not fulfil all the
conditions sct out in paragraph 2 and shall caleulate an own funds requirements for
this risk factor in accordance with Article 325bl.

Institutions shali consider risk factors derived from a combination of modellable and
non-maedellable risk factors as non-modellable,
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By the way of derogation from paragraph 2, an institution may consider. for less than
4 one-year time period and to the satisfaction of the competent authocities. non-
modellable a risk factor for which all the conditions of paragraph 2 are met.

Article 325bg
Regulatory back testing and multiplication factors

For a given date, an institution's trading desk meets the backtesting requircments for

the purpose of paragraph | of Article 325ba when, for this trading desk. the number
of overshootings for the most recent 250 business days do not exceed all the
following limits:

(a) 12 overshootings for the value-at-risk number calculated at z 99™ percentile
one tailed-confidence internal on the basis of back-testing on hypethetical
changes in the portfolio's value;

{6} 12 overshootings for the value-at-risk number calculated at a 99" pereentile
one tailed-confidence internal on the basis of back-lesting on actual changes in
the portfolio's value;

{c) 30 overshootings for the value-at-risk number calculated at a 975" percentile
cne tailed-confidence internal on the basis of hack-testing on hypothetical
changes in the portfolio’s value;

(d} 30 overshootings for the value-at-risk number calculated at a 975" percentile
one tailed-confidence internal on the basis of back-testing on actual changes in
the portfolio’s value:

For the purpose of paragraph |, institutions shall count daily oversheotings on the
basis of back-testing of hypothetical and actval changes in the portfolio's value
composed of all the positions attributed to the trading desk. An overshooling is &
one-day change in this portfolio’s value that exceeds the related value-at-risk number
calculated by the institution's internal model in accordance with the following
provisions:

(a) aone-day holding period;
(b) scenarios of future shocks shall alpply to the risk faclors of the trading desk's

positions referred to in paragraph (3) of Article 325bh and which are
considered modellable in accordance with Article 325bf:

(¢) cdaa inputs used to determine the scenarios of future shocks applied to the
maodellable risk factors shall be calibrated to historical data from the preceding
12-months period. This data shall be updated at least on a monthly hasis:

(@) unless stated otherwise in this Article, the institution's internal model shall be
based on the same modelling assumptions as used for the calculation of 1he
expected shortfall risk measure referred to in Article 325bb(1)(a).

I counting daily overshootings in accordance with paragraph 2, institutions shall
apply the following provisions:
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(a)  bhack-testing on hypothetical changes in the portfolio's value shall be based on a
€omparison between the portfolio's end-of-day value and, assuming unchanged
positions, its value at the end of the subsequent day.

(b} back-testing on actyal changes in the pontfolio’s value shall be based on a
comparison between the portfolio’s end-ol~day value and its actual vaiue at the
end of the subsequent day excluding fees, commissions, and net interes
ncome,

{c) an overshaoting shalt be counted each day the institution is not abie to assess
the portialio’s value or is not uble to calculate the value-at-risk number referred
to in paragraph |

An institution shall calculate the multiplication factor {m¢) referred 10 in Article
325bb for the portfolio of all the positions attributed 1o trading desks for which it has
been pranted the permission 10 use its internaj models in accordance with paragraph
I of Article 325ba in accordance with paragraphs 5 and 6 This calculation shall be
updated at Jeast on a manthly basis,

The multiplication factor (me) shail be the sum of (he value of 1.5 and an addon
between (G and 0.5 in accordance with Table 1. This addon shall depend on the
number of overshootings for the most recent 250 business days as evidenced by the
instiwtion's back-testing of the value-ai-risk number calculated in accordance with
point (a) for the portlolio referred to in paragraph 4. For the purpose of determining
the addon, the following provisions apply;

{a) an overshooting is a ane-day change in the portfolio's value that exceeds the
related value-at-risk number caleulated by the institution's internal model in
aceordance with the tollowing provisions:

i} aone-day holding eriod;
g P
{ii) a9o™ percentile, one tailed confidence interval;

(i} scemarios of future shocks shall apply to the risk factors of the trading
desks' positions referred to in paragraph (3) of Article 325bh and which
are considered modellable in accordanee with Article 325b1:

(v) dat inputs used 1o determine the scenarios of fisture shocks applied to
the modehable risk 1actors shail be calibrated to historical data from the

preceding 12-months period. This data shall be updated ar least on a
monthly basts:

(v) unless stated otherwise in this Article. the institution's internal mode]
shall be based on the same modelling assumptions as used for the
cilculation of the expected shortfall risk measure reterred to in Article
323bb{} Xa).

¢t} the number of overshootings shall be equal to the higher of the number of
overshoolings under hypothetical and actyal changes in the value of the
portiolio;

{c) in counting daily overshootings, institutions shall apply the provisions set out
in puragraph 3.
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Table 3
Number of addon
cvershootings
Fewer than 5 0,00
5 0.20
3 0,26
7 0,33
8 0,38
9 0,42

. 10 or more than 1¢ 0,30

The competent authoritics may in individual cases limit the addon to that resufting
from overshootings under hypothetical changes, where the number of overshootings
under actual changes does not result from deficiencies in the internal model.

In order to allow competent authorities to moritor the appropriatencss of the
multiplication factor or a twading desk's compliance with the backtesting
requiremenis referred to in paragraph | on an ongoing basis. institutions shall notify
promptly, and in any casc no later than within five working days. the competent
authorities of overshootings that result from their back-testing programme and
provide an explanation for them,

By the way of derogation from paragraphs 2 and 5. where a one-day change in the
porifolio’s value of an institution exceeds the related value-at-risk number calculated
by the institution's internal model and that the institution provides the competent
authorities with a justification that this excess is attributable 1o a non-modellzble risk
factor for which the stress scenario risk measure calculated in accordance with
Article 325bl is higher than the positive difference between its portfolio's value and
the related value-at-risk number, the institution may not count an avershooting for
this day, to the satisfaction of the competent authorities.

EBA shall develop draft regulatory technical standards to specity in greater details
the definitions of actual and hypothetical changes in a portfolic’s value lor the
purpose of this Article.

EBA shall submit those draft regulatory technical standards to the Commission b
[six months after the entry into force of this Regulation].

Power is delegated to the Commission to adopt the regulatory technical standards

referred to in the first subparagraph in accordance with Articles 10 1o 14 of

Regulation (EU) No 109372010,
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Article 325bh
P&L aitvibution

For a given month, an institution's trading desk meets the P&L attribution
requirements for the purposc of paragraph 1 of Article 325ba when, this trading desk
complies with the requirements set out in this Article.

The P&L atribution requirement shall ensure that the theoretical changes in a trading
desk portfolio's value, based on the institution's risk-measurement model, are
sufticiently close trom the hypothetical changes in the trading desk portfolio's value,
based an the institution's pricing model.

An institution's compliance with the P&L attribution requirement shall lead, for each
posilion in g given trading desk, to the identitication of a precise list of risk factors
which are deemed appropriate for verifying the institurion's compliance with the
backiesting requirement as set cut in Article 325bg.

EBA shall develop draft regulatory technical standards to specity in greater details:

{a)  the definition of the P&L atribution requirement in light of intematicnal
repulatory developments;

{b) the definitions of theoretical and hypothetical changes in o trading desk
portfolio’s value jor the purpose of this Article.

EBA shall submit those draft regulatory technical standards to the Commission by
|six months after the entry into foree of this Regulation],

Power 35 delepated to the Commission to adopt the regulatory technical standards
reterred to in the first subparagraph in accordance with Articles 10 to 14 of
Regulation (EUY No 1093/2014.

Article 32561
Requirements o risk measure st

An internal rish-mensurement model used to calculate the own fund requirements tor
murket risks referred to in Article 325bb shali meet all of the following requirements:

(a)  the model shall capture a sufticient number of risk tactors, which shall in¢lude
at least she risk factors defined in subsection 1 ot section 3 of Chapter Ta unless
the institution demonstrates 1o the competent authorities that the omission of
these risk factors do not have a marerial impact in the results of the P&L
alribution as referved to in Article 325bh, Where a risk factor 13 incorporated
into the institution's pricing model but not into the risk-measurement model,
the institution shall be able to justity such an omission to the satisfaction of the
campetent autherity.

thy the model shall capture nonlinearitics for aptions and other products as well as
corrciation risk and basis risk. Where proxies for risk factors are used they
shall show a good track record tor the actual position held.

{c) the model shall incorporate a set of risk factors corresponding to the interest
rates in cach currency in which the institution has interest rate sensitive on- or
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off-balance sheet positions, The institution shall model the vield curves using
one of the generally accepted approaches. For material exposures 10 interest-
rate risk in the major currencies and markets, the yield curve shall be djvided
into a minimum of six maturity segments, to capturc the variations of velatility
of rates along the yield curve and the number of risk factors used to model 1he
yield curve shall be proportionate to the nature and compiexily of the
institution's trading strategies The mode! shall also caplure the risk of less than
perfectly comrelated movements between different vield curves:

the model shall incorporate risk factors corresponding 1o gold and 10 the
individual foreign currencies in which the institution's posilions  are
denominated. For CIUs the actual forcign exchange pesitions of the CIU shall
be taken into account. Institutions may rely on third party reporting of the
foreign exchange position of the CIU, where the correctness of that report is
adequately ensured. I an institution is not aware of the foreign exchange
positions of a CIU, this position shall be carved out from the inlemal models
approach and treated in accordance with Chapter 1a of this Titlc;

the model shall use a separaie risk factor at least for each of the equity markets
in which the institution holds significant positions. The sophistication of the
modeliing technique shall be proportional to the materiality of the institutions’
activities in the equity markets. The model shall incorporate at Teast one risk
factor that captures systemic movements in equity prices and its dependancy
with the individual risk factors for each equity markets For material exposures
to equity markets, the model shall incorporate at least one idyosyncratie risk
factor for each cquity exposure.

the mode] shall use a separate risk factor at least for each commodity in which
the institution holds significant positions unless the institwtion has a small
aggregate commodity position as compared to all its trading activities in which
case a scparate risk factor for each broad commodity type will be acceptable.
For material exposures to commodity markets. the medel shall caplure the risk
of less than perfectly correlated movements between similar, but not identical,
commedities, the exposure to changes in forward prices arising, from maturity
mismatches and the convenience yield between derivative and cash positions.

proxies shall be appropriately conservative and shall be used only where
available data is insufficient. including during the period of stress.

For material exposures to volatility risks in instruments with optionality, the
model shall capture the dependancy of of implied valatilities across strike
prices and options' maturities.

Institutions may use empirical correlations within broad risk factor categories and.
for the purposes of caleulating the unconstrained expecited shorifall measure (/£5; as

referred to in paragraph | of Article 325be, across broad risk factor categories only if

the institution's approach for measuring correiations is sound. consistent with the
applicable liquidity horizons, and implemented with integrity.
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Arricte 323bf
Oualitative reguirements

Any internal model used for purposes of this Chapter shall be concepmally sound
and implemented with integrity and, in particular, all of the following qualitative
requirements shall be met:

{a)

(b

(c)

{d)

le)

(h}

any internal mode! used to calculate capital requirements for market risks shall
be closely integrated into the daily risk-management process of the institution
and serve as the basis for reporting risk exposures to senior management;

the institution shall have a risk controf unit that is independent from business
trading units and reporis directly to senior management. The unit shall be
responsible for designing and implementing any intermal model used for
purposes of this Chapter. The unit shall conduct the initial and on-~going
validation of uny internal model used for purposes of this Chapter, being
responsible for the overall risk management system. The unit shall produce and
analyse daily reports on the output of any intemal medel used for calculating
capital requircments for market risks, and on the appropriate measures to be
taken in {erms of trading limits;

the institution's management body and senior management shall be actively
involved in the risk-control process and the daily reports produced by the risk-
conirol unit shall be reviewed by a level of management with sufficient
authorily 1o enforce both reductions of positlions taken by individual traders as
well as in the institution's overall risk exposure;

lhe institution shall have sutticient numbers of staff skilled in the use of
sophisticated internal models, and inciuding those used for purposes of this
Chapter, in the trading. risk-control, audit and back-oflice areas;

the institution shall have estabhished procedures lor montioring and ensuring
compliance with a documented sel ol internal policies and controls concerning
the overall operation of its inlernal models, and including those used for
purposes of this Chapter;

any internal model used for purposes ot this Chapter shafl have a proven track
recerd of reasonable accuracy in measuring risks;

the institution shall frequently conduct a rigorous programme of stress testing,
including reverse siress tests, which encompasses any internal model used for
purposes of this Chapter. The results of these stress tests shall be reviewed by
semor managementat least menthly and comply with the policies and limits
approved by the Institution's management body. Institutions shall take
appropriate actions when the results ol the stress tests show excessive losses
anising  from the trading's business of the institwtion under certain
circumskuices;

the institution shall conduct an independent review of the internal models nsed
tor purposes of this Chapter, either as part of its repular internal auditing
process,or by mandating a third-party undertaking to the satislzetion of
competent autherities,
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For the purpose of point (&), a third-party undertaking means an undertaking that
provides auditing or consulting services to institutitons znd which has suflicient
skiiled staff with knowledge in the market risks of trading activities.

2. The review referred to in point (h} of paragraph | shall include both the activisies of

the business trading units and of the independent risk-control unit. At least once a
year, the institution shail conduct a review of its overall risk-imanagement process.
The review shall consider the following:

{a) the adequacy of the documentation of the risk-management svsierm and process
and the organisation of the risk-control unit:

(b} the integration of risk measures into daily risk management and the ntegrity of

the management information system:

{c} the process the institution employs for approving risk-pricing models and
valuation systems that are used by front and back-office personnel;

(dy  the scope of risks captured by the risk-measurement model. the accuracy and
appropriateness of the risk-measurment system and the validation of any
significant changes in the risk-measurement process:

(e) the accuracy and completeness of position data. the accuracy  and
appropriateness of volatility and correlation assumptions, the accuracy of
valuation and risk sensitivity calculations, the accuracy and appropriateness for
generating data proxies where available data is insutficient

(f)  the verification process the institution employs to evaluate the consistency,
timeliness and reliability of data sources used to run internal models, including
the independence of such dara sources:

(g}  the verification pracess the institution uses to evaluate back-1esting and P&L
attribution that are conducied to assess the models’ accuracy.

(h)  where the review is perform by a third-party undertaking. the verification that
the internal validation process set out in Article 3256k fulfils its objectives.

3. As techniques and best practices evolve. institutions shall apply those new
techniques and practices in any internal mode] used for purposes of this Chapter.

Article 325bk
Internal Validation

Institutions shall have processes in place to ensure that all their internal models used for
purposes of this Chapter have been adequately validated by suilably qualified patties
independent of the development process io ensure thal they are conceptually sound and
adequately capture all material risks. The validation shall be conducted when the internal
model is initially developed and when any significant changes are made te the internal modet.
The validation shall also be conducted on a periodic basis but especially where there have
been any significant structural changes in the market or changes to the composition of the
portfolio which might lead to the internat modei no longer being adequate. Intemal model
validation shall not be limited to back-testing and P&L attribution requirements, but shall, at a
minimum, also include the following:
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lests 1o demonstrate that any assumptions made within the internal model are
appropriate and do not undercstimate or overestimate the risk:

in addition to the regulatory back-iesting programmes, institutions shail carry out
their own internal moded validation tests, including back-testing, in refation te the
risks and structures of their porttolios;

the use of hypothetical portfolios to ensure that the internal mode! is able to account
for particular structural features that may arise, for example material basis risks and
concentration risk or the risks associated to the use of proxies.

Article 325b1

Stress scenario risk measure caleudation

Al lime L an institution shall ealculate the stress scenario risk measure for all the
non-modellable risk tactors of the trading book positions in a given portiolio as
follows:

55, = Z 1CSS(0) + Z $SI(8)
m 3

Where:

m = the index that denotes all the non-modellable risk factors of the

positions in the porifolio which have been mapped to the credit spread broad risk
factor categery in accordance with paragraph 1 of Article 323be and tor the
institution has demonstrated to the eompetent authorilies that these tisk factors are
encorrelated;

! = the index that denotes all the non-modellable risk tactors of the
positions in the portlelio other than thase denoted by the index 'm’;

1CS8,™ : the stress scenario risk measure of the non-modellable risk
factor 'm' as deftned in paragraph 3;

55, the stress scenario risk measure of the non-modellable risk
laetor ' ss delined in paragraph 3;

The stress scenario risk measure of a given non-modellable risk factor means the loss
that s wcurred in all the trading book positions of the portfolio which include this
risk factor when an extreme scenario of future shock is applied to this risk factor.

Institution shall determine appropriale extreme scenarios of future shoek for all the
modeHable risk-factors 10 the satisfaction of competent authorities.

EBA shall develop drall regulatory technical standards to specity in greater details:

(2) how institutions shall determine the extreme scenario of future shock
applicable 10 non-modeliable risk factor and how the extreme scenario of
future shock shall apply to the risk factor;
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(b) a regulatory extreme scenario of future shock for each broad risk lactor
subcategory listed in Table 3 of Article 325be which institutions may use when
they cannot defermine extreme scenario of future shock in accordance with
point (a) or which competent authorities may require the inslitulion 1o apply
when they are not satisfied with the extreme scenario of future shack

In developing these draft regulatory technical standards. the EBA shall 1ake into
consideration, to the extent possible, that the level of own funds requirements for
market risk of a non-modellable risk factor as set out in thie Article shall be as high
as the level of own funds requirements for market risks that would be calculated
under this Chapter were this risk factor be modellabie.

EBA shall submit those draft regulatory technical standards 1o the Commission by
[six months afler the entry into force of this Regulation].

Power is delegated to the Commission 1o adopt the regulatory technical standards
referred 1o in the first subparagraph in accordance with Articles 10 10 14 of
Regulation (EU} No 1093/2010.

SECTION2
INTERNAL MODEL FOR DEFAULT RISK

Article 3256m
Scope of the imternal defawdi risk model

All the institution's pasitions in traded debt or equity instruments which have been
attributed to trading desks for which the institution uses an internal model for
calculating the own funds requirements for market risks in accordance with
paragraph 1 of Article 325ba and which contain at least one risk factor mapped to the
broad risk categorics "Equity” or "Credit spread” in accordance with paragraph | of
Article 325be shall be subject to an own funds requirement calculated with the
institution's interal default risk model in accordance with this Section which is
incremental to the risks captured by the own funds requirements referred fo in
pazagraph 1 of Article 325bb,

There shall be one issuer of traded debt or equity instruments related 1o al least one
risk factor of each of the positions referred to in paragraph 1.

Article 3256n
Regquirements to have an internal default risk model

Competent autharities shall be grant PETMission to an institution to use the internal
default risk maodel set out in this Section to calculate the own funds requitement
referred to Article 325bb(2) for all irading book positions referred to in Article
325bm and that arc attributed to a trading desk that meets the following
requirements:

(a) the institution has developed an intemal default risk model which fulfils the
requirements in Articles 325bo to 325bq for the positions of this trading desk
which are in scope of the internal default risk model;
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(b)  the imernal detault risk model referred to in point (2) meets the requirements
tor internal models set out in Articles 325bj 1o 325bk.

EBA shail issue guidelines {two years after the entry into force of this Regulation] on
the requirements in Articles 325bo to 325bq.

Where an institnion's trading desk for which al least one of the trading book
positions referred 1o in Article 325bm has been to do not meet the requirements set
out in paragraph 1. the own {unds requirements for market risks of all the positions in
this trading desk shall be calculated in accordance with the approach set out in
Chapter ta.

Article 323bo
Cwn fund requiivenients for default risk using an internad defawlt risk model

Institutions shall ealculate the own tunds requirement for default risk using an
internal default risk model for the portfolio of all the positions referred to in Article
325bm as follows:

(a) the own tunds requirement shall be equal to a value-at-risk number which
measures polential losses in the market value of the portfelio due to default of
the issuers related to the portfolio’s positions at the 99,9 %% confidence interval
over a lime horizon of one year:,

tby the loss referred fo in point {2) means a direct or indirect loss in the market
value ol 2 position resulting from the default of the issuer and which is
incremental to any losses already taken into account in the current valuation of
the position. For equity poesitions. the default of the related issver shall lead the
price ol its equity dropping to zero;

(<) the imstitutions shall determine default correlations between dilfferent issuers
based on a conceptually sound methodolgy and using objective historical data
of market credit spreads and equity prices covering at least a 10 vear time
period including the stress period identified by the institution in accordance
witll Article 325bd(2). The calculation of detault correlations between different
issuers shall be consistent with a one-year time horizon;

{d}  1he internal mode! shall be based on a one-year constant position assumption.
Ingtitutions shall ¢aleulate the own funds requirement referred to in paragraph | at
least on a weekly basis,

By the way of derogation from points {a) and (c} of paragraph 1, an institution may
repiace the time horizon of one vear by a time horizon of sixty days for the purpose
of calculating the default risk of equity positions. In this case, the calculation of
defaulr correlations and default probabilities shall be consistent with a time horizon
ol sixty days.
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Articie 325bp
Recogmition of hedges in the interngl defadt rivk modet

Hedges may be incorporated into an institution's internal model to capture the default risks.
Positions may be netted when long and short positions refer to the same financial instrument.
Hedging or diversification effects associated with long and skort positions involving diflerent
instruments or different securities of the same obligor. as well as long and short positions in
different issuers, may only be recognised by explicitly modelling gross long and short
positions in the different instruments, including modelling of basis risks between different
issuers. Institutions shall reflect the impact of material risks that could occur during the
interval between the hedge's maturity and the one year time horizon as well as the potential
for significant basis risks in hedging strategies by producl. seniority in the capital structure,
internal or external rating, maturity, vintage and other differences in the instruments. An
institution shall reflect a hedge only o the extent that it can be maintained even as the obligor
approaches a credit or other event.

Article 3231y
Particular requirements for the internal defauft risk model

1, The infernal default risk model shall simulate scenarigs of maodel capable of
modelling the default of individual issuers as well as the simultaneous default of
multiple issuers and reflect the impacts of these defaults in the market 1 alucs ol the
positions included in its scope in accordance with Article 325hm. For thix purpose.
the default of each individual issuer shall be modelled using al lcast two systematics
tisk factors and at least one idyosyncratic risk factor.

2. The internal defauit risk model shall reflect the economic cycle. including the
dependance between recovery rates and the systematic risk factors.

[F5]

The internal model (o capture the default tisks shall reflect the nonlinear impact of
options, other positions with material nonlinear behaviour with respeet o price
changes. The institution shall also have due regard to the amount of madel risk
inherent in the valuation and estimation of price risks associated with such products.

4, The internal mode] shall be based on data that are objective and up-to-date.

5. For the purposes of simulating the default of issuers in the internal default risk
model, institutions shall meet the following requirements for their estimates of
default probabilities:

(a) default probabilities are floored at 0.03%:

(b) default probabilities shall be based on a one-year time horizon, unjess stated
otherwise;

(€)  default probabilities shall not be solely derived from current market data:

(¢} where an institution has been granted the permission to estimates defauit
probabilities in accordance with Section I, Chapter 3, Title I. Part 3. # shall
use the methodology set out in this Section te calculate default probabiiities:

(e) where the condition set put in point (d) is not met, the institution shall develop
an imnternal methodology to determine default probabilitics or use defauit
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probabilities provided by extermal sources. In both situations, default
probabilities shall be consisient with the requirements set out in this Article,

For the purposes of simulating the default of issuers in the intemal detault risk
model, institutions shall meet the following requirements for their estimates of loss
given defaulr:

1a)  loss given default estimates are tlocred at (%;
{b)  loss given default estimates shall reflect the seniority of each position;

{cy where an inslitution has been yranted the permission to estimate loss given
defanlt in accordance with Section |, Chapter 3, Title I, Part 3, it shall use the
methedology set out in this Seclion to calculate {oss given default estimates;

(d) where the condition sct out in point (¢) s not mel, the institution shalt develop
an own methodology to determine loss given detault estimates or use loss
given default estimates provided by external sources. In both situations, loss
given defaull estimates shall be consistent with the requirements set out in this
Articke.

As part of the independent review and validation of their internal models used for

purposes ol this Chapter, inclusively for purpeses of the risk measurement system, an
institution shatl in particular do all of the following:

{2) validate that s modelling approach for correlations and price changes is
appropriate for its portfolio, including the choice and weights of its systematic
risk tactors:

() perform a variety of stress tests, inciuding sensitivity analysis and scenario
analysis, w assess the qualitative and quantitative reasonableness of the
internal model, particularly with regard to the treatment of concentrations.
Such tests shall not be limited to the range of events experienced historically;

1cy  apply appropriate quantitative validation including relevant internal modelling
benchmarks.

The internal model shall appropriately reflect issver concentrations. Concentrations
thal ¢an arise within and across product classes under stressed conditions shall also
be reflected.

The internal modet shall be consistent with the institution'’s internal risk management
methodologies lor identifying, measuring, and managing trading risks.

Institutions shall have in place clearly defined policies and procedures for
determining the default correlation assumptions between diflerent issuers in
aceardance with paragraph 2 ol Article 325bo.

Institutions shall document their internal models so that its correlation and other
modelling assumplions are transparent 10 the competent authorities.

I"BA shall develop dratt repulatory technical standards to specity the requirements
that have to be fulfilled by an institution's internal methedology or external sources
{ur estimating default probabilities and loss given default In accordance with point
{e} ol paragraph 5 and point (d) of paragraph 6.

191

| RESTREINT UE/EU RESTRICTED |

EN



EN

| RESTREINT UE/EU RESTRICTED |

EBA shall submit those draft regulatory technical standards to the Conumnission by
{15 menths after the entry into force of this Regulation].

Power is delegated to the Commission to adopt the regulatory technical standards
referred 1o in the first subparagraph in accordance with Articles 10 to 14 of
Regulation (EU) No 1093/2010,".

(96} ln Title TV of Part Three Chapter 2 is rc named as follows:
"Chapter 2

Own funds requirements for position risks under the simplified
standardised approach"'.

(97)  InTitle IV of Part Three Chapter 3 is re named as follows:
"Chapter 3

Own funds requirements for foreign-exchange risk under the simplified
standardised approach”.

(98) In Title [V of Part Three Chapter 4 is re named as follows:

"Chapter 4
Own funds requirements for pesition risks under the simplified
standardised approach”.

(99 In Title IV of Part Three Chapter 5 is re named as follows:

"Chapter 5
Own funds requirements using the simplified internal models
approach”.

{100)  The introductory part in Article 384(1) is replaced by the folowing:

" 1. An institution which dees not calculate the own funds requirements for CVA risk for its
counterparties in accordance with Article 383 shall calculate a portfolio own funds
requirements for CV A risk for each counterparty in accordance with the following
formula, taking into account CVA hedges that are eligibie in accordance with Article
386"

(101}  The definition of EAD," in Article 384{1) is replaced by the Following:

" EAD™ = the total counterparty credit risk exposure value of counterparty i~ (summed
across its netting sets) including the effect of collateral in accordance with the
methods set out in Sections 3 to 6 of Title I1. Chapter 6 as applicable to the
caleulation of the own funds requirements for counterparly credil rish for that
counterparty.”

(102)  Article 390 s replaced by the following:
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“Article 390
Cadeulation of the exposure valie

The exposures o a group of connected clients shall be calculated by adding together
the expesures to individual clients in that group.

The overall exposures (o individual clients shall be calcuiared by adding together the
exposures of the trading book and those of the non-trading book.

For exposures in the trading book institutions may:

{a}  offset their fong positions and short positions in the same financial instruments
issied by a given client with the net position in each of the different
instruments being calculated in accordance with the methods laid down in Part
Three, Title |V, Chapter 2;

{bi  offset their long positions and short positions in different financial instruments
issued by a given client but enly where the position is junior to the long
position or the positions arc of the same seniority.

For the purposes ol peint {a} and (b), securities may be allocated into buckets based
on diflerent degrees of seniority in order to determine the relative senjority of
positions.

Institutions shail caleulate oxposures arising from contracts referred to in Annex I
and credit derivatives directly entered into with a elient in accordance with one of the
methods set out in Part Three, Title il, Chapter 6, Section 3 to Section 3, as
applicable.

Exposures arising from these contracts allocated to the trading book shall also fuifil
the requirements of Article 299.

Institutions shall add exposures arising from contracts referred to iz Annex Il and
credit derivatives not directly entered into with a client tut underlying a debt or
equily instrument issued by that client shall be added to the exposures to the client.

Exposwres shall not include any of the following:

()  inthe case of foreign exchange transactions, exposures incurred in the ordinary
course of settlement during the two working days following payment:

(b)Y in the case of transactions for the purchase or sale ol sccurities, exposures
incurred in the ordinary course of settlement during five working dayvs
lollawing payment or delivery of the securitics, whichever the carlier;

{e} w the case of the provision ol money transmission including the execution of
payment services, clearing and setifement in any eurrency and cotrespondent
banking or financial instruments clearing, settlement and custody services to
clients. delayed receipts in funding and other exposures arising from client
activity which do not last fonger than the fullowing business day;

td) inthe case of the provision of money transmission including the execution of
payment services. clearing and sctifement in any currency and correspondent
banking, intra-day exposures 10 institutions providing those services;
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(e) exposures deducted from CET 1 items or Additional Tier 1 items in accordance
with Articles 36 and 56 or any cther deduction from those items that reduces
the disciosed solvency ratio.

In order to determine the overall exposure to a client or a group of connected clients,
in respect of clients to which the institution has exposures through iransactions
referred to in points (m) and (o) ot Article 112 or threugh other transactions where
there is an exposure to underlying assets. an institution shall assess its undertying
exposures taking into account the economic substance of the structure of the
transaction and the risks inherent in the structure of the transaction itself, in order to
determine whether it constitutes an additional exposure.

EBA shall develop draft regulatory technical standards to specify:

(a) the conditions and methodologies used to determine the overal] exposure to a
client or a group of connected clients in respect of the types ol exposures
referred to in paragraph 7,

(b) the conditions under which the structure of the transaction referred to in
paragraph 7 dees not constitute an additional exposure.

EBA shall submit those draft regulatory technical stendards to the Comumission by 1
Fanuary 2014,

Power is delegated to the Commission to adopt the regulatory technical standards
referred 1o in the first subparagraph in accordance with Articles 10 to 14 of
Regulation (EU) No 1093/2010.

EBA shall develop draft regulatory technical standards to specity, for the purpose of
paragraph 5, how to determine the exposures arising from coniracts referred o in
Annex I1 and credit derivarives not directly entered into with a client but underlying
a debl or equity instrument issued by that client for their inclusion into the exposures
1o the client.

EBA shall submit those draft regulatory technical standards to the Commission by {9
moths after entry into force].

Power is delegated to the Commission te adopt the regulatory technical standards
referred to in the first subparagraph in accordance with Amicles 10 to 14 of
Regulation {EU) No 1093/2010.".

Article 391 is replaced by the following:

“Article 391
Definition of an institution for large exposures purposes

For the purposes of calculating the value of exposures in accordance with this Part
the term ‘institution’ shall include a private or public undertaking. including its
branches, which, were it established in the Union, would {ulfil the definition of the
term ‘institution” and has been autherised in a third country that applies prudential
supervisory and regulatory requirements at least equivalent to those applied in the
Union.
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[

For the purposes of paragraph 1. the Commission may adopt, by way of
implementing acts, and subject to the examination procedute referred to in Article
464(2). a decision as to whether a third country applies supervisory and regulatory
arrangements at Jeast equivalent to those applied in the Union.".

(104} Article 392 i5 replaced by the following;

"Article 392
Definition of lurge exposure

An institution’s exposure 10 a client or group of connected clients shall be considered a large
exposure where its value is equal to or exceeds 10 % of its Tier 1 capital "

(105) In Article 394(1} the following subparagraph is inserted afier the last subparagraph :

"Institutions shalt alse report 1o the competent authorities exposures whose exposure value is
larger than or equal to EUR 300 miilion but less than 10 % of the institution’s Ticr 1
capital.”

{106)  in Article 394 paragraph 2 is replaced by the following:

"2 An institution shall report the following information to the competent authorities, in
addition to reporting the information referred to in paragraph L, in relation to its 10
largest exposures on a consolidated basis to shadow banking ¢ntities which carry out
baking activiries outside a regulated framework, including large exposures exempied
from the application of Article 395(1):

(a) the identification of the client or the group of connecied clienis to which an
institution has a large exposure;

(b)  the cxposure value before taking into account the effect of the credit risk
mitigation. when applicable;

{c)  where used, the type of funded or untunded credit protection:

(d)  the exposure value after taking into account the effect of the credit risk
mitigation calculated for the purpose of Article 395(1)."

(107} in Article 394 the following paragraph S is added:

"5. EBA shall develop drafi regulatory technical standards to specity the entities that
fall into the definition of shadow baking entities for the purpose of paragraph 2.

In developing those dratt regulatory technical standards. EBA shall take inte account
international developments and internationally agreed standards on shadow banking.

EBA shail submit those drafl regulatory technical standards (o the Commission by |
one year atter entry into lorce].

Power is delepated to the Commission ie adopt the regulatory rechnical standards
relerred to in the first subparagraph in accordance with Anicles 10 to 14 of
Regulation (EU) No 10932010

(108)  Article 394 is replaced by the lollowing:
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"Article 394
Reporting requirements

[nstitutions shall report the following infermation about every large exposure.
including large exposures exempted from the application of Article 395(1) to their
competent authorities:

{a) the identity of the client or the group of connected clients 10 which the
institution has a large exposure;

(b) the exposure value before taking inte account the effect of the credit risk
mitigation, where applicabie;

(c)  where used, the type of funded or unfunded credit protection:

{d} the exposure value, after taking into account the effect of the credit risk
mitigation calculated for the purposes of Article 395¢1), where applicable:

Institutions subject to Part Three, Title 1. Chapter 3 shall report to its 20 largest

exposures on a consolidated basis, excluding those exemptad from the application of

Article 395(1) to their competent authorities.

In addition to the information referred to in paragraph 1, institutions shall report the
following information to their competent authorities in relation to their 10 largest
exposures to institutions on a consolidated basis, including large exposures exempled
from the application of Article 395(1):

(&) the identity of the client or the group of connecied clients to which an
institution has a large exposure:

(b} the exposure value before aking into accoun: the effect of the credit risk
mitigation, where applicable;

(¢}  where used, the type of funded or unfunded credit protection:

{d) the exposure value after taking into account the effect of the credit risk
mitigation calculated for the purpose of Article 395(1), where applicable.

The information referred to in paragraphs (1) and (2} shall be reported to competent
authorities with the following frequency:

{a) small institutions as defined in Article 430z shall report on an annuat basis;
(b} other institutions shail report no less frequently than on a semi-annual basis.
EBA shall develop draft implementing technical standards to specify the following:

(a} the uniform formals for the reporting referred 1o in paragraph 3 and the
instructions for using those formars;

(b)  the frequencies and dates of the reporting referred to in paragraph 3:
(¢)  the IT solutions to be applied for the reporting referred 1o in paragraph 3.

The reporting requirements specified in the draft implementing technical standards
shall be proportionate, having regard to the institutions' size and complexity and the
nature and level of risk of their activities.
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Power is conferred on the Commission to adopt the implementing technical standards
referred o in the first Paragraph in accordance with Article 15 of Regulation (EU)
No 1093/2010.%,

Article 395¢1) is replaced by the tollowing:

“1. Aninstitution shall not incur an exposure, after laking into account the effeet of the credit

(110

risk mitigation in accordance with Articles 399 o 403, to a clieat or group of
connected clients the value of which exceeds 25 % of its Tier 1 capital. Where that
client is an institution or where o group of connected clients includes ane or more
institutions. that value shall not exceed 25 % of the institution's Ticr 1 capital or EUR
136 million, whichever the higher, provided thai the sum of exposure values, after
laking into account the effect of the credit risk mitigation in accerdance with Articles
394 1o 403, to all connected clients that are not institutions does not exceed 25 % of
the institution's Tier b capital.

Where the amount of EUR 150 million is higher than 25 % of the institution's Tier 1
capital the value ol the exposure. atter taking into account the effect of credit risk
mitigation in accordance with Asticles 399 to 403 shall not exceed 2 reasonable limit
in terms of the institution's Tier 1 capital. That limit shall be determined by the
institution in accordance with the pelicies and procedures referred to in Article 81 of
Directive 2013/36/EU, to address and control concentration risk. This limit shall not
exceed [0C % of the institution's Tier 1 capital.

Competent authoritics may set a lower limit than EUR 150 million and shal] inform
EBA and the Commission thereot.

By way of derogation from the firsi subparagraph, an institwtion identified as G-Sils
in accordance with Article 131 of Directive 2013/36/EU shall not incur an exposure.
alier waking inio account the cffeet of the credit risk mitigation in accordance with
Articles 399 to 403, w another institution identified as G-Slls in accordance with
Article 131 of Directive 2013/36/EU the value of which exceeds 15 % of its Tier |
capitai. This limit shall apply no later than within 12 months since an institution is
identified as G-511s in accordance with Article 131 of Directive 2013/36/EU.

Where the amount of EUR 150 million is higher than 25 % of the institution's Tier 1
capital the value of the exposure, afler taking into account the effect of credit risk
mitigation in aceordance with Articles 399 to 403 shall not exceed a reasonable limit
in terms ol the Institution's Tier 1 capital. That Hmit shall be determined by the
institution in accordance with the policies and procedures referred to in Article 81 of
Directive 2013367151, to address and control concentration risk, This Hmit shall not
exceed 100 %o of the institution's Tier 1 capital,”,

Article 395(5) is replaced by the following:

"3. The limits laad down in this Article may be exceeded for the exposures on the institution's

trading book il the following conditions are met:

{(a) the exposurc on the non-trading book to the client or group of connected clients
in question does not exceed the limit laid down in paragraph 1, this limit being
calculated with reference to Tier T capital, so that the excess arises entirely on
the trading book:
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(b) the institution meets an additional own funds requirement on the excess in
respect of the limit laid down in paragraph 1 which is calculated in accordance
with Articles 397 and 398;

(c} where 10 days or less have elapsed since the excess occurred. the trading-book
exposure to the client or group of connected clients in question shall not exceed
300 % of the institution's Tier 1 capital;

(d) any excesses that have persisted for more than 10 days do not, in aggregate,
exceed 600 % of the institution’s Tier 1 capital.

In each case in which the limit has been exceeded, the institution shalt report the
amount of the excess and the name of the client concemed and, where applicable, the
name of the group of connected clients concemed, without delay to the competent
authorities.".

In Article 396 paragraph | is replaced by the following:

"1. If, in an exceptional case, exposures exceed the limit set out in Acticle 395(1. the

(112}

institution shall report the value of the exposure withoul delav to the competent
autherities which may, where the circumstances warrant it. allow the institution a
limited period of time in which to comply with the timit.

Where the amount of EUR 150 million referred 1o in Articke 395(1) is applicable. the
competent authorities may allow on a case-by-case basis the 100 % limit in terms of
the institution's Tier 1 capital to be exceeded.

Where a competent authority permits an institution to exceed the limit set oul in
Article 395(1) for a period longer than 3 months, the institution shall present 1o the
satisfaction of the competent authority a plar for a timely return to compliance and
carry out this plan within the period agreed with the competent authority.”.

In Article 396 the following paragraph 3 is added:

"3. For the purpose of paragraph |, the EBA shall issue guidelines specifying:

(113}

(114}

(a) the exceptional cases in which the limit can be exceeded;
(b} the time considered appropriate for returning to compliance;

{c)  the measures to be taken by compelent authorities to ensure the thmely return to
compliance of the institution.

Those guidelines shall be adopted in accordance with Article 16 of Regulation {EU)
No 1093/2010.

In Article 397, Column 1 of Table | the term ‘eligible capiial' is replaced by the term
‘Tier | capital'.

Article 399 is repiaced by the following:
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"drticle 399
Eligible credit mirigation techniyues

1. An institution shall use a credit risk mitigation technique in the calculation of an
exposure when it has used this technique 1o calculate capital requirements for credit
risk accerding to Part Three, Title I1 and provided it meets the conditions set out in
this article.

For the purposes of Articles 400 10 403 the term 'guarantee’ shall include credit
denvatives recognised under Pant Three, Title [1, Chapter 4 other than credit linked
nOWS.

(B8

Subject to paragraph 3 of this Anicle, where, under Articles 400 w0 403 the
recagnition of funded or unfunded credit protection is permitted, this shail be subject
o complianee with the eligibility requirements and other requirements set out in Part
Threg, Titie I, Chapter 4.

Where an institution uses the standardised approach for credit risk mitigation
purposes, Arlicle 194(3)(a) does nol apply for the purpose of this paragraph.

3. Credit risk mitigation techniques which are available only to institulions using one of
the IRB approzches are not eligible to reduce exposure values for large exposure
purposes except tor exposures secured by immovable properties according to Article
412,

4, Institutions shall analyse, to the extent possible, their exposures 1o collateral issuers,
providers of unfunded credit protection and underlying assets pursuant to Article
390(7) for possibie concentrations and where appropriate take action and report any
significant {indings to their competent authority,”,

{115} In Adticle 4G0(1 ) point {3} is replaced by the following:

(1) rade exposures and default tund contributions to qualified central counterparties;’

{116} In Article 400(1} the following point (1) is added:

“th) Holdings by resolution entities of the instruments and eligible own funds instruments
referred W oin Article 45(3)g) of Directive 2014/3%/EU issued by other emtities
belonging to the same reselution group.”.

(117 In Anicle 400(2} point (k) is delered.

(118} In Article 400 paragraph 3 15 replaced by the following:

"3. Compeicnt uuthorities may only make use of the excmption provided for in paragraph 2
where the following conditions are met:

(w)  the specific nature of the exposure, the counterparty or the relationship between
the institution and 1he counterparty eliminate or reduce the risk of the exposure;
and

(b) uny remaining concentration risk can be addressed by other equally cffective
means such as the arrangements, proeesses and mechanisms provided for in
Article 81 of Directive 2013/360/EU.
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Competent authorities shall inform EBA whether or not they intend to use any ol the
exemptions provided for in paragraph 2 in accardance with points (a} and (b} of this
paragraph and provide the EBA with the reasons justifying the usc of the
exemption.".

In Article 400 the following paragraph 4 is added:

simultaneous application of mere than one of the exemplions provided lor in
paragraphs 1 and 2 to the same exposure is not permitted.”.

Article 401 is replaced by the following:

"Ariicie 401
Calculoting the effect of the use of credit risk mirigation technigues

For calculating the value of exposures for the purposes of Anicle 395(1) an
institution may use the *fully adjusted exposure value’ (E*) as caiculated under Part
Three, Title U, Chapter 4 taking into account the credit risk mitigation. volatility
adjustments, and any maturity mismatch according to Part Three, Title 11, Chapter 4.

For the purpose of the first paragraph institutions shall use the Financial Collateral
Comprehensive Method regardless of the method used for calculating own funds
requirements of credit risk.

In calculating the value of exposures for the purposes of Article 395(1) institntions
shall conduet periodic stress tests of their credit-risk concentrations. inciuding in
relatien to the realisable value of any collateral taken.

These periodic stress tests referred o in the first subparagraph shall address risks
arising from potential changes in market conditions that could adversely impact the
institutions’ adequacy of own funds and risks arising from the realisation of collateral
in stressed situations.

The stress tests carried out shall be adequate and appropriate for the assessment of
such risks.

Institutions shall include the following in their strategies to address concentration
risk:

(a) policies and provedures to address risks arising from maturity mismatches
between exposures and any credit protection on those exposures:

(b) policies and procedures relating to concentration risk arising from the
application of credit risk mitigation techniques, and in particular large indirect
credit exposures, for example to a single issuer of securities taken as collateral,

Where an institution reduces an exposure 10 a client due to an elipible credit risk
mitigation technique in accordance with Article 399(1), it shall weat the part of the
exposwre by which the exposure t the client has been reduced as having been
incurred to the protection provider rather than 1o the elient.”.

In Article 403, paragraph 1 is replaced by the following:
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"I. Where an cxposure to a client is guaraniced by a third party, or secured by collateral

{122}

tssued by a third party, an institution shall:

(a)  treat the portion of the exposure which is guaranteed as having been incurred to
the guarantor rather than to the client provided that the unsecured exposure 1o
the guarantor would be assigned an equal or lower risk weight than a risk
weight ol the unsecured exposure to the client under Part Three, Title I,
Chapter 2;

{b) treat the portion of the exposure collateralised by the market value of
recognised collateral as having been incurred to the third party rather than to
the client. if the exposure is secured by collateral and provided that the
coliateralised portion of the exposure would be assigned an cqual or lower risk
weight than a risk weight of the unsecured exposure to the chienl under Part
Three, Title 11, Chapter 2.

The approach referred 10 in point (b) of the first subparagraph shall not be used by an
institution where there is a mismatch berween the maiurity of the exposure and the
maturity of the protection.

For the purpose of this Part, an institulion may use both the Financial Collateral
Comprehensive Method and the treatment set out in point (b} of the first
subparagraph only where it is permitted to use both the Finaneial Collateral
Comprehensive Method and the Financial Collateral Simple Method for the purposes
of Artigle 92,7,

in Part Six. the heading of Title | is replaced by the [ollowing:
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"TITLE 1
DEFINITIONS AND LIQUDITY REQUIREMENTS".

(123)  Article 411 is replaced by the following:

"Artiele 311
Definitians

For the purposes of this Part, the following definitions apply:

(1) 'financial customer’ means a customer. including financial customers belonging to non-~
financial corporate groups, that performs one or more of the activities lisied in Anmex
1o Directive 2013/36/EU as its main business. or is one of the following:

(2) acredit institution;

(b} an investment firm;

(¢}  asecuritisation special purpose vehicle ("SSPE™;

(d) acolleetive investment undertaking ("CIU"™);

{€) anon-open ended investment scheme;

{f)  aninsurance undertaking;

{g) areinsurance undertaking;

(h) 2 financial holding company or mixed-financial holding company;
{iy  afinancial institution,

(2) 'retail deposits’ means a liability to 2 natural person or 10 an SME (small or medium-sized
enterprise), where the SME would qualify for the retail exposure class under the
standardised or IRB approaches for credit risk, or a liability to a company which is
eligible for the treatment set out in Article 153(4) of this Regulation, and where the
aggregate deposits by such SME or company on the basis of a group of connected
clients as defined in point (39) number of Article 4(1) of this Regulation do not
exceed EUR | million;

(3) 'personal investment company' ("PIC") means an undertaking or a trust whose owner ar
beneficial owner, respectively, is a natural person or a group of closely related

natural persens. which was set up with the sole purpose of managing the wealth of

the owners and which does not carry out any other commercial, industrial or
professional activity. The purpose of the PIC may include other ancillary activities
such as segregating the owners' assets from corporate assets. facilitating the
transmission of assets within a family or preventing a split of the asscts alier the
death of a member of the family, provided these are connected to the main purpose
of managing the owners” wealth:

(4) 'deposits broker' means a natural person or an undertaking that places deposits from third
parties. including retail deposits and corporate deposits but excluding deposits from
financial institutions, with credit institutions in exchange of a {ee:
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(5) "unencumbered asscts’ means assets where the institution is not subject to any legal,
contiictual, regulatory or other restriction preventing it from liquidating, selling,
transterring, assigning or, gencrally. disposing of such assels via active outright sale
or repurchuse agreement. The following assets shall be deemed to be unencumbered:

{a)  ussets included in a pool which are available for immediate use as collateral to
obin additional funding under committed or, where the pool is operated by a
ventral bank, uncommitted but not ver funded credit lines available to the
institution. This shall include assets placed by a credit institution with the
central institution in a cooperative network or institutionat protection scheme.
[nstitutions shall assume that assets in the pool are encumbered in order of
increasing liquidity on the basis of the liquidity classification set out in Chapter
2 of Delegated Regulation (EU) No 2015/61, starting with assets ineligible for
the Liquidity bufYer;

(b} assets that the institution has received as collateral for credit risk mitigation
purposes in secured lending, secured funding or collaleral cxchange
transactions and that the institution may dispose of}

(¢) assels attached as non-mandatory overcollateralisation to a covered bond
issuance. For these purposes, non-mandatory overcollateralisation shall mean
any amount of assets which the institution is not obliged 1o allach to the
covered bonds by virtue of legal or regulatory requirements, contractual
commitments or lor reasons of market discipline, including in particular where:

{i} the asscts are provided in excess ol the minimum lepal, statutory or
regulatory overcollateralisation requirement applicable to the covered
bonds under the national law of a Member State or & third country;

(i1} he assets are nol required for the covered bonds to maintain the current
credit assessment pursuant to the methodology of a nominated ECAL
(i1} the assels are not required for material credit enhancement purposes;
(6) 'asset coverage requirement' means the ratio of assets to liabilities as determined for credit

enhancement purposcs in relation to covered bonds by the national law of a Member
Stale or 2 third country:

(7) 'margin loans’ means collateralised loans extended to customers for the purpose of taking
leveraged (rading positions;

(8) 'derivative contracts' means derivatives contracts listed in Annex 11 to this Regutation and
credit derivatives.

(9] 'stress’ means a sudden or severe deterioration in the solvency or liquidity position of an
institution due to changes in market canditions or idiosyneratic factors as a result of
which there may be a significant risk that the credit instifution becomes unable 1o
meet its commiiments as they tall due within the next 30 calendar days;

(10} level 1 assers' means assets of extremely high liquidity and eredit quality as reforred to in
the second subparagraph of Article 416(1) of this Regulation:

(ih ‘level 2 assets’ means assets of high liquidity and credit quality as referred to in the
second subparagraph of Article 416(1) of this Regulation. Level 2 assets are further
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subdivided into level 2A and 2B assets in accordance with Chapter 2 of Title [T ol

Delegated Regulation (EU) No 2015/6t;

(12} liquidity buffer' means the amount of liquid assets that an institutian holds in accordance

with Title 1 of Delegated Regulation (EU) No 2015/61;

13} 'net liguidity outflows’ means the amount which results from deducting an institution's
q E

(i4)

(124)

Tiquidity inflows from its liquidity outflows:

‘reporting currency’ means the currency in which the liquidity items referred 1o in
Tites I, Il and IV of this Part shall be reported to the competent authorities in
accordance with Article 415(1) of this Regulation:™.

Article 412(2} 1s replaced by the following:

"2, Instituticns shall not count double liquidity autflows. liquidity inflows and liquid assets.”.

(125)

Article 412(4) is replaced by the following:

"4, The provisions set out in Title [ shall apply exclusively for the purposes of specilying

(126)

reporting obligations set our in Article 415 for investment firms other than systemic
investment firms pending the report from the Commission in accordance with Article
308(3).".

In article 412, the following new paragraph 4a s inserted after paragraph 4:

"4a. The provisions of the delegated act specifving in detail the general requirement set out in

(127

paragraph ! of this Articlc and adopted in application of Article 460(1} of (his
Regulation shall apply to credit institutions and systemic invesiment firms pending
the report from the Commission in accordance with Article 508(3).".

Article 413 is replaced by the following:

“drticle 413
Stable Funding requirenent

Institutions shall ensure that long term obligations are adequately mel with a
diversity of stable funding instruments under both normal and stressed conditions.

The provisions set out in Title IIT shall apply exclusively for the purposes of
specifying reporting obiigations set out in Article 415 for investment firms other than
systemic investment firms pending the report from the Commission in accordance
with Article $08(3) and for ail institutions until reporting obligations set out in
Article 415 for the stable funding requirement defined in Title 1V are specified and
introduced in the Union.

Member States may maintain or introduce national provisions in the arez of stable
funding requirements before binding minimum standards for the net stable funding
Tequirements are specified and introduced in the Union in accordance with Articles
308(3) and 510 of this Regulation.

The provisions set out in Title IV shall apply for the purposes of specitying the stable
funding requirement set out in paragraph | of this Article and reporting obligations
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set out in Article 415 of this Regulation for credit instilutions and systemic
investment firms.”.

(128)  Article 414 is replaced by the following

"Article 414
Compliance with liguidite reguirements

Where an instituiion does not meet, or expects not 1o meet the requirements set out in Article
412 or in Anicle 413(1), including during times of stress, it shall immediately notify the
competent authorities and shall submit without undue delay to the competent authorities a
plan for the timely restoration of compliance with Article 412 or Article 413(1). Until
compliance has been restored, the institution shall report the items referred to in Title Ii, 111 or
IV. us appropriate. duily by the end of each business day unless the competent authority
authorises a lower reporting Frequency and a longer reporting delay. Compctent authorities
shall only grant such authovisations based on the individual situation of an institution and
taking into account the scale and complexity of the institulion's activities. They shall monitor
the implementation of the restoration plan and shall require a2 more speedy restoration if
appropriaie.”.

(129)  In Article 415, paragraphs | and 2 are replaced by the following:

"1, Credit institutions and systemic invesiment firms shall report in a single currency,
regardless of their actual denomination, 1o the competent authorities the ilems
reterred to in Tide [V, Until reporting obligation and reporting format for the stable
Junding requirement defined in Title IV are specified and introduced in the Union,
credil institutions and systemic investment firms shall report in a single currency,
regardless of their aclual denomination, to the competent authorities the itemns
referred to in Title J1.

Investment firms other than systemic investment Brms shall repoiT in a single
currgney, regardless of their actual denomination, to the competent authorities the
items referred i in Titles 11 and 11 and in Annex Il to this Regulation and their
cemponents, including the composition of their liquid assets in accordance with
Article 416, pending ihe report from the Commission in accordance with Article
S08(3).

‘The reporting frequency shail not be less than monthly for items referred to in Title 11

and Annex [ to this Regulation and not less than quarterly for items referred to in
Titles {1l and V.

2. An institution shall report separately 10 the competent authorities of the home Member
Stale, in the reporting currency under paragraph 1 of this article, the items referred 1o
in paragraph | denominated in the currency below:

(a) when it has aggregate liabilities denominated in a currency different from the
reporting curtency under paragraph | amounting to or exceeding 5 % of the
instirution’s or the single liquidity sub-group's total liabilities, excluding
regulatory capital and off-balance sheet items: or
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(b} when it has a significant branch in accordance with Arlicle 51 of Directive
2013/36/EU in a host Member State using a currency different Irom the
reporting currency under paragraph 1 of this Article; and

(¢)  inthe reporting currency under paragraph 1 ol this Article.".
In Article 416, point {e} of paragraph 3 is replaced by the following:

"(e) they are listed on recognised exchange or they are tradable on active
outright sale or via a simple repurchase agreement on repurchase markets.
These criteria shall be assessed separately for each market.”.

In Article 422, paragraph 4 is replaced by the following:

"4. Clearing, custody or cash management or other comparable services
referred to in points (a) and (d) of paragraph 3 only covers such services o the
extent that they are rendered in the context of an established relationship on
which the depositor has substantial dependency. They shali not merely consist
in correspondent banking or prime brokerage services and instilutions shall
have evidence that the client is unabie to withdraw amounts legally due aver a
30 day horizon without compromising its operational functioning.

Pending a uniform definition of an established operational relationship as
referred to in point {c} of paragraph 3, institutions shall themsclves establish
the ¢riteria to identify an established operational relationship for which they
have evidence that the client is unable to withdraw amownts legally due over a
30 day horizon without compromising its operational Tunctioning and shall
report these criteria to the competent authorities. Compelent authorities may. in
the absence of a uniform definition, provide general guidance that institutions

shall follow in identifying deposits maintained by the depositer in a context ol

an established operational relationship.".

In Article 423, paragraphs 2 and 3 are replaced by the following:

"2. Institutions shall notify to the competent authorities all contracts entered into the

contractual conditions of which lead. within 30 days following a material
deterioration of its credit quality, to liquidity cutflows or additienal collateral needs.
It the competent authorities consider such contracts material in relation to the
potential liquidity outflows of the institution, they shall require the institution to add
an additional outfiow for those contracts corresponding 1o the additional coliateral
needs resulting from a materia! deterioration in its credit quality such as a downgrade
in its external credit assessment by three notches. The institution shall regularly
review the extent of this material deterioration in light of what is relevant under the
contracts it has entered into and shall notify the result of its review to the competent
authorities.

3. The institution shall add an additional outtlow corresponding to collaeral needs
that would result from the impact of an adverse market scenario on the institution’s
derivatives transactions if material,
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EBA shall develop draft regulatory technical standards to determine the conditions of
application in relation to the nation of materiality and methods for the measurement
of this additional outtlow.

EBA shall submit those draft regulatory technical standards to the Commission by 31
March 2014.

Power is delegated to the Commission to adopt the regulatory technical standards
reterred to in the second subparagraph in accordance with Articles 10 to 14 of
Regulation (ER)) No 1093,2010.".

{n Article 424, paragraph 4 is replaced by the following:

"4, The commitied amount of a Hguidity facility that has been provided to an SSPE for the

(134)

purpose ol ¢nabling such an SSPE to purchase assets, other than securities, from
clicnts that are not financial customers shall be multiplied by 10 % 10 the extent that
it exceeds the amount of assets currently purchased from clients and where the
maximum amount that can be drawn is contractually limited 1o the amount of assets
currently purchased.”,

{o Article 423, poimt () of paragraph 2 is replaced by the following:

"{e} loans with an undefined contractual end date shall be taken into account with a 20 %

{135)

inflow provided that the contract allows the bank 1o withdraw and request payment
within 30 days:".

{n Part Six, the toHowing new Title [V is inserted after Articie 428 ;
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"TITLE IV
THE NET STABLE FUNDING RATIO FOR
INSTITUTIONS

CHAPTER1
The net stable funding ratio

Article 428a
Application on a conselidated basis

When the net stable funding ratio defined in this Title applies on a consolidated basis in
accordance with Atticle 11(3) of this Regulation, all of the following provisions shall apply:

{a}

(b)

{c)

(@

EN

required stable funding factors in a subsidiary undertaking in a third country which
are subject under the national law of that third country setting out the net stable
funding requirement to higher percentages than those specified in Chapter 4 of this
Title shall be subject to consolidation in accordance with the higher rates specified in
the national law of the third country;

avaiiable stable funding factors in a subsidiary underiaking in a third counury which
are subject under the national law of that third country setting out the net stable
funding requirement to lewer percentages than those specified in Chapter 3 of this
Title shall be subject 1o conselidation in accordance with the lower rates specified in
the national law of the third country;

third country assets which meet the requirements laid down in Title Il of Delepated
Regulation (EU) No 2015/61 and which are held by a subsidiary undertaking in a
third country shall not be recognized as liquid assets for consolidated purposes where
they do not qualify as liquid assets under the national law of the third country setting
out the liquidity coverage requirement;

investment firms other than systemic imvestment firms within the group shall be
subject to Article 428b of this Regulation on a consolidated basts and 1o Article 413
of this Regulation in relation to the definition of long term obligations and stable
funding instruments for both individual and consolidated purposes, Other than as
specified in this point, investment finns other than systemic investment firms shall
remain subject to the detailed net stable funding requirement for investmenl firms as
laid down in the national law of Member States pending the report from the
Commission in accordance with Article 5308(3).

Ariiele 428k
The ner stable funding ratio

The detailed net stable funding requirement in accordance with Article 413(1) shal!
be equal to the ratio of an institution's available stable funding as referred to in
Chapter 3 of this Title to its required stable funding as referred 10 in Chapter 4 of this
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Title over a one year period and shall be expressed as a percentage. Institutions shall
caleulate their net stable funding ratio in accordance with the following formula:

Available Stuble Funding Net Stuble Funding Ratio
...... (%%)

[ostitutions shall maintain 2 net stable tunding ratic of at least 100%.

Where at any time the net stable funding ratio of an institution has fajlen or can be
reasonably expected to fall below 100%, the requirement laid down in Article 414 of
tiis Regulation shait apply. The institution shall aims at restoring its netl stable
funding ratio to the level reterred w in paragraph 2. The competent authority shall
assess the reasons for non-compliance with the tevel referred to in paragraph 2 before
taking. if appropriate, any supervisory measures.

Institutions shall calcelate and menitor their net stable funding ratio, in the reporting
currency, tor all transactions imespective of Lheir actual currency denomination and
for transactions denominated in each of the currencies subject to separate reporting in
accordance with Article 415(2) of this Regulation,

Institutions shall ensure that the currency denomination of their liabilities is
consisient with the distribution by currency of their assets. Where appropriate,
competent authorities may require institutions to restrict currency mismateh by
setling limils on the proportion of required stable funding in a particular currency
that can be met by available stable funding that is not denominated in that currency.
That restriction may only be applied for a currency that may be subject to separate
repotting in accordance with Article 415(2) of this Regulation.

In determining the level of any restriction on currency mismateh that may be applied
in aceordance with this Article, competent authorities shall at least have regard to:

{a}  whether the institution has the ability to transfer available stable funding from
one currency to another and across jurisdictions and legal entities within its
wreup and 10 swap currencies and raise funds in foreign currency markets
during the onc-year horizon of the net stable funding ratio;

(5) the impaci of adverse exchange ralc movements on existing mismatched
positions and on the effectiveness of any foreign currency exchange hedges in
place.

Any restriction en currency mismatch imposed in accordance with this Article shall
be deemed 10 constituie a specific liquidily requirement as referred to in Article 105
of Directive 2013/36/EL,
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CHAPTER 2
General rules of calculation of the net stable funding ratio

Article 428¢
Calculation of the nef stable funding ratio

Unless otherwise specified, assets, liabilities and off-balance sheet items shall be
taken into account on a gross basis.

For the purposes of calculating the net stable funding ratio. institutions shall apply
the appropriate available and required stable funding factors set out in Chapters 3 and
4 of this Title respectively to the accounting value of their liabilities. assets and oft-
balance sheet items unless otherwise specified.

Institutions shall not count double required stable funding and available stable
funding.

428d
Derivatives transactions

Institutions shall apply the provisions of this Article to caleulalc the amount of
required stable funding for derivatives contracts in accordance with Chapter 4 of this
Title.

By way of derogation from Asticle 428¢(1) of this Regulation. institutions shall take
into account the accounting value of derivative positions on a net basis where those
positions are included in the same netting set that fulfils the requirements set out in
Articles 295 to 297 of this Regulation. Otherwise, the accounting value of derivative
positions shall be taken into account on a gross basis and those derivatives positions
shall be treated as their own netting set for the purposes of Chapier 4 of this Title.

Fer the purposes of this Title, the market value of a netting set refers to the sum of
the market values of all the transactions included in the netting set.

All derivative contracts referred to in points (a) to (e} of paragraph 2 of Apnex ! to
this Regulation that involve & full exchanpe of principal amounts on the same date
shall be calculated on a net basis across currencies, including for the purposes of
reporting in a currency that may be subject to a separate reporting in accordance with
Article 415(2) of this Article, cven where those transactions are not in¢luded in the
same netting set that fulfils the requirements set out in Articles 295 to 297 of this
Regulation.

Cash received as coilateral to mitigate the exposure of a derivative position shall be
treated as such and shal! not be treated as deposits under Chapter 3 of this Title.

Competent authorities may decide, in agreement with the ECB or ihe relevant contral
bank of a Member State, to waive the impact of derivatives contracts on the
calcutation of the net stable funding ratio, including through required stable funding
tactors defined in Chapter 4 of this Title and through provisions and losses. where:

{a} these contracts have a residual maturity of less than six months:
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{by  the counerparty is the ECB or the central bank of a Member State: and

(¢)  the derivatives conlracls serve the purposes of the monetary policy of the ECB
or the centrai bank of a Member State.

11" a subsidiary underiaking in a third country benelits from this waiver under the
national law o that third country setting out the net stable [unding requirement, they
shall be subject to consolidation in accordance with the waiver specified in the
national law ol the third country. They shall otherwise not benefit from this waiver.

428
Assets lerdding and borrowing. including in secwred lending and capital marker-dviven
fransactions

By way of derogation from Anticle 428¢(1) of this Regulation. assets and liabiiities
resulting (rom secured lending and capital market-driven transactions as defined in
poirts (2) and (3} of Article 192 of this Repulation with a single counterparty shall be
calcujated on a net basis provided that they respect the netting conditions set out in
Aricte 429b(2}) of this Regutation.

When an institution reuses or repledges an asser that was borrowed, including in
secured lending and capital market-driven transactions as defined in points (2) and
(3) of Articte 192 of this Regulation, and that is accounted for off balance sheet, the
residual maturity of the transaction through which the asset is borrowed, used to
determing the required stable funding factor to be applied under Section 2 of Chapter
4 of this Title, shall be defined as the residual maturity of the transaction where the
assel 1s reused or repledged.

Article 428f
Interdependent assets end fiabilities

Subject to prior approval of competent authorities. institutions may consider an assct
interdependent with a liability provided that all of the following conditions a2imed at
ensuring that institutions act solely as pass-through units to channel the funding from
the liability into the corresponding interdependent asset, are met:

the individual interdependent assets and liabilities shall be clearly identitiable and have
lhe same principal amount:

the assct and interdependent liability shail have substantially matched maturitics.
meaning that the liability cannot mature while the asset remains on the balance sheel.
with a maximumn delay of 20 days between the maturity of the asset and the one of the
Lability:

the interdependent liability shall be reguested pursuant to a legal, regulatory or
contractual commitment and shall be directly linked to the asset, meaning that the
liability shall not be used to fund other assets and the principal payments tlows from the
asset shad! not be used for ather purposes than repaying the interdependent liability; and

the counterparties for each pair of interdependent assets and liabilities shall not be the
same.
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Assets and liabilities directly linked 1o the following products or services shall be
deemed to meet the conditions of paragraph | of this Article and be considered as
interdependent :

centralised reguiated savings, where institutions are legally required to transfer regulated
deposils to a centralised fund which is set up and controlled by the central government of
2 Member State and provides loans to promote public interest objectives and where the
scheme of transter of deposits to the centralised fund occurs at least on a monthly basis;

promotional loans and credit and lquidity facilities that fulf3i the criteria set oul in Atticle
31(9) of Delegated Regulation (EUy No 2015/61 for institutions acting as simple
intermediaries that do not suppert any funding risk;

covered bonds as referred 1o in Article 52(4) of Directive 2009/65/EC or meeting the
requirements to be eligible for the treatment set out in paragraphs (4) or {5} of Article 129
of this Repulation, where the underlying loans are fully marched funded with the covered
bonds or where there exists non-discretionary extendable maturity triggers on the covered
bond by ene year or more until the term of the underlying loans in the event of
refinancing failure at the maturity date of the covered bond ; and

derivatives client clearing activities, provided that the institution does not puaraniee the
performance of the CCF to its clients and, as a result, does not incur any funding risk.

Article 428
Deposits in institutional protection schemes and cooperative neiworks

Where an institation belongs to an institational protection scheme of the type referred to in
Article 113(7) of this Regulation, to a network that would be eligible tor the waiver provided
for in Article 10 of this Regulation or to a cooperative network in a Member State, the sight
deposits that the institution maintains with the central institution that are considered as liquid
assets for the depositing institution in accordance with Article 16 of Regulation (1)) No
2015761 shall:

(2)

be subject to the appropriate required stable funding factor o be applied under
Section 2 of Chapler 4 of this Title for the depositing institution, depending on their
treatment as Level 1, Level 2A or Level 2B assets in accordance with Article 16 of
Delegated Regulation (EU) Ne 2015/61 and on the relevant haircut applied 1o them
for the caleulation of the liquidity caverage ratio;

be subject to a symmetric available stable funding factor for the centeal institution
receiving the deposit.

Article 428h
Prefeveniial treatment within a group or an institutional protection scheane

By way of derogation trom Article 428g and from Chapters 3 and 4 of this Title,
competent authorities may authorise the application of a higher available stable
funding factor or a lower required stable funding factor on a case-by-casc basis (o
liabilities. assets and committed credit or liquidity facilities when all of the following
conditions are ful{illed:
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lhe couniterparty is the parent or a subsidiary of the institwion or another
subsidiary of the same parent or linked 1o the institution by a relationship
within the meaning of Article 12(1) of Directive 83/349/EEC or a member of
the same institutienal protection scheme referred to in Article 113(7) of this
Regulation or the central institution or an affiliate of a network or cooperative
group as referred to in Article 10 of this Regulation;

there are reasons to expect that the Hability or committed credit or liquidity
facilily received constitutes a more stable source of funding or that the asset or
committed credit or liquidity facility granted requires less stable funding within
th one-year horizon of the net stable funding ralio than the same liability, asset
o committed credit or liquidity facility with other counterparties;

the counterparty applies a higher required stable funding factor symmetric W
the higher available stable funding factor or a lower available stable Tunding
lactor symmetric to the lower required stable funding factor;

the instilution and the counterparty are established in the same Member State.

Where the institution and the counterparty are established in different Member
Stales. competent auwthorities may waive the condilion set out in point (d) of
paragraph | where, in addition 0 the criteria in paragraph 1, the following additional
criteria (a} to {¢) are fulfilled:

(a}

(b)
{c)

(d)

there are legally binding agreements and commitments between group entilies
reparding the liability, asset or commitied credit or liquidity facility;

the funding pravider presents a low [unding risk profile;

the funding risk profile of the funding receiver has been adequately taken into
account in the liquidity risk management of the funding provider.

lhe competenl authorities shall work together in full consullation in
accordance with Article 20(1)(b) of this Regulation to determine whether the
additional criteria set out in this paragraph are met.
CHAPTER 3
Available Stable Funding

SECTION 1
General provisions

Article 428i
Catenlaiion of the aninint of avaitoble stable finding

The amount of available stable funding shall be calculated by multiplying the accounting
value of various categories or tvpes of liabilities and regulatory capital by the appropriate
available stable lunding factors 1o be applicd under Section 2 of this Chapler. unless otherwise
specified. The toat amount of available stable funding is the sum of the weighted amounts of
labilities and repulatory capital.
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Article 428/
Residual maturity of u liability or regulatory capsicld

Unless otherwise specified, institutions shall take intc account the residual
contractual maturity of their labilities ard regulatory capital 10 determine the
appropriate available stable funding factors 1w be applied under Section 2 of this
Chapter,

Institutions shall consider existing options to determine the residual maturity of a
liakility or regulatory capital based on the assumption that investars will redeen a

call option at the earliest possible date. For options exercisable at the discretion of°

the institution, the institution and the competent authorities shall take into account
reputational factors that may limit the institution®s ability not to excrcise the option,
in particular considering market expectations that they should redeem certain
liabilities before their maturity.

Institutions shall treat any portion of liabilities having a residual maturity of one year
or more that matures in less than six months or between six months and less than one
year as having a residual maturity of less than six months and betwaen six months
and less than one vear respectively to determine the available stable funding factors
1o be applied under Section 2 of this Chapter.

SECTION 2
AVAILABLE STABLE FUNDING FACTORS

Article 428k
0% Available Stoble Funding Factor

Unless otherwise specified in Articles 4281 to 4280, all liabilitics without a stated
maturity, including short positions and apen maturily positions, shall be subject tw a
(% available stable funding facter with the exception of:

(@) deferred tax liabilities, which shall be treated according te the nearest possible
date on which such liabilities could be realised:

{b) minority interests, which shall be treated according to the term of the
mstrument.

Deferred tax liabilities and minority interests shall be subject to 2 0% available s1able
funding factor if their effective residuai maturity is less than six months, to a 50%
available stable funding factor if their effective residual maturity is between six
months and less than one year or to a 100% available stable funding factor it’ their
effective residual maturity is one year or more.

The following liabilities shall be subject to 2 0% available stable funding factor:

{a} made date payables arising from purchases of financial instruments, foreign
currencies and commodities that are expected i setle within the standard
settlement cycle or peried that is customary for the relevam exchange or type
of transactions or that have failed w but are still expecied to settle;
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liabilities that are categorised as interdependent with assets in application of
Article 428f of this Regulation;

liabilitics with a residual maturity of less than six months provided by:
(i) the European Central Bank or the central bank of a Mcmber State;
(i) the central bank of a third country;
{11} fnancial customers;

any other Jiabilitics and capital items or instruments not referred to in Articles
4281 to 4280 of this Regulation.

lustitutions shall apply a % available stable tunding factor to the absolute value of
the difference, it negative, between the sum of market values across all netting sets
with positive market value and 1:e sum of market values across all netting sets with
negative market value calculaied in accordance with Article 428d of this Regulation.

For the purposes of the caleulation reterred to in the tirst subparagraph, the following
sequirements shall apply:

{a)

variation margins received by instilutions from their counterparties shall be
deducted from the market value of a netting set with pesitive market value
where the collateral received as variation margins qualifies as Level 1 assets
under Title [1 of Delegated Regulation (EU} No 2015/61, excluding extremely
high quality covered bonds referred to in point () of Article 10{1) of Delegated
Regulation (EUY No 2015/61, and that institutions would be legally entitled and
aperationally able 1o reuse;

all sartation margin posted by institutions to their counterparties shall be
deducted from the market value of a netting sct with negative market value.

Article 4281
30%, Avaifuble Stuble Funding Factor

the following Habililics shall be subject to a 509 available suable funding tactor:

)

ib}

deposils received that Tulfil the criteria for operational deposits set oul i Article 27
of Delepated Regulation (ELY No 2015/61;

liabilities with a residual maturity of less than one vear provided by:

e central government of a Member State or a third country:

.regionai governments or local authorities in a Member State or
a third country;

.public sector entities in a Member State or a third country;

Pnuttilateral development banks and international organisaiions
reterred 10 in Articles 117{2) and 118 ol this Regulation
respectively;

Pcrcdit instiwtions referred to in point (e) of Article 10(1) of
Delegated Regulatton (EUY No 2015/61:

-]
i
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.non- inancial corporate customers;

Pcredit unions authorised by a competent authority. personal
investment companies and clients that are deposit brokers to
the extent thal they do not fall under point {a) of this
paragraph;

(¢} liabilities with a residual contractual maturity between six months and less than onc
vear provided by:

Blthe European Central Bank or the central bank of a Member
State;

Bihe central bank of a third country:
lﬁnancial customers;

(d) any other liabilities with a residual maturity between six months and less than one
year not referred to in Articles 428m to 4280 of this Regulation.

Article 428m
20% Available Stable Funding Factor

Sight retail deposits and term retail deposits having a residual maturity of less than one vear
that fulfif the criteria set out in Article 25 of Delegated Regulation (EUY No 201561 shall be
subject to a 90% available stable funding factor.

Article 428n
93% Available Stable Funding Factor

Sight retail deposits and term retail deposits having 2 residual maturity of less than one year
that fulfil the criteria set out in Article 24 of Delegated Regulation {EUY No 2015/61 shall be
subject to a 95% available stable funding factor.

Ariicle 4280
I00% Available Stable Funding Factor

The following liabilities and capital items and instruments shall be subject to a 100%
availabie stable funding factor:

{(a) the Common Equity Tier 1 items of the institution before the adjustments required
pursuant 1o Articles 32 to 35 of this Regulation, the deducticns pursuant to Anicle 36
of this Reguiation and the exemptions and alternatives laid down in Aricles 48, 49
and 79 of this Regulation have been applied;

{b) the Additional Tier 1 items of the iastitution before the deduction of the ilems
referred to in Article 56 of this Regulation and the application of Article 79 of this
Regulation;

(c) the Tier 2 items of the institution before the deductions referred o in Article 66 of

this Regulation and the application of Article 79 of this Regulation with a residual
maturity of one year or more, excluding any instruments with explicit or embedded
options that, if exercised, would reduee the expected maturity 1o less than one year;
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any other capital instruments of the institution with a residual maturity of onc year or
more. excluding any instruments with explicit or cmbedded oprions that, if exercised,
would reduce the expected maturity to less than one year;

any other secured and unsecured borrowings and liabilities with a residual maturity
of one year or more, including term deposits, unfess otherwise specitied in Articles
428k to 4281 of this Regulation.

CHAPTER 4
Required Stable Funding

SECTION 1
GENERAL PROVISIONS

Article 428p
Cutcntution of the amonni of required stable funding

The amount of requircd stable funding shall be calcufated by multiplying the
accounting vaiue of varicus categories or types of assets and off-balance sheet items
by the appropriate required stable funding factors to be applied under Section 2 of
this Chupter, unless otherwise speeitied. The total amount of required stable funding
is Lhe sum of the weighted amounts of assets and off-balance sheet items.

Assels that institutions have borrowed, including in secured lending and capital
market-driven transactions as defined in poimts {2) and (3) of Article 192 of this
Regulation, that are accounted for in their balance sheet and on which they do not
have beneticial ownership shall be excluded frem the calculation of the amount of
required stable Funding,

Assets that instilutions have lent, including in secured fending and capital marker
driven transactions as delined in points (2} and (3) of Article 192 of this Regulation.
that remain on their balance sheet and over which they retain beneficial ownership,
shall be considered as encumbered assets for the purposes of this Chapter and subject
w appropriate required stable funding factors to be applied under Section 2 of this
Chapter. Otherwise. these assets shall be excluded from the caleulation of the amount
ol required stable funding,

Institutions shall exclude assets associated with collateral recognised as variation
margins posted in accordance with point (b} of Article 428k(3} and Article 428ag{3)
of this Regulation or as initial marging posted or as contributions to the default fund
of a CCP in accordance with points (a} and (b) of Article 428af of this Regulation
from other parts of calewlation of the amount of required stable funding in
application of this Chapter in order to avoid any double-counting.

Institulions shall include in the calculation of the amount of required stable funding
financiat instruments, [oreign currencies and commaodities for which 2 purchase order
has been executed. They shall exclude from the calculation of the amount of reguired
stable funding financial instruments, Foreign currencies and commodities for which a
sale order has been executed provided that such transactions are not reflected as
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derivatives or secured funding transactions in the institutions' balance sheet and that
these transactions will be refiected in the institutions' balance sheet when seitled.

The competent authorities may determine required stable funding factors to be
applied to off-balance sheet exposures that are not referred to in this LChapter in order
to ensure that institutions hold an appropriate amount of available stable funding for
the portion of these exposures that may be expecied to require funding within the
one-year horizon of the net stable fuading ratio. To determine these (actors.
competent authorities shall particularly take into aceoumt material reputational
damage for the institution that could result from not providing such funding.

The competent authorities shall at least once a year report to EBA the types of off-
balance sheet exposures for which they have determined required stable funding
tactors and shall include in that report an explanation of the methodolopy applied to
determine these factors.

Article 4284
Residual maturity of an asset

Institutions shall take into account the residual contractual maturity of their assels
and off-balance shect transactions when determining the appropriate required stable
funding factors to be applied to their assets and off-balance sheet items under Section
2 of this Chapter, unless otherwisc specified.

For assets thar are encumbered. the maturity used 1o determine the appropriiate
required stable funding facters 1o be applied under Section 2 of this Chapter shall be
the longest between the residual maturity of the asset and of the transaction being the
source of encumbrance. Where an asset has less than six months remaining in the
encumbrance period, it shall be subject to the required stable funding factor to be
applied under Section 2 of this Chapter 1o the same asset held unencumbered.

Institutions shall treat assets segrepated in accordance with regulatory requirements
for the protection of customer trading assets in accordance with the underlving
exposure but they shall subject these assets to higher required stable funding factors
depending on the term of encumbrance to be determined by compelent authorigies,
who shall consider whether the institution can freely dispose or exchange such assets
and the term of the liabilities to the institutions’ customers that generate this
segregation requirement.

[nstitutions shall take options into account when calculating the residual maturity of

an asset based on the assumption that the issuer will exercise any option lo extend
maturity. For options exercisable at the discretion of the institution, the institution
and competent authorities shall take into account reputational factors that may limit
the institution’s ability not to exercise the option, in particular considering markets’
and clients™ expectations that the institution should extend cerlain assets at their
maturity date.

For amortising loans with a residual contractual maturity of one year or more, the
portion that matures in less than six months and between six months and less than
one year shall be treated as having a residual maturity of less than six months and
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hetween six months and fess than one year respectively to determine the appropriate
required stable funding factors to be applied under Section 2 of this Chapiter.

SECTION 2
Required Stable Funding Factors

Article 428r
%% Required Stable Funding Factor

The following assets shall be subject 1o a 0% required stable funding factor:

{a)

b

ic)

{d)

{e)

"

unencumbered assets efigible as Level 1 high quality liquid assets in
accordance with Auticle 10 of Delegated Regulation {EU) No 201561,
excluding extremely high quality covered bonds referred to in point (f) of
Article 10{1) of Delegated Regulation (EU) No 2015/61, regardless of
compliance with the uperational requirements set out in Article 8 of Delegated
Reguiation {EU) No 2015/61:;

unencumbered shares or units in ClUs eligible 10 a 0% haitcut for the
cateulation of the LCR in accordance with point (a) ol Atticle 15(2) of
Delegated Regulation (EU) No 2015/61, regardicss of compliance with the
operational requirements and of the requirements on the composition of the
liquidity buller set out in Articles 8 and 17 of Delegated Regulation (EU) No
2015/61 respectively;

all centeal bank reserves, held in the ECB or in the central bank of 2 Member
State or of a third country, including required reserves and excess reserves;

all claims on the ECB, the ceniral bank of a Member State or of a third country
with a residual marwrity of less than six months;

trade date reccivables arising (rom sales of tinancial instruments, foreign
currencics and commodities that are expected to settle within the standard
selllement cycle or period that is customary for the relevant exchange or type
ol transaction or that have failed to, but are still expected to, settle;

assets thal are categorised as interdependent with a liability in application of
Artticle 428f of this Regulation.

By way of derogation Irom point (c} of parageaph 1 of this Article, competent
authoritics may decide. in agreement with the ECB or the relevant central bank of a
Member State, Lo apply a higher required siable funding Factor to required reserves,
considering in particufar the extent to which reserve requirements exist on a one-year
horizon and therefore require associated stable funding.

For subsidiary undertakings in a third country, it the required central bank reserves
are subject to a higher required stable funding tactor under the national law of that
third country seiting out the net stable funding requirement, they shall be subject o
consolidation in accordance with the higher requited stable funding factor specified
in the national law ol the third country.
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Ariicle 4285
3% Required Stable Funding Factor

The following assets and off-balance sheet items shall be subject 10 a 3% required stable
funding factor;

(a)

{b)

C)]

unencumbered shares or units in CIUs eligible to a 5% haircut for the calculation of
the LCR in accordance with point (b} of Article 15(2) of Delegated Regulation (ELi)
No 2015/61, regardless of compliance with the eperational requirements and of the
tequirements on the composition of the liquidity buffer set out respeclively in
Articles 8 and 17 of Delegated Regulation (EU) No 2015/61 respectively;

assets that have a residual maturity of less than six moaths resulting from secured
lending and capital market-driven transactions as defined in points (2) and (3) of
Article 192 of this Regulation with financial customers, where they are collateralised
by assets that qualify as Level [ assets under Title I of Delegated Regulation (EU)
No 2015/61, excluding extremely high quality covered bonds referred to in point (f)
of Article 10(1) of Delegated Regulation (EU) No 2015/61. and the institution would
be legally entitled and operationally able to reuse them for the lile of the transaction.
regardless of whether the collateral has already been reused. Institutions shall take
these assets into account on a net basis it Article 428e(1) of this Regulation applies:

the undrawn portion of irrevocable and conditionally revocable committed credit as
well as liquidity facilities as they are understood 1o be meant in Aricle 3N of
Delegated Regulation (EU) No 2015/61;

trade finance off-balance sheet related products as referred to in Articte 429¢10) and
Annex [ to this Regulation with a residual maturity of less than six months.

Article 4281
7% Required Stable Funding Facior

Unencumbered assets eligible as Level 1 extremely high quality covered bonds in accordance
with point (f) of Article 10(1) of Delegated Regulation (EU} No 2015/61 shall be subject to a
7% required stable funding factor, regardless of compliance with the operational requirements
and of the requirements on the composition of the liquidity buffer set out in Aricles § and 17
of Delegated Regulation (EU) No 2015/6] respectively.

Article 428u
10% Required Seable Funding Factor

The following assets and off-balance sheet items shall be subject to a 10% required
stable funding tactor:

{a) assets that have a residual maturity of less than six months resulting from
secured lending and capital market-driven transactions as defined in points (2)
and (3) of Article 192 of this Regulation with financial customers, other than
those referred to in point (a) of Article 4285 of this Repulation. These assets
shall be 1aken into account on a net basis if Article 428e{1) ol this Regulation
applies;
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{b) assets that have 2 residual maturity of less than six months resuiting from
transactions with financial customers other than thase referred to in point (a) of
Article 428s and of this Article;

{c) trade finance en-balance sheet related products with a residual maturity of less
than six months:

(d) ade finance off-balance sheet related products as referred to in Asticle
429(1( and Arnex 1 to this Regulation with a residual maturity between six
months and iess than one year.

2 For all nening sets of derivative contracts not subject to margin agreements under
which inslitutions post variation marging to their counterparties, institutions shall
apply a 10% required stable funding factor 1o the absolute marke? value of netting
sets of derivative contracts, gross of collateral posted, where those netting sets have a
negative market value.

Artiele 428v
12%, Reguired Stable Funding Facior

Unencumbered shares or units in CIUs eligible to a 12% haircut for the calcuiation of the
LCR in application of point (¢) of Article 15(2) of Delegated Regulation (EU) No 2015/61
shall be subject 20 a 12% required stable funding factor, regardiess of compliance with the
operational requitements and of the requirements on the compesition of the liquidity bufter
set culin Aticles 8 and 17 of Delegated Regulation (EU) No 2015/61 respectively,

Article 428w
13% Required Stable Funding Factor

The following assets and ott-balance sheet items shall be subjcet 1o a 15% required stable
lunding factor:

(a) ungncumbered assets eligibic as Level 2A assets in application of Article 11 of
Delegated  Regulation (EU) No 2015/61. regardless ol compliance with the
vperalional requirements and of the requirements on the composilion of the liquidity
bufler set out in Articles 8 and 17 of Delegated Regulation (EU) No 2015/61
respectively;

{b) trade finance oil-balance sheet related products as referred to in Article 429(14) and
Annex § ro this Regulation with a residual maturity of one year or more.

Article 428%
201% Reguired Stable Funding Factor

I tinencumbered shares or units in ClUs eligible to a 20% haircut for the calculation of
the LCR in application of point (d} of Adticle 15(2) of Delegated Regulation (EU) No
2015:61 shall be subject o a 20% required stable funding factor, regardless of
compliance with the operational requirements and of the requirements on the
compesition of the liquidity buffer set oui in Articles 8 and 17 of Delegated
Regulation (EU) No 2015/61 respectively,
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For all netting seis of derivative contracts subject to margin agreements under which
institulions post variation margins to their counterparties, institutions shali apply a
20% required stable funding factor to the absolute market value of netting sets of
derivative contracts, gross of collateral posted, where those netting sets have a
negative market value,

By way of derogation from paragraph 2 of this Article, an institution may replace the
stable funding requirement set out in paragraph 2 for all netting sets of derivative
contracts subject to margin agreements under which an institution posts variation
margins to its counterparty by an amount of required stable funding caleulated as the
absolute amount of the difference between:

{a) the sum of all the risk category Addon™ calculated in accordance with Article
278(1) of this Regulation for all netting sets with negative market value, gross
of collateral posted, and which are subject to a margin agreement under which
the institution posts variation margin 1o its counterparty;

{b) the sum of all the risk category Addon'™ calculated in accordance with Anticle
278(1) of this Regulation for all netting sets with positive market value, gross
of collateral received, and which are subject 10 a margin agreement under
which the institution receives variation margin from its counterparty.

For the purpose of this calculation and in order 10 determine the risk posilion of
derivative contracts included in the netting sets referred te in the first sub-paragraph,
institutions shall replace the maturity factor calculated in aceordance with point (b}
of Article 279¢(1) of this Regulation by either the maturity factor calculated in
accordance with peint {a} of Article 279¢(1) of this Regulation or by the value of !,

By way of derogation from paragraph 2 of this Article, institutions that use the
methods set out in Sections 4 or 5 of Chapter 6 of Title 1l of Part Three of this
Regulation to determine the exposure value of their derivative contracts shall not
apply the siable funding requirement set out in paragraph 2 of this Article {o actting
sets of derivative contracts subject to margin agreements under which institutions
post variation margins to their counterparties and where those netting sets have z
negative market value.

Article 428y
25% Required Stabie Funding Foctor

Unencumbered Level 2B securitisations referred to in point (a) of Article 13(14) of Delegated
Regulation (EU) No 2015/61 shall be subject to a 25% required stable funding factor,
regardless of compliance with the operational requirements and of the requirements on the
composition of the liquidity buffer set out in Articles 8 and [7 of Delegated Regulation (EU)
No 2015/61 respectively.

Arricle 428z
30% Regquired Siable Funding Factor

The following assets shall be subject to a 30% required stable funding factor:
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(a} unencumbered high quality covered bonds referred to in point (e) of Article 12(1) of
Delegaicd  Regulation (EU) No 2015/61, regardless of compliance with the
operational requirements and of the requirements on the composition of the hquidity
bufter set out in Adicles 8 and 17 of Delegated Regulation (EU) No 2015/61
respectively,

{b} unencumbered shares or units in CHUs cligible to a 30% haircut for the calculation of
the LCR in application ol point (¢) ol Article 15(2) of Delegated Regutation (EU) No
2015/61. regardless of compliance with the operational requirements and of the
requirements on the composition of the liquidity buffer set out in Articles 8 and 17 of
Delegated Regulation (EU) No 2015761 respectively.

Article 428aa
33% Required Stable Funding Fuctor

The Tollowing assets shall be subject to a 33% required stable funding factor:

(a} unencumbered Level 2B securitisations referred to in point (b) of Article 13(14) of
Delegated Regulation (EU) No 201561, repardiess of compliance with the
operational requirements and of the requirements on the composition of the liquidity
buffer set out in Articles 8 and 17 of Delegated Regulation (EU) No 2015/61
respectively;

L) unencumbered shares or units in CIUs eligible to a 35% haircut for the calculation of
the LCR in application of point {f) of Article 15(2) of Delegated Regulation (EU) No
2015/61, regardless ot compliance with the operational requirements and of the
requirements on the composition ol the liquidity buffer set out in Articles 8 and 17 of
Delegated Regulation (EU)Y No 2015/61 respectively,

Article 4280k
0% Reguired Stable Funding Factor

Unencumbered shares or wnits in ClUs eligible 10 a 40% haircut for the calculation of the
LCR in application of point (g} of Article 13(2) of Delegated Regulation (EU) No 2015/61
shall be subject to a 40% required stable funding factor, regardless of the operational
requirements and of the requirements on the composition of the liguidity buffer set out in
Articles § and 17 of Delegated Regulation (EU) No 2015/61 respectively.

Artiele 4 28ac
3% Required Steable Funding Factor

Ie following assets shail be subject 1o a 50% required stable funding factor:

) unencumbered assets eligible as Level 2B assets in application of Article 12 of
Reguiation (IU) No 2015/61. excluding Level 2B securitisations and high quality
covered bonds referred 10 in points (a) and (¢) of Article 12(1) of Delegated
Regulation (EU) No 2015/61 respectively, regardless of compliance with the
operational requirements and of the requirements on the composition of the liquidity
bufler set ouwt in Articles & and 17 of Delegated Regulation (:U) No 201561
respectively:
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deposits held by the institution at ancther financial institution that fulfit the criteria
for operational deposits as set out in Article 27 of Delegated Regulation (EU} No
2015/61;

agsets with a residual maturity of less than one year resulting from transactions with:
.the central government of a Member State or a third country:

.regional governments or local authorities in a Member State or
a third country;

Woublic seetor entities in a Member State or a third country,

lmultilateral development banks and international organisations
referred to in Articles 117(2) and 118 of this Regulation
respectively;

.credh institutions referred to in point (e} of Article 10(1) of

Delegated Regulation (EU) No 2015/61;
.non-l':nancia! corporale customers, retail customers and SMEs:

lcmdit unions authorised by a competent authority, personal
investment companies and clients that are deposit brokers 1o
the extent that they do not fall under point (a) of this
paragraph;
assets with a residual maturity between six months and less than one year resuiting
from transactions with :

lthe European Central Bank or the central bank of a Member
State;

.The central bank of a third country;
.ﬁnancial customers;

trade finance on-balance sheet related products with a residual maturity between six
months and less than one year:

assets encumbered for a residual maturity between six months and less than one year,
except where they would be assipned a higher required stable funding factor under
Articles 428ad to 428ag of this Regulation if they were held unencumbered. In that
latter case, the higher required stable funding facter 0 be applied to the
unencumbered asset shall apply;

any other assets with a residual maturity of less than one year, unless otherwise
specified in Articles 428r to 428ab of this Regulation.

Article 428ad
53% Required Stuble Funding Factor

Unencumbered shares or units in CIUs eligible to a 55% haircut for the calculation of the
LCR in application of point (h) of Article 15(2) of Delegated Repulation (EU) No 2013:61
shall be subject to a 55% required stable funding factor, regardless of’ compliance wilk the
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operational requirements and ol the requirements on the composition of the liquidity buffer
set outin Articles 8 and 17 of Delegated Regulation (EU) No 2015/61 respectively.

Article 428a¢
639 Required Stble Funding Fector

The following assets shall be subject 1o a 65% required stable funding factor:

{n} unencumbered loans secured by mortgages on residential property or unencumbered
residential loans ully guaranteed by an eligible protection provider as referred to in
puint {e} of Article 129(1) of this Regulation with a residual maturity of one year or
mwore, provided that they are assigned a risk weight ol 35% or less in accordance with
Chapier 2 of Tithe H of Part Three of this Regulation;

(1) uncncumbered loans with a residual maturity of one year or more. excluding loans to
financial cusiomers and loans referred to in Asticles 428r to 428ac of this Regulation,
provided that they are assigned a risk weight of 35% or less in accordance with
Chapter 2 of Title I of Part Three of this Regulation.

Article 428af
83% Required Stable Funding Factor

The following assets shall be subject to a 85% required stable funding factor:

(a) any assets. including cash, posted as initial margin for derivatives contracts, uniess
they would be assipned a higher required stabie funding factor in application of
Article 428ag of this Regulation il held unencumbered. In that Jatter case, the higher
required stable funding factor to be applied to the unencumbered asset shall apply;

th) any assets, including cash, posted as contribution to the defaull fund ofa CCP, uniess
they would be assigned a higher required stable funding factor in application of
Article 428y of this Regulation if held unencumbered. In that latter case, the higher
required stable funding tactor Lo be applied to the unencumbered asset shall apply;

1<) unencumbered loans with a residual maturity of one year or more, excluding loans ta
linancial customers and foans referred to in Article 4281 to 428ac of this Regulation,
which are not past due tor more than 90 days and which arc assigned a risk weight of
more than 35% in accordance with Chapler 2 of Title I of Part Three of this
Repulation:

(dy trade ltnance on-halance sheet related products, with a residual maturity of one year
o more:

() uneacumbered securities with a residual maturity of one vear or more that are not in
default in accordance with Article 178 of this Regulation and that are not cligible as
liquid ussets in accordance with Articles 10 10 13 of Delegated Regulation (EUY No

2005:61;
18] unencumbered exchange-traded equities that are not eligible as Level 2B assets in
accordance with Article 12 of Delegated Regulation (EUY No 2015/61:
() plysical raded commodities, including gold and excluding commodity derivatives.
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Article 428ay
100% Required Stable Funding Factor

The following assets shall be subject to a 100% required stable funding factor:
(a) any assets encumbered for a residual maturity of one year or more:

(b) any assets other than those referred to in Articles 428r to 428af of this
Regulation, including loans to financial custemers having a residual contractual
maturity of one year or more. non-performing loans, items deducted from
regulatory capital, fixed assets, non-exchange traded equities, retained interest.
insurance assets, defaulted securities,

By way of a derogation from point (a} of paragraph 1 of this Article, assets thal are
encumbered for one year or more for non-standard, temporary operations conducted
by the ECB or the central bank of a Member State in order to achieve its mandate in
a period of market-wide financial stress or exceptional macroecanomic challenges.
may receive a reduced required stable funding factor.

Competent authorities shall determine, in agreement with the ECB or the relevant
central bank of a Member State. the appropriate required stable funding factor to be
applied to these encumbered assets, which shall not be tower than the required stable
funding factor that would apply 1o these assets if they were held unencumbered under
this Section.

Institutions shall apply a 100% required stable funding factor to the dilference. il

positive, between the sum of market values across all netting sets with positive
market value and the sum of market values across all netting sets with negative
market value calculated in accordance with Article 4284 of this Regulation,

For the purposes of the calculation referred to in the first subparagraph, the following
requirements shall apply:

(a) variation margins received by institutions from their counterparties shall be
deducted from the market value of a netting set with positive market value
where the collateral received as variation margins qualifies as Level 1 assels
under Title Il of Delegated Regulation (EU) No 2015/61. excluding extremely
high quality covered bonds referred to in point {f) of Arlicte 10(1) of Delegated
Regulation {EU) Ne 2015/61, and that institutions would be legally entitled and
operationally able to reuse:

(b) all variation margins posted by instituticns to their counterparties shali be
deducted from the market value of a netting set with negative markcet value.".

In Article 460, paragraph | is replaced by the following:

"1. The Commission shall be empowered 1o adopt a delegated act in accordance with Article

462 to specify in detail the general requirement set owt in Article 412(1). The
delegated act adopted in accordance with this paragraph shall be based on the items
to be reported in accordance with Part Six, Title iI and Annex 1L shall specify under
which circumstances competent authorities have te impose specific in- and outflow
levels on institutions in. order to capture specific risks to which they are exposed and
shall respect the thresholds set out in paragraph 2.",
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In Article 460, the foltowing new pavagraph 3 is inserted after paragraph 2:

By 31 Deeember 2022, the Commission shall be empowered (o adopt a delegated act
in aceordance with Article 462 of this Regulation to amend the list of products or
services in Articles 4282} of this Regulation if it deems that other products or
services meet the conditions st cut in Article 428f(1) of this Regulation.”.

In Article 510, the following paragraphs 4 and 5 are inserted after paragraph 3:

"4, EBA shall monitor the amount of required stable funding covering the funding risk linked

to the derivutives contracts listed in Annex il to this Regulation and credit derivatives
over the one-vear horizon of the net stable funding ratio. in particular the future
lurding risk tor these contracts in appication of Article 428u(2) and in patagraphs 2
lo 4 of Article 428x of this Regulation, and report to the Commission on the
opporimity to adopt a more risk-sensitive measure by 31 December 2621, This
report shall at least assess:

(a) the adequacy uf using the standardised appreach for measuring counterparty
credit risk exposures set out in Section 3 of Chapter 6 of Title 1l of Part Three
ol this Regulation, or elements thereol, to calculate the future funding risk for
derivalives contracts:

(b}  the opportunity to dislinguish between margined and unmargined derivatives
contracts;

(¢} the opporlunity 1o remove or replace the requirement set out in Article 428u(2)
and in paragraphs 2 to 4 of Article 428x;

{d)  ihc opportunity o change more broadly the treatment of derivatives contracts
in the calculation of the net stable funding ratio, as set out under Article 4284,
Article 428k(3), Article 428w(2), paragraphs 2 to 4 of Article 428x, points (a)
and {b) of Article 428af and Arlicle 428ap(3) of this Regulation. to better
capture the tunding risk linked to these contracts on the one-year hotizon of the
net stable tunding ratio;

(e} the impact of the proposed changes on the amount of stable funding required
for institutions” derivatives contracts.

By 31 December 2022, the Commmission shall be empowered 1o adopt a delegated act
in accordance with Asticle 462 of this Regulation 10 amend Articles 4284, 428k,
428u, 428x, 428af and 428ay of this Regulation taking into account the report
referred Lo in subparagraph |, any international standards that may be developed by
international fora and the diversity of the banking sector in the Union.

{n the absence of adoption of the delegated act referred to in the previous
subparagraph or of a confirmation by the Commission of the accuracy of the
requirements referred to in subparagraph | by 31 December 2022, the reguiremnent
sel ouwt in Article 428x(2} of this Regulation shall apply for all institutions and al!
derivatives contracts listed in Annex {1 to this Regulation and credit derivatives
regardless of their characteristics and the provisions of Article 428u(2) and
parageaphs (3) and (4) of Article 428x shall cease to apply.
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5. EBA shall monitor the amount of stable funding required to cover Lhe funding risk linked

(139)

to secured lending and capital market-driven transactions as defined in points (2) and
(3) of Article 192 and other transactions with a residual maturity of less than six
months with financial customers as referred to n peint (b) of Article 428s and in
points {a) and (b) of Article 428u of this Regulation and report to the Commission on
the appropriateness of this treatment by 31 December 2021. This report shall at least
assess;

(a) the opportunity to apply higher or lower stable funding factors to these
transactions to take better account of their funding risk on a one-year horizon
and of the possible contagion effects between financizl institutions:

(b}  the opportunity to apply the treatment set out in point (b) of Article 428s of Lhis
Regulation to  secured lending and capital market-driven (ransactions
collateralised by other types of assets;

{c) the adequacy of the asymmetric treatment between liabilities of 2 residual
maturity of less than six months provided by financial customers that are
subject to a 0% available stable funding factor under point (¢) of Article
428k(2} and assets resulting from transactions of a residuzl maturity ol less
than six months with financial customers that are subject to a 3% ar 10%
required stable funding factor under point (b) af Article 4285 and points (a) and
(b) of Article 428u:

(d) the impact of the introduction of higher or lower required stable funding factors
for secured lending and capital market-driven transactions with a residual
maturity of less than six months with financial customers on the market
liquidity of assets received as collateral in these transactions. in particular of
sovereign and corporate bonds;

(e) the impact of the proposed changes on the amount of stable funding required
for institutions™ transactions with a residual maturity of fess than six months
with financial customers, in particular for secured lending and capiial market-
driven transactions, and in particular where sovereign bonds are received as
callateral in these transactions.

By 31 December 2022, the Commissioq shall be empowered ¢ adopt a delegated act
in accordance with Article 462 of this Regulation to amend Articles 428s and 428u
of this Regulation taking into account the report referred to in subparagraph 1, any
international standards developed by intemational fora and the diversilty of the
banking sector in the Union.

In the absence of adoption of the delegated act referred to in the previous
subparagraph or of 2 confirmation by the Commission of the accuracy ol the
requirements referred to in subparagraph 1 by 31 December 2022, the required stable
funding factors applied to the transactions referred to in point (b) of Articie 4285 and
in points (a) and (b) of Article 428u shall be raised to 10% and | 5% respectively.”.

Part Seven is replaced by the following:
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“PART SEVEN
LEVERAGE

Article 429
Calculation of the leverage ratio

Institutions shall calculate their leverage ratio in accordance with the methodology
set ol in paragraphs 2 1o 4.

The leverage ratio shall be calculated as an institution's capital measure divided by
that institution's total exposure measure and shall be expressed as a percentage.

Institutions shall calculate the leverage ratio at the reporting reference date.

For the purposcs of paragraph 2, the capital measure shall be the Tier | capital.

The total exposure measure shail be the sum of the exposure values of:

fa)  assets caleulsted in accordance with Article 429b(1);
(b)  derivatives calculated in accordance with Articles 429¢ and 429d;

ic)  add-ons for counterparty credit risk of SFTs, including those that are ofi-
batance sheet, calculated in accardance with Article 429¢;

(d) olt-balance sheet items calcuwlated in accordance with in accordance with
Article LIy

(e} pending settlements of transactions with a settfement or delivery date specified
ty controct that is the market standard calculated in accordance with
Articled29f

Institutions shall treat long settlement transactions in accordance with the treatment
in points (a) 1o (c} of the tirst sub-paragraph that is applicabie to those transactions.

Tustitutions may reduce the sum referred to in the first subparagraph by the total
amount of general credit risk adjustiments to on- and off-balance sheet items, subject
fo a {loor of G.

Article 429u
Expostires excluded from the exposure measure

By way of derogation from peint (2) of Article 429(4),an institution may exclude
any of the lbilowing exposures from its exposure measure :

() the amounts deducted from Common Equity Tier 1 items in accordance with
poim (d} of Article 36(1});

{b) the assets deducted when determining the capital measure referred to in Article
429(3).

{c)  the exposures Lhat are assigned a risk weight of 0% in accordance with Article
113(6)

RESTREINT UE/EU RESTRICTED .

EN



EN

{d

(e)

)

4]

0

)

U]

| RESTREINT UE/EU RESTRICTED |

where the institution is a public development credit institution, the exposures
arising from assets that constitute claims on regional govermments. local
authorities or public sector entities in relation 1o public sector investments:

exposures arising from passing-through promotional loans to other credit
institutions granting the promotional loan;
the guaranteed parts of exposures arising from officially supported export

credits, where the guaramtees are provided by export credit agencies or central
governments;

whete the institution is a clearing member of a QCCP, the trade exposures of
all the following items, provided that those trade exposures are cleared with
that QCCP and mezt, at the same time, the conditions laid down in point () of
Article 306(1);

(1) contracts listed in Annex I1;
(i) credit derivatives;
(i) SFTs.
fiduciary assets which meet all the following conditions:

(i) they are recognised on the institution's balance shect by national
generally accepted accounting principles. in accordance with Article 10
of Directive 86/635/EEC;

{ii) they meet the criteria for non-recognition set out in International
Accounting Standard (IAS} 39. as applicable under Regulation (EC) Na
1606/2002;

(3il) where applicable, they meet the criteria tor non-conselidation set out in
International Financial Reporting Standard (IFRS) 10. as applicable
under Regulation (EC) No 1606/2002.

the exposures that meet all of the following conditions:
(i) they are exposures to a public sector entity;
{ii) they are treated in accordance with Article 116(4):

(iii) they arise from deposits that the institution is legaily obliged to transter
to the public sector entity referred to in point {a) for the purposes of
tunding general interesl investments;

the excess collateral deposited at triparty agents that has not been fent out;

where under the applicable accounting framework au institution recognises the
variation margin peid in cash to its counterparty as a receivable assel. the
receivable asset provided that the conditions in points {a) to (&} of Article
429¢(3) are met,

the securitised exposures that meet the conditions for signiticant risk transfer in
Article 243.
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For the purpuses of point (d) of paragraph 1, public development credit institution
means a eredit institution that meets all the following conditions:

{a) it has been established under public law by a Member State's central
government, regional government or local authority;

(bl its activity is limited to advancing specilied objectives of firancial, social or
economic public policy in accordance with the laws and provisions governing
that institution, on & non-competitive, not for profit basis. For these purposes.
public policy abjectives may include the provision of [inancing for promotional
o development purposes o specified economic sectors or geographical arcas
of the relevant Member State:

{v)  subject to State aid rules, the central government, regional government or local
authority has an obligation to protect the credit institution's viability or directly
or indirectly guarantees at least 90% of the credit institution's own funds
requirements, funding requirements or exposures;

id} it s preciuded from accepting covered deposits as defined in peint (3) of
Article 2(1) of Directive 2014/49%/EU or the national law of Member States
implementing that Directive.

Article 429h
Calealarion of the exposure value
Institutions shall caleulate the exposure value of assets, excluding contracts listed in

Annex |1, credit derivatives and positions defined in Articie 429 in accordance with
the following principles:

fa) the exposure values of assels means exposure velues in accordance with the
lirst sentence of Article T11(1):

b} physical or financial collaleral, guarantees or credit risk mitigation purchased
shall not be used to reduce expasure values of assets;

tc)  assets shall not be netted with liabilities;
{d)  SFTs shall not be netted.

Institutions may consider that the extinguishment of credit and debit balances of
several accounts of a group of entitics and their transformation into a single balance
by way of a daily transfer of credit and debit balances into a single account dees not
violate the condition set out in poinl {b) of the first subparagraph.

By way of derogation from point (d) of paragraph 1. institutions may calculate the
exposure value of cash receivable and cash payable under an SFTs with the same
counterparty on a net basis only where all the following conditions are met:

{a}  the transactions have the same explicit final scttlement date:

(b)  the right to set off the amount owed to the counterparty with the amount owed
by the counterparty is legally entorceable in all the tollowing situations:

(1) in the normal course of business;

(3]
(93]
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{i1) in the event of default, insolvercy and bankrupicy:

(c) the counterparties intend to settle net, setile simultaneously. or the transactions
are subject to a settlement mechanism that results in the functional equivalen
of net settiement.

For the purposes of poimt (¢} of the first subparagraph, a settlement mechanism
results in the functional equivalent of net settiement if, on the settlement date. the net
result of the cash flows of the transactions under thai mechanism is equal o the
single net amount under net settlement. The failure of any sihgle securities
iransaction in the settlement mechanism may delay settlement ol only the matching
cash leg or create an obligation to the setttement mechanism, supporicd by an
associated credit facility. Where there is a failure of the securities leg of a transaction
in such a mechanism at the end of the window for setilement in the settlement
mechanism, then this transaction and its matching cash leg shall be split out from the
netting set and treated gross.

Institutions shall calculate the exposure value of contracts listed in Annex 11 and ol
credit derivatives including those that are off-balance sheet. in accordance with
Articles 429¢ and 4294.

Institutions shall calculate the exposure value of off-hatance-sheet items, excluding
contracts listed in Annex II, credit derivatives, SFTs and positions defined in Article
429d, in accordance with Article 111(1).

Inslitutions may reduce the credi exposure equivalent amount of an off-balance
sheet item by the corresponding amounl of specific eredit risk adjustments, The
calculation shall be subject to a floor of zero.

In accordance with Article 166(9), where a commitment refers to the extension of
another commitment, the lower of the two conversion factors associated with the
individual commitment shafl be used.

By way of derogation from the first subparagraph, the conversion factor of low risk
off-balance sheet items referred to in point (d} of Article 11 1{1) shall be 10% ,

Article 429¢
Exposure vaiue of derivatives

Institutions shall calculate the exposure value of contracts listed in Amnex 11 and of
credit derivatives, including those that are otf-balance sheet, in accordance with the
method set out in Section 3 of Chapter 6 of Title 1] of Part Three.

In determining the exposure value, institutions may take into account the effects of
contracts for novation and other netting agreements in accordance with Article 293,
Cross-product netting shall not apply. However, institutions may nel within the
product category referred to in point (25)(c) of Article 272 and credit derivatives
when they are subject t a contractual cross-product netting agreement referred to in
Article 295(c).

()
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Institutions shall include in the leverage ratio exposure measure sold options even
when their exposure valug can be sct to zero in accordance with the treatment laid
down in Article 274(5).

Where the provision of collateral related to derivatives contracts reduces the amount
al assets under the applicable accounting framework, institutions shall reverse that
reduction.

For the purposes of paragraph | of this Article, when calculating the replacement
cost of dervalive contracts in accordance with Article 275, institutions may
recognise as variation margin only collateral received in cash from their
counterparties in so far as under the applicable accounting framework the variation
margin has nol already been recognised as a reduction of the exposure value and
when all the following conditions are met:

{a) for trades not cleared through & QCCP. the cash reccived by the recipient
counterparty is not segrepated;

th) the variation margin is calculated and exchanged at least daily based on a
mark-to-market vatuation of derivatives positions;

{€)  the varlation marpin received is denominated in the currency of settlement of
the derivative contract;

(d) the variatien margin received is the full amount that would be necessary o
extinguish the mark-to-market exposure of the derivative contract subject to the
Uhresheld and minimum transter amounts applicable to the counterparty:

{2} the derivative contract and the variation margin between the institution and the
counterparty 1o lhat contract are covered by a single netting agreement that the
institution may ireat as risk-reducing in accordance with Article 295.

For the purposes of the first subparagraph. where an institution provides cash
eullateral to a counterparty and thart collateral meets the conditions in points (a) to (e}
ot hat subparagraph, the institution shall consider that collateral as variation margin
posted to the counterparty and shall include it in the calculation of replacement cost.

Where the variation margin is exchanged on the moming of the trading day
following he trading day on which the derivative contract was stipulated, the
candition in puint {b) of the first subparagraph may be deemed to he met provided
that the exchange is based on the value of the contract at the end of the trading day
on which the contract was stiputated.

For the purposes ol point (¢} of the Birst subparagraph, where the derivative contract
is subject 10 a qualilying master netting agreement, the currency of settlement means
any cuirency specilied in the derivative contract, the governing qualifying master
neiting agreement or the credit support annex to the qualifying master netting
agreement.

For the purposes of paragraph 1 of this Article, institutions shall not include
collateral received in the caleulation of NICA as defined in point 122 of Article 272
except in the case of derivatives contracts with clients when those contracts are
cleared by a QCLP.
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For the purposes of paragraph 1 of this Article, institutions shall set the value of the
multiplier used in the calculation of the potential future exposure in accordance with
Article 278(1) to one, except in the case of derivatives contracts with clients where
those contracts are cleared by a QCCP.

By way of derogation from paragraph | of this Article, institutions may use the
method set out in Section 4 or Section 5 of Chapler 6 of Title I of Part Three o
determine the exposure value of contracts listed in points 1 and 2 of Annex I1. but
only whete they also usc that method for determining the exposure value of those
contracts for the purposes of meeting the own funds requirements sel out in Article
92.

Where institutions apply one of the methads referred 10 in the first subparagraph.
they shall not reduce the exposure measure by the amount of margin received.

Arricle 4294

Additional provisians on the calcularion of the exposure valie ofvwritien credit dorivatives

In addition to the treatment laid down in Article 429¢. institutions shall in¢lude in the
calculation of the exposure value of written credit derivatives the effective notional
amounts referenced in the written credit derivatives reduced by any negative lair
value changes that have been incorporated in Tier | capital with respect 1o those
written credit derivatives.

Institutions shall calculate the effective notional amount of written credit derivatives

by adjusting the notional amount of those derivatives to reflect the true exposure of

contracts that are leveraged or otherwise enhanced by the structure of the (ransaction.

Institutions may reduce the exposure value caleulated in accordance with paragraph 1
by the effective notional amount of purchased credit derivatives provided that all the
following conditions are met:

(a) where the institution purchases a single-name credit derivative, the credit
derivative purchased is on a reference obligation which ranks pari passer with
or is junior to the underlying reference obligation of the written credit
derivative, Where the credit derivative purchased is on a reference oblipation
which is junior to the underlying reference obligation of the written credit
derivative, the institution may offset the written credit derivative with the
purchased credit derivative as long as a ¢credit event on the senier reference
obligation would result in a credit even! on the subordinated reference
obltgation;

(b) where the institution purchases a credit derivative on a pool of reference
obligations, the underlying pool of reference obligations and the level of
subordination ir both the written and the purchased credit derivative are
identical;

{¢)  the remaining maturity of the credit derivative purchased is equal 1o or greater
than the remaining maturity of the written credit derivative;

{d) the credit derivative purchased is otherwise subject to the same material terms
as those in the corresponding written credit derivative:
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te)  the credit derivative purchased is not purchased from a counterparty considered
as a connected client of the reference entity within the meaning of Part Four or
from a counterparty that would expose the institution to specific wrong-way
risk, as defined in point {b) of Article 291(1);

() where the effective notional amount of the written credit derivative is reduced
by any negative change in fair value incorporated in the institution's Tier 1
capital, the effective notional amount of the purchased credit derivative is
reduced by any positive fair value change that has been incorporated in Tier 1
capital;

(2} Jor tranched products, the credit derivative purchascd is on a reference
cbligation which ranks pari passu with the underlying reference obligation of
the written credit derivative.

Where an institution provides credit protection through options, the institution may
reduce the effective notienal amount of options, through which it sclls credit
protection, by the effective notional amount of purchased options, through which the
institution has the right 1o purchase credit protection, provided that the conditions of
the firsL subparagraph are met and the strike price of the purchased options is equai to
or tower than the strike price of the wrilten options. Institutions shall not use
purchased options to reduce the effective nolional amount of any other writien credit
derivatives.

For the purposes of the PFE caleulation in accordance with Article 429¢(1),
institutions may exclude from the netting set the portion of a written credit derivative
which is not offset in accerdance with the {irst subparagraph of this paragraph and
for which the eftective notional amount is included in the leverage ratio exposure
measure.

Institutions  shall not reduce the eflective notional amount of written credit
denvatives where they buy credit protection threugh a total return swap and record
lhe net paymenis ceceived as net income, but do not record any offsetting
deterioration in the value of the writien credit derivative in Tier 1 capital.

In case of purchased credit derivatives on a pool of reference obligations, institutions
may veduce the effective notional amount of written credit derivatives on individual
reference obligations by the effective notional amount of purchased credit derivatives
in accordance with paragraph 2 enly where the protection purchased is economically
equivalent W buying protection separately on each of the individual obligations in the
poot.

tor the purposes of this Article. 'written credit derivative’ means any financial
instryment through which an institwtion elfectively provides credit protection
inchuding credit default swaps, total return swaps and oplions where the institution
has the obligation w provide credit protection under conditions specified in the
options contract.
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Article $29¢
Ceunterparty credir risk add-on for SFTs
In addition to the calculation of the exposure value of SFTs including those that arc
off-balance sheet in accordance with Article 429b(1), institutions shall include in the
exposure measure an add-on for counterparty credit risk determined in accordance
with paragraph 2 or 3 of this Article, as applicabte.

Transactions with a counterparty which ate not subject to a master netting agrecement
that meets the conditions laid down in Article 206 the add-on for those transactions
(Ei") shall be determired on a transaction-by-transaction basis in accordance with the
following formula:

Ef = max{0,E, - ;)
where:
i = the index that denotes the transaction;
E; = the fair value of securities or cash lent to the counterparty under transaction
i
Ci = the fair value of cash or securities received from the counterparty under

transaction L.

Transactions with 2 counterparty that are subject Lo a master neting agreement that
meets the conditions laid down in Article 206, the add-on for those transactions (£
shall be determined on an agreement-by-agreement basis in accordance wilh the

following formula:
£ = max{o,z £~ Z cl}

i

where:
i = the index that denotes the netting agreement:
E; = the fair value of securities or cash lent to the counterparty for the transactions

subject to master netting agreement i;

Ci = the fair value of cash or securities received from the counterparty subject to
master netting agreement i.

For the purpeses of paragraphs 2 and 3, the term counterparty includes also triparty

agents that receive collateral in deposit and manage the collateral in the case of

triparty transactions.

By way of derogation from paragraph 1 of this Article, institutions may use the
method set out in Article 222, subject to a 26% floor for the applicable risk weight,
to determine the add-on for SFTs including those that are off-balance sheet.
Institutions may use this method only where they also use it for determining the
exposure value of those transactions for the purposc of meeting the own lunds
Tequirements as set out in points (a) to {c) of Article 92(}).
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6. Where sale accounting is achieved for a repurchase transaction under the applicable
accounting framework, the institution shall reverse all sales-related accounting
entries.

7. Where an institution acts as an agent berween two parties in SFTs including those

that ure ofl-balance sheet. the following shall apply to the calculation of the
inslitwtion’s exposure measure:

{a)

{m

{c)

{d

where the institution provides sn indemnity or guarantee o one of the parties in
an SFT and the indemnity or guarantee is limited to any difference between the
value of the security or cash the party has lent and the value of collateral the
borrower has provided. the institution shall only inciude the add-on determined
in accordance with paragraph 2 or 3, as applicable, in the exposure measure:

where the institution does not provide an indemnity or guarantee to any of the
involved parties, the transaction shall not be included in the exposure measure;

where e institution is economically exposed to the underlying security or
cash in the transaction beyond the exposure covered by the add-on, it shatl
include in the exposure measure also the full amount of the security or cash to
which it 1s exposed:

where the institution acting as agent provides an indemnity or guarantee to bath
parlies involved in an SFT, the institution shall calculate its exposure measure
in accordance with paragraphs (a) 1o (c) separately for each party involved in
the transaction,

Article 429]

Exposure vahiwe of pending setrfements of transactions with o settlement or defivery date
? ! S g L

specified by contraet thar is the morke siandard

1. Institutions shali include in the calculation of the exposure measure the value of
financial assets purchased in transactions which are not settled and for which the
settfement or delivery date is specified by contract according to the market standard.

2 Instilutions may reduce the exposures identified in paragraph 1 by the value of
linancial assets soid in transactions which are not settled and for which the settiement
or delivery date is specitied by contract according to the market standard where the
transactions are settled on a defivery-versus-payment basis.

I'he reduction shall not result in an exposure value smaller than zero.

Article 430
Reporting requivement

1. Institutions shall submit wo the competent authorities all necessary information on the
leverage ratio and its componenis sct out in Article 429, Competent authorities shall
tuke this information into account when undertaking the supervisory review referred
10 in Article 97 ol Directive 2013/36/EU.

Institutions shall also submit to the competent authorities the information required
tor the purposes of the preparation of the reports referred to in Article 511.
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Competent authorities shall submit the information received from institutions 1o ERA
upon its request to facilitate the review referred to in Article 511.

For the purposes of the reporting requirement laid down in paragraph 1. the EBA
shall develop draft implementing technical standards to specify the unilom reporting
lemplates, the instructions on how 1o use such templates, the frequency and dates of
reporting and the IT solutions. Small institutions as detined in Article 4302 shall
teport on their leverage ratio on an annual basis.

The reporting requirements specified in the draft implementing technical standards
shall be proportionate, having regard to the Institutions' size and complexity and the
nature and level of risk of their activities.

Power is conferred on the Commission to 2dopt the implementing technical standards
referred to in the first subparagraph in accordance with Article 15 of Reguiation (EL)
No 1093/2010,",

Part Eight is replaced by the following:
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"PART EIGHT
DISCLOSURE BY INSTITUTIONS

239

RESTREINT UE/EU RESTRICTED |

EN



EN

_ RESTREINT UE/EU RESTRICTED |

TITLE 1
GENERAL PRINCIPLES

Article 430a
Definitions

For the purposes of this Part and article 13 the following definitions shall apply:
(1} "significant institution" means an institution that meets any of the following conditions:

(a) the institution has been identified as a global Systemically important institution
('G-SII'} in accordance with Article 131(1) and (2) of Directive 2013-36/EU :

(b)  the institution has been identified as other systemically important institution
('O-8II') in aceordance with Article 131¢1) and (3) of Directive 2013/36./EL:

(c) the institution is, in the Member State where it is established. one of the three
largest institutions by total value of assets:

(d} the total value of the institution's assets on the basis of its consclidation
situation exceeds EUR 30 billion;

(e) the total value of the institution's assets is equal to or farger than EUR 3 billion
and the ratio of its 1otal assets relative to the GDP of the Member State where it
is established is on average more than 20 % over the immediately preceding
four-year period.

(2) "significant subsidiary” means a subsidiary that qualifies as a significant institution as
defined in paragraph 1.

(3} "non-listed institution" means an institution that has not issued securities that are admitted
to trading on a regulated market of any Member State, as defined in point (21} of
article 4 (1) of Directive 2014/65/EU™ of the European Parliament and of the
Council.

(4) "small institution” means an institution the value of the assets of which is less than EUR
1.5 billion over the immediately preceding four-year average period.

Article 431
Disclosure requirements and policies
1. Institutions shall publicly disclose the information referred to in Titles 1 and 111 in
accordance with the provisions laid down in this Title.
2 Institutions shali publicly disclosc amy permission granted by the competent
authorities under Part Three for the instruments and methodolegies referred 1o in
Title I1L..

Directive 2014/65/EU of the European Parliament and of the Council of |5 May 2014 on markets in
financial instruments and amending Directive 2002/92/EC and Dircelive 201 161:EL (Q) L 173
12.6.2014, p. 349).
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I'he munagement body or senior management of institutions shall adopt formal
policies k comply with the disclosure requirements laid down in this Part and put in
place interzl processes, systems and controls to wverify that the institulions'
disclosures are appropriate and in compliance with the requirements laid down in this
Parl. Aticast one member of the management body or senior management shall attest
in writing that the relevant institution has made the disclosures required under this
Pari in accordance with the policies and internal processes, systems and controls
veferred to in this paragraph,

Institutions shall also have poficics in place to assess whether their disclosures
convey their risk profile comprehensively to market participants. Where disclosures
required under this Part do not convey the risk profile comprehensively to market
participants, institutions shall publicly disclose informatien in addition to the
information required to be disctosed under this Part. Notwithstanding the foregoing,
institutions shall onty be required to disclose information that is material and not
proprietary or confidential as reterred 10 in Article 432.

Quantitative disclosures shall be accompanied by a quaiitative narative and any
other information that may be necessary in order for the users of that information to
understand the quantitative information, noting in particular any significant change in
that information compared to the information contained in the previous disclosure.

institutions shall, iI' requesied, explain their rating decisions to SMEs and other
corporate applicants for loans, providing an explanation in writing when asked. The
administrative costs of the explanation shall be proportionate to the size of the loan.

Article 432
Nom-material. proprieiary or confidential information

Institutions may emit one or more of the disclosures listed in Titles I1 and 1T where
the information provided by those disclosures is not regarded as material, except for
the disclosures laid down in point {¢) Article 435(2), Article 437 and Article 450.

Information i disclosures shall be regarded as material where its omission or
misslatement could change or influence the assessment or decision of a user of that
intormation relying on it tor the purpose of making economic decisions.

LBA shall, in accordance with Articie 16 of Regulation (EU) No 109372010, issue
guidelines on how institutions have to apply materiality in relation to the disclosure
requirements of Title H and 111

Institutions may also omil one or more items of information reterred 10 in Titles ([
and 11l where those items include intormation that is regarded as proprietary or
confidential in accordance with this paragraph, except for the disciosures laid down
in Articles 437 and 450.

[nformation shall be regarded as proprictary to inslitutions where disclosing it
publicly would undermine their compctitive position. Proprictary information may
include information on products or systems that, if shared with competitors, would
render the investments of institutions therein less valuable.
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Information shall be regarded as confidential where the institutions are obliged by
customers or other counterparty relationships to keep that information confidential or
where, in exceptional cases, that information may significanily affect the institution’s
competitive position.

EBA shall, in accordance with Article 16 of Regulation (EU} No 1093/2010. issue
guidelines on how institutions have to apply proprietary and confidentiulity in
relation to the disclosure requirements of Titles 1T and 11I.

3 In the exceptional ¢ases referred to in paragraph 2, the instituiion concerned shall
state in its disclosures the fact that the specific items of information are not disclosed
and the reason for not disclosing it. and publish more genera! information aboul the
subject matter of the disclosure requirement, except where tha subject matter is, in
itself, proprietary or confidential.

Article 433
Frequency and scope of divelosures

Institutions shafl publish the diselosures required under this Part in the manner set oul in
Articles 433a to 433c.

Annual disclosures shall be published concurrently with the date of publication of
institutions' financial statements or as soon as possible thereafter.

Semi-annual and quarterly disclosures shall be published concurrently with the date of
pubiication of the financial report for the corresponding period where applicable or as soon as
possible thereafter.

Any delay between the date of publication of the disclosures required under this Part and the
relevant financial statements shall be reasonable and, in any event, shall not exceed the
timeframe set by competent authorities pursuam 1o Article 106 of Directive 2013/36/E1.

Article 433a
Disclosures by significant instintions

1. Significant institutions shall disclose the information outlined below with the
following frequency:

(a) all the information required under this Part on an annual basis:

{b) the disclosures referred 1o in points (e} and () of Anicles 439, poiat (1) of
point (e) and point (3) of Article 442, point (&) of Article 444, point (a) and (b)
of Article 448, point (k) to (m} of Article 449, point (a} and (b) of Article 451.
Article 451a(2) and (3}, point (f) of Article 452. point {} of Article 433 and
peint (a) of Article 455(2) on a semi-annual basis:

(c) the disclosures referred in point (a} of Anicle 437. paint {¢) of Article 438,
point {c} of Article 442 and the key metrics referred to in Article $51d on a
quarterly basis.
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By way of derogation from paragraph 1, signiticant institutions other than G-§lls that
are non-listed institutions shall disclose the information ouilined below and with the
following frequency:

(d)  all the information required under this Part on an annual basis;
(2} the key metrics referred o in Article 451d on a semi-annual basis.

Significant institutions subject 10 Acticles 92a or 92b shall disclose the information
required under Article 437a on a semi-annual basis, except for the key metrics
refereed o in point (h) of Articte 4514

Article 433b
Disclosures by small institutiony

Smali institutions shall disclose the snformation outlined below with the following
frequency set owt thergen;

(@) onan annual basis:
(i} the information referred 10 in points (a), () and (f) of Article 435(1 )
(i} the information referred to in points {a), (b} and (¢) of Article 435(2);
(i) the information referred 1o in Article 430;

(iv) the information referred to in point {a) of Articled37 (a), point {c) of
Article 438, points {¢) and {f} of Asticle 436, peint {¢) and points (1)
and (3) of point () of Article 442, point () of Article 444, points (a)
and (b) of Article 448, points (k) to (m} of Article 449, points {a} and
(by of Article 451, Article 451a(2) and (3), point{f) of Article 452,
point (f} of Article 453 and point{a) of Article 455(2), where
applicable,

(b)  the key metrics referred 10 in Article 451d on a semi-annual basis:

By way ol derogation [rom paragraph 1, small instilutions that are non-listed
institutions shall disclose the tollowing information on an annual basis:

{a) the information referred to in points (a}, {e} and (f) of Article 435(1};
(b) the information referred to in points (a), (b) and (c) of Article 435(2);
(¢} the information relerced o in Anticle 450;
{d}  the Key metrics referred to in Anicle 451b.
Arricle 433¢
Dhsclosures by other institvtions

Institutions  that are not subject 0 Articles 433a or 433b shall disclose the
nformation outlined below and with the following frequency:

(a) a2l the information laid down in this Part on an anneal basts;
{b)  the key metrics referred to in Article 451d on a semi-annual; basis.
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By way of derogation from paragraph 1, other institutions that are non-Bsted
institutions shall disclose the information outlined below with the frequency sel out
therein:

(a} the information referred to in Articles 435 and 450. in point {a} of Article 437
point (¢) of Article 438, points {¢} and () of Article 439 . poinl {c) and (e) of
peint (1) and point (3) of Article 442, point {e) of Article 444, points {2) and
(b) of Article 448, points (k) to (m) of Article 449, poims {a) and (b) of
Article 451, Article 451a(2) and (3), point () of Article 452. poini () of
Article 453 and point (a) of Articie 455 (2) on an annual basis;

(b} the key metrics referred to in Article 451d on a semi-annual basis,

Article 434
Means of disclosures

Institutions shall disclose all the information required under this Part in clectronic
format and in a single medium or location. Tthe single medium or location shall be a
standalone document that provides a readily accessible source of prudential
information for users or, a discrete section included in or appended to the institutions’
financia! statements or financial reports containing the required disciosures and being
easily identifiable to users.

Institutions shall make available on their website or, in the absence ol a websile. in
any other appropriate location in the absence of or in complement to their website. an
archive of information required to be disclosed in application of this Parl, That
archive shatl be kept accessible tor a suitable period of time that shall be no less than
the storage period set by national law for information included in (he institutions'
financial reports.

For the purposes of this Anticle financial report shall be understoed within the
meaning of Articles 4 and 5 in Directive 2004/109/EC*' of the European Parliament
and of the Council. including for these purposes non-listed institutions.

Ariicie 434a
Uniform disclosure formats

The EBA shall develop draft implementing technical standards specifying uniform
disclosure formats, and associated instructions in accordance with which the
disclosures required under Titles [J and [11 shall be made.

Those uniform disclosure formats shall convey sufficiently comprehensive and
comparable information for users of that information o assess the risk profiles of
institutions and their degree of compliance with the requirements laid down in Pant
One to Pant Seven of this Regulation. To [acilitate the comparability of informazion.

Directive 2004/109/EC of the European Parliament and of the Council of 15 December 2004 on the
harmonisation of transparency requirements in relation to information about issuers whose securitics are
admitted to trading on a regulated market and umending Directive 2001.34°EC (O} L 390, 31.12.2004.
p.38).
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the implementing technical standards shall seek to maintain consistency of disclosure
formals with interpational standards on disclosures.

iisclasure formats shall be in tabular format where appropriate.

CBA shall submil to the Commission the drafl implementing technical standards
referred to in paragraph [ by {30 June 2019].

Power is conierrred on the Comumission to adopt those implementing technical
standards i accordance with Article 15 of Regulation (EU) No 109372010

TITLE I}
TECHNICAL CRITERIA ON TRANSPARENCY AND DISCLOSURE

Aricle 435
Risk nunagement objectives and palicies

In the manner and to the extent set out in Artictes 433a to 433c¢ , instilutions shall
disclose their risk management objectives and policies for each separate category of
risk, including the risks referred to under this Tite. These disclosures shall include:

{a)  the siratepics and processes to manage those categories risks:

{b} the structure and organisation of the relevant risk management function
inciuding information on its authority and statute, or other appropriate
arrangements;

{c) the scope and nature of risk reporting and measurement systems;

1d)  the policies for hedging and mitigating risk, and the strategies and processes
for monitoring the continuing eftectiveness of hedges and mitigants;

(e} a declaration appreved by the management body on the adequacy of risk
nmanagement arrangements of the relevant institution providing assurance that
the risk management systems put in place are adequate with regard to the
institution’s profile ard strategy;

() a concise risk statement approved by the management body succinctly
describing the refevant institution's overall risk profile associated with the
business swategy. That statement shall include:

{in key ratios and figures providing external stakeholders with a
comprehensive view of the institution's management of risk, including
haw the risk prolile of the institution interacts with the risk tolerance set
by the management body:

(1) information on intra-group transaclions and iransactions with related
parties that may have a material impact of the risk profile of the
consolidated group.
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In the manner and 10 the extent sct ow in Articles 433a 10 433¢, institutions shall
disclose the following regarding governance arrangements, including regular updates
on at least an annual basis:

(a) the number of directorships held by members of the management body;

(b) the recruitment policy for the selection of members of the managemen! body
and their actual knowledge, skills and expertise;

(¢)  the policy on diversity with regard to selection of members of the management
bady, its ohjectives and any relevant targeis set out in that policy. and the
extent to which those objectives and targets have been achieved:

(d)  whether or not the institution has set up a separate sisk committee and the
number of times the risk committee has met;

{e) the description of the information flow on risk to the management hody.

Article 436
Scape of application

=

information regarding the scope of application of the requirements of this Regulation:

(a)
{b)

{c)

{d)

(e}

the name of the institution to which the requirements of this Regulation applics:

a reconciliation between the consolidated financial statements prepared in
accordance with the applicable accounting framewark and the consolidated linancial
statements prepared in accordance with the requirements on regulatory consolidation
pursuant to Part One, Title [1, Sections 2 and 3. This reconciliation shall otwtline the
differences hetween the accounting and regulatory scopes of consolidation and the
legal entities included within each perimeter. The outline of the legal entities
included within the scope of the regulatory consolidation shall describe whether they
are fully or proportionatly consolidated, and the holdings in those legal entities
deducted from own funds, as the case may be;

any curreat or expected material practical or legal impediment to the prompt transfer
of own funds or 10 the repayment of liabilities between the parent undertaking and ils
subsidiaries;

the aggregate amount by which the actual own funds are less than required in ali
subsidiaries that are not included in the consolidation, and the name or names of
those subsidiaries;

where applicable, the circumstances under which use is made of the derogation
referred to in Article 7 or the individual consolidation method Taid down in Article 9.

Article 437
O funds

Institutions shall disclose the following informarion regarding their own funds:
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a full reconciliation between Common Fguity Tier | items, Additiona} Tier 1 items,
of Tier 2 ftems and the filters and deductions applied to own funds of the institution
pursiant to Articles 32 Lo 35, 36. 56, 66, and the balance sheet in the audited
Iinancial statements of the institution;

a description of the main features of the Common Equity Tier | and Additional Tier
I instruments and Tier 2 instruments issued by the institution:

the full 1erms and conditions of all Common Equity Tier [, Additional Tier 1 and
Tier 2 instruments;

a separate disclosure of the nature and amounts of the following:

[ | each prudential filter applied pursuznt to Asticles 32 to
35

.each deduction made pursuant 10 Articles 36, 56 and 66;
litems not deducted in accordance with Articles 47, 48, 56, 66
and 79,

a description of all restrictions applied 1o the calculation of own funds in aceordance
with this Regulation and the instruments, prudential filters and deductions 1o which
those restrictions apply;

a comprehensive explanation of the basis on which capital ratios are calculated
where those capital ratios are caleulated using elements of own funds determined on
it basis other than as taid down in this Regulation,

Avticle 437
Reguirenents on own fumds and eligible liahilities

Where institutions are subiect 10 Articles 92a or 92b, they shall disclose the fellowing
information reyarding their own funds and eligible abilities:

()

(b}

the composition of their own funds and eligible liabilities, their maturity and their
main features;

the ranking of eligible liabilities in the creditor hierarchy:

the total amount of each issuance of eligible liabilities referred to in
Article 72b and the amount of those issuances that is included in eligible liabilitics
ilenis within the fimits specitied in Anticle 72b(3);

the tolal amaunt of excluded liabilities referred 1o in Article 72a(2).

Ariicle 438
Cupitad oven fumds requirements and risk weighted exposure amounts

Institutions shall disclose the following infermation regarding their compliance with Article
92 of this Regulation and in Article 73 of Directive 2013/3&/EU:

(at

a summary of their approach 1o assessing the adequacy of their intemal capital 10
support cusrent and future activities;
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the compositien of the additional comman equity Tier | own funds requirements
based on the supervisory review process as referred 1o in point (a) of Article 104(1)
of Directive 2013/36/EU;

upon demand from the relevant competent authority, the result of the institution's
internal capital adequacy assessment process;

the total risk weighted exposure amount and the correspending total own funds
requirement determined in accordance with Article 92, to be broken down by
different risk categories set out in Part Three and, where applicable, an explanation
of the effect on the caiculation of own funds and risk weighted exposure amounts
that results from applying capital floors and not deducting items from own funds.

the risk-weighted exposure amounts for cach category of specialised lending set out
in Table | of Article 153(5) and for the calegories of equily cxposures sel out in
Article 155(2);

the exposure value and the risk-weighted exposure amount of own fund instruments
heid in any insurance undertaking, re- insurance undertaking or insurance holding
company that the institutions do not deduct fram their own funds in accordance with
Atticle 49 when caiculating their capital requirements on an individual. sub-
consolidated and consolidated basis;

the supplementary own fund requirement and ihe capilal adequacy ratio of the
financial conglomerate calculated in accordance with Articie 6 of fhe Directive
2002/87/EC and Annex I to that Directive when methods 1 or 2 sct out in that Annex
are applied,

the variations in the risk weighted exposure amounts of the current reporting period

cormnpared to the immediately preceding reporting period that resuit from the use of
intemal models, including an outline of the key drivers explaining those variations:

for institutions authorised to use internal models. the hypothetical risk-weighted
exposure amounts that would result if the applicable standardised approach was used
for the relevant exposurcs.

Artivie 439
Exposure to counterpartv credit risk

Institutions  shall disclose the following information regarding the their caposure to
counterparty credit risk as referred to in Part Three, Title 11, Chapter 6:

(2)

)]

{c)

a description [changed from 'discussion” in CRR — is this significant?] of the
methodology used 1o assign internal capital and credit limits for counterparty credit
exposures . including the methods to assign those limits o exposures to central
counterparties;

a description of policies related 1o guarantees and other credit risk mitigants, such as
the policies for securing collateral and establishing credit reserves:

a description of policies with respect to Wrong-Way risk;
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the amount of segregated and unsegregated collateral received and posted per type of
collateral, further broken down between collateral used for derivatives and securities
financing transactions, and the amount of cotlateral the institution would have to
provide i ils credit rating was downgraded;

the gross pesitive fair value of derivatives and securities financing transactions
contracts, netiing benefits. netted current credit exposure, collateral held and net
derivatives' credit exposure per type of derivative and securities financing
transaction. Net credit exposure is the credit exposure on derivatives and securities
financing transaciions afier considering both the benefits trom legally enforceable
netting agreements and collateral arrangements;

measures for derivative transactions, the exposure values before and afier the eftect
of credit risk mitigation as determined under the methods set out in Part Three, Title
I, Chapter 6, Secctions 3 to 6. whichever method is applicable, broken dowsn
between the replacement cost and potential future components under the methods set
out in Part Three, Title 11, Chapter 6, Sections 3, 4 and 5;

for securities linancing transactions, the exposure values before and after the etfect
of eredit risk mitigation as determined under the methods set out in Part Three, Title
1. Chapter 4 and Chapter 6, whichever method is used.

e notional value of credit derivative hedges, and the distribution of current credit
cxposure by types of eredit exposure;

the t notional amounts and fair value of credit derivative transactions. Credit
dertvative transactions shall be broken down into credit derivatives used for
institutions’ own credit portfolio purposes and credit derivatives used for
intermediation purposes, and by product type. Within each product type, credit
derivative transactions shall be broken down further by credit protection bought and
credil protection sold:

the estimate of alpha if the institution has received the permission of the competent
authorities to estimate alpha in accordance with Article 284(9);

for institutions using the methods set out in Part Three, Title 11, Chapter 6, Sections 4

to 3, the size of on- and oti-balance sheet derivative business as determined under
paragraphs 1 and 2 of Article 2733, as applicable.

Article 440
Cupited buffers

Institwtions shatt disclose the following information about heir compliance with the
requirement for a countercyclical capital buffer as referred to in Title V1!, Chapter 4 ol
Directive 2013.36/EL:

(@)

(b)

ihe geographical distribution of the risk-weighted exposure amounts of its credit
exposures used as a basis for the caleulation of their countercyclical capital butfer;

the amount of their instizution specific countercyclical capital buffer.
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Article 441
Indicators of glebal systemic importance

Institutions identified as G-SIIs in accordance with Article 131 of Directive 2013/36°EL shall
disclose, on an annual basis, the values of the indicators used for determining the score of the
institutions in accordance with the identification methodology referred to in that Article.

Article 442

Credit risk
Institutions shall disclose the following information regarding the institution's exposure o
credit risk and dilution risk:

(a) the definitions for accounting purposes of “past due™ and “impaired™;

(b) a description of the approaches and methods adopted for determining specific and
general credit risk adjustments;

{c) information on the amount and quality of performing, ron-performing exposures and
forborne exposures, including their related accwmulated impairment. provisions and
negative fair value changes due to credit risk and amounts of collateral and financial
guarantees received:

(dy an ageing analysis ol accounting past-due exposures;

(e} the gross and net carrying amounts of both defaulted and non-defaulted expusures,
the accumulated specific and general credit risk adjustments and accumulated write-
offs taken against thesc exposures and their distribution by geographical area and
industry type;

) any changes in the gross amount of defaulied exposures. debt securities and olt-
balance sheet exposures. This disclosure shall, at a minimem. include information on
the opening and clesing balances of those ¢xposures, the gross amount of any of
those exposures reverted to non-defaulied status or subject to 2 write-off, and the
residual maturity breakdown of loans and debt securities,

Article 443
Encumbered and Unencumbered Asseis

Institutions shall disclose information conceming their encumbered and unencumbered assets.
For those purpeses, institutions shall use the carrying amount per exposure class broken down
by asset quality and the total amount of the carrying ameunt that is encembered and
unencumbered. Disclosure of information on encumbered and unencumbered assels shall not
reveal emergency liquidity assistance provided by the ESCB central banks.

Aricle 444
Use of the standardised approach
Institutions calcutating the risk-weighted exposure amounts in accordance with Part Three.

Title H, Chapter 2, shall disclose the following information for each of the exposure classes
specifted in Anticle 112:
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{a) the names of the nominated ECAls and ECAs and the reasons for any changes in
those nominatigns over the disclosure period;

{b) the exposure ¢lasses tor which each ECAl or ECA is used:

{c) z description of the process used to transfer the issuer and issue credit assessments

onte items not included in the trading book;

(d) the association of the external rating of each nominated ECAl or ECA with the risk
weights that correspond with the credit quality steps as set out in Part Three, Title 11,
Chapter 2, taking into account that this information needs not be disclosed where the
institutions comply with the standard association published by EBA;

(e) the exposure values and the exposure values after credit risk mitigation associated
with cach credit quality step as set out in Part Three, Title 11, Chapter 2, as well as
the exposure values deducted from own funds,

Article 443
fxposure fo market visk wnder the standardised agproach

I'he institutions calculating their own funds requirements in accordance with Part Three, Title
IV, Chapter 1a shall disclose the total capital charge, the capital charges for the measures of
the sensitivities-bused methods, the default risk charge and the own funds requirements for
residuatl risks for the following instruments:

tay non-securitisation financial instruments held in the trading book, with a breakdewn
of the type of risks and a separate identification of the default tisk charge;
(b) securilisation insirunents in the non-correlation trading portfolio, with a separate

identification of the credit spread risk charge and of the detault risk charge:

(<) securitisation instruments in the correlation trading portfolio, with a separate
identification ol the credit spread risk charge and of the default risk charpe.

Article 446
Operetional rivk munagement

Institutivas shatl disclose information about their operational risk management ineluding;

(i) the total losses incurred from operational risk over the Yast ten years, with historical
losses broken down by year and separate identification of the amounts of losses
exceeding FUR 1 million;

) the number of losses exceeding EUR 1 million, the lotal amounts related 1o those
losses over the last three years, as wetl as the total amounts of the five largest losses;

) the and indicators and components for the calculation of the own fund requirements,
broken down per relevant business indicator.
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Article 448

Exposure 1o interest rate risk on positiens not included in the trading book

Institutions shail disclose the following quantitative and qualitative information on
the risks arising from potential changes in interest rates that affect both the economic
value of equity and the net interest income of theimon-trading activitics reterred 10 in
Article 84 and 98(5) of Directive 2013/36/EU:

(@)

®

(c)

(€}

)

the changes in the economic value of equity calculated under the six
supervisory shock scenarios referred to in Amicle 98(5) ol Dircctive
2013/36/EU for the current and previous disclosure periods

the changes in the net interest income calculated under the six supervisory
shock scenarios referred 10 in Article 98(5) of Directive 2013/36/EU for the
current and previcus disclosure periods;

a description of key modelling and parametric assumptions, other than those
referred to in paragraph 2 and in point (b} of Article 98(52) ol Directive
2013/36/, used to calculate changes in the economic value of equity and in the
net interest incame required under points (a) and {b) of this paragraph:

an explanation of the significance of the risk measures disclosed under point
() and {b) of this paragraph and of any significant varialions of those risks
measures since the previous reporting date;

the description of how institutions define, measure. mitigate and control the
interest rate risks of their non-trading beok activities for the purposes of Article
84 of Directive 2013/36/EU, including:

(1) & description of the specific risk measures that the institutions usc to
evaluate changes in their economic value of equity and in their net
interest income;

{ii) a description of the key modelling and parametric assumptions used in
the institutions’ internal measurement systems that would differ from
the common modelling and parametric assumptions referred o and in
Article 98(5a) of Directive 2013/36/EU and paragraph 2 of this Article
for the purpose of calculating changes to the economic value of equity
and to the net intercst income under the six supervisery scenarios,
including the rationale for those differences.

(iii) a description of the interest rate shock scenarios that institutions use to
estimalg thosc interest rate risks;

(iv) the recognition of the effect of hedges against those interest rate risks.
including internal hedges that meet the requirements laid down in
Article 106(3) of this Regulation;

(v} an outline of how often the evaluation of those interest rate risks ocours:

the description of the overall risk management and miigation strategics for
these rigks.
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EBA shall develop drafi regulatory technical standards to specity the common
madelling and parametric asswmptions that institutions shall reflect in their
calculation of the net interest income referred to in point (b) of paragraph 1.

EBA shall submit those draft repulatory technical standards to the Commission by
|two years after entry into force of amending Regulation],

Power is delegated to the Commission to adopt the regulatory technical standards
referred to the first subparagraph in accordance with Articles 10 to 14 of Regulation
{EUY Mo 109372010,

By the way of derogation from paragraph 1. the requirements set out in points (c) and
{eXi} 1o {e)(iv) of paragraph ! shall not apply to institutions that use the standardised
methodology referred to in Article 84(1) of Directive 2013/36/EL).

Article 449
Exposure 1o securitisarion positions

nstitutions caleulating risk-weighted exposure amounts in accordance with Part Three, Title
tH, Chapter 5 or own tunds requirements in accordance with Articles 337 or 338 shall disclose
the tullowing informatien separately For their trading and non-trading book activity:

{a}

(b)

(v)

{dy

(u)

EN

a description of their securitisation and re-securitisation activity, including the their
risk management and investment objectives in connection with those activity, their
role und the extent to which they use these transactions to transfer the credit risk of
the securitised exposures to third parties;

the type of risks they are exposed to in their securitisatton and re-securitisation
activity by level of seniority of the relevant securitisation positions, providing a
distinction berween:

Wisk retained in own-originated transactions;

Bisk incurred in relation to transactions originated by third
parties.

adescription of their policy governing the use of hedging and unfunded protection to
mitigate the risks of retained securitisation and re-securitisation posifions, including
identification of material hedge counterparties by relevant type of risk exposure;

the approaches to calculating risk-weighted exposure amounts that the institution
applies to #s securitisation business including the types of securitisation positions to
which each approach applies;

u list of 38PLs falling into any of the following categories, with a deseription of the
institulion's Lypes of on- and off-balance sheel exposures to them:

.SSPES which acquire exposures originated by the institutions;
.SSPES sponsored by the institutions;

WSSPEs and other legal entifies for which the institutions
provides securitisation-related services, such as advisory, asset
SErvicing Or management services;
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BSSPEs included in the institutions regulatory scope of
consolidation:

2 list of any legal entities in relation to which the institutions have disclosed (hat they
has provided support in accordance with Part Three, Title 1T, Chapter 3,

a list of legal entities affiliated with the institutions which invest in securitisations
originated by the institutions or in securitisation positions issued by SSPEs sponsored
by the institutions;

a summary of the their accounting policies for securitisation activity, including
where relevant a distinction between securitisation and re-securitisation positions;

the names of the ECAls used for securitisations and the types of exposure tor which
each agency is used;

where applicable, a description of the Internal Assessment Approach as sel eut in
Part Three, Title 11, Chapter 5, including the structure of the internal assessimem
process and the relation between internal assessment and external ratings of the
relevant ECAI disclosed in accordance with paragraph (i) above, the control
mechanisms  for the internal assessment process including  discussion  of
independence, accountability, and internal assessment process review. Lhe exposure
types to which the internal assessment process is applied and the stress factors used
for determining credit enhancement leveis:

separately for the trading and the non-trading book, the following information:

lrhe carrying amount of outstanding exposures securitised by
the institutions, separately for traditional and synthetic
securitisations and securitisations for which the institurion acts
only as sponsor. Far the avaidance of doubt. the reference 1o
securitised exposurcs in this point shall only include those
securitised exposures in relation to which the institutions have
transferred significant credit risk associated in accordance with
Part Three, Title [1, Chapter 3;

.lhe aggregrate amount of assets awaiting securitisation:

‘the amount of exposures sccuritised and recognised gain or
ioss on sale for the current period;

separately for the trading and 1he non-trading  book  activities, the following
information:

[ | the aggregale amount of securitisation positions relained
or purchased and the associated risk-weighted assets and
capital requirements, broken down between maditional and
synthetic securitisations and between securitisation and re-
securitisation exposures and further broken down into a
meaningful number of risk-weight or capital requirement
bands, for each capital requirements approach used;

.the amount of retained or purchased securitisation positions.
broken down between traditional and synthetic transactions
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and between securitisation and re securitisation expesures that
are deducted from own funds or risk-weighted at 1 250 %4;

for the non-trading book and regarding exposures securitised by the institutions, the
amount of impaired or past due assets securitised and the fosses recognised by the
instittions during the current period, both broken down by exposure type.

Artiele 43t
Rermuneration policy

In the manner and 1o the exient set out in Articles 433a to 433c institutions shall
disclose, at least. the following information regarding the remuneration policy and
practices of the institution for those categories of stafl whose professional activities
have a material impact on its risk profile:

{a

ib)

{c)

(d}

{e]

(f

g}

(h

infprmation concerning the decision-making process used for determining the
remuneration policy, as well as the number of meetings held by the main bedy
overseeing remuneration: during the finaneial year, including, where applicable,
information about the composition and the mandate of a remuneration
commitiee, the external consultant whose services have been used for the
determination of the remuneration policy and the role of the relevant
stakeholders;

information about link between staff pay and their performance;

the most important design characteristics of the remuneration system, including
information on the criteria used for performance measurement and risk
adjustment, deferral policy and vesting criteria;

the ralias between fixed and variable remwuneration set in accordance with point
(2) of Article 94(1) ot Directive 2013/36:EU;

information on the performance criteria on which the entitlement to shares,
options or variable components of remuneration is based;

the main parameters and rationale for any variable compenent scheme and any
uther non-cash benehits:

aggregate quantitstive information on remuneration, broken down by business
arew:

aggrepate quantitative information on remuneration, broken down by senior
management and members of stafl’ whose actions have a material impact on the
risk profiie of the institutions, indicating the following:

(i) the amounts of remuneration awarded for the financial year, split into
fixed remuneration including a description of the fixed components,
and variable remuneration, and the number of benefictaries;

(i) the amounts and forms of awarded varisble remuneration, split into
cash. shares, share-linked instruments and other types separately for the
part paid upfront and the deferred part:

255

RESTREINT UE/EU RESTRICTED |

EN



EN

(28]

| RESTREINT UE/EU RESTRICTED |

(iii) the amounts of deferred remuneration awarded for previous
performance pertods, split inte the amount due (o vest in the financial
year and the amount due 1o vest in subsequent vears;

(iv) the amount of delerred remuneration due to vest in the financial year
that is paid out during the financial year. and that is reduced through
petformance adjustments;

{v) the guaranteed variable remuneration awards durtng the financial vear,
and the number of beneficiaries of such payments;

{vi) The severance paymenis awarded in previous periods, that have been
paid out during the financiat year;

(vi) the amounts of severance payments awarded during the financial year,
split into paid upfrent and deferred, the number of beneficiaries of (hose
payments and highest payment that has been awarded to a single
person:

(i)  the number of individuals that have been remunerated EUR 1 millien or more
per financial year, with the remuneration between EUR | million and CUR s
million broken down into pay bands of EUR 500000 and with (he remungration
of EUR 5 million and above broken down into pay bands of EUR T million;

(i}  upon demand from the relevant Member State or competent authority. the 1o1al
remuneration for each member of the management body or senior
management.

For significant institutions, the guantitative information on the rentuneraiton of

institutions’ collective management body referred to in this Article shall also e made
available 10 the public, differentiating betwcen executive and non-cxeculiye
members.

Institutions shall comply with the requirements set out in this Article in a manner that
is appropriate to their size, internal organisation and the nature, scope and
complexity of their activities and without prejudice to Directive 95/46/EC.

Articie 431
Leverage

Institutions shall disclose the following information regarding their leverage ralio

calcolated in accordance with Article 429, and thejr management of the risk of

excessive leverage:
{2} the leverage ratic and how the institutions apply Article 499(2) and (3):

(b} a breakdown of the total exposure measure. as well as 2 reconciliation of the
total exposure measure with the relevant information disclosed in published
financial statements:

{c) where applicable, the amount of derecognised fidueiary items in accordance
with Article 429(11);

{d) adescription of the processes used to manage the risk of excessive leverage:
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(e} adescription of the factors that had an impact on the leverage ratio during the
period to which the disclosed leverage ratio refers.

Public development credit institutions shalt disclose the leverage ratio without the
adjustment 1o the leverage ratic exposure measure determined in accordance with
articie 429(8).

Article 431a

Ligguidine reguirements for credit institutions subject to Delegared Regwlation (EU) No

201561

Credit institutions that are subject o Commission Delegated Regulation (EU) No
201561 shall disclose information on their liquidity risk management and
informatien: relevant for the understanding of their liquidity coverage ratio and their
net stable tunding ratio.

Credit institutions that are subject to Delegated Regulation (EU) No 2015/61 shall
disclose for the last three months of the relevant disclosure period the following
information regarding the liquidity coverage ratio:

() the averages of quarterly data based on monthly fgures of the Hquidity
coverage ratio calculated n accordance with Delegated Regulation (EU)
2015/61;

{b) the total amount, after appiication of the relevant haircuts, of high guality
hiquid assels included in the liquidity buffer in accerdance with Title 11 of
Delegated Regulation (EU} No 2G15/61 and a description of the composition of
that liquidity buffer;

{t) an overview of the liquidity outflows and intlows calculated in accordance
with Title 11l of Delegated Regulation {EU) Ne 2015/61 and of the net liquidity
outflows.

Credit institutions that are subject to Title IV of Part Six of this Regulation shall
disclose the following information regarding their net stable funding ratio:

ta}  the net stable funding ratio caleulated in accordance with Chapter 2 of Title [V
of Part 8ix ol'this Regulation;

(o) a breakdown of the required stable funding calculated in accordance with
Chapter 4 of Title ['V of Part Six of this Regulation;

{c) o breakdown of the available stable funding calculated in accordance with
Chapter 3 of Title I'V of Part Six of this Regulation.

Commission Delegated Regutation (EL) 201561 of 10 October 2014 1o supplement Reguiation (EU)
No 575 203 ol the European Purliament and of the Council with regard to the liquidity coverage
reguiretent for credit institutions (OF L 11.17.1.2015. p.1)
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Article 4515
Key metrics

Institutions shall disclose the following key metrics in a tabular format:

(a}

(&)
(<}

(d)

(e)
4]
(2)
(h)

the composition of their own funds and their own fund requirements as calculated in
accordance with Article 92;

the total risk exposure amount as calculated in accordance with Arlicle 923y,

where applicable, the amount of common equity Tier 1 which the institutions are
required 1o hold in accordance with Anticle 104(1){a) of Directive 2013/36/EU;

their combined buffer requirement which the institution is required to hold in
accardance with Chapter 4 of Title VIE of Directive 201 3/36/EU:

their leverage ratio as calculated in accordance with Article 429,

their Jiquidity coverage requirement as calculated in accordance with the
Commission Delegated Regulation (EU) No 2015/61:

their net stable funding requirement as caleulated in accordance with Article 428h:

their own funds and eligible liabilities requirement as calcufated in accordance with
Articles 92a and 92b and broken down at the fevel of each resolution group where
applicable.
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TITLE I

QUALIFYING REQUIREMENTS FOR THE USE OF

{a)
{b)

{c)

{uh)

EN

PARTICULAR INSTRUMENTS OR
METHODOLOGIES

Article 432
Use of the IRB Approach to credit risk

Institutions calculating the risk-weighted cxposure amounts under the [RB Approach
shall disciose the following information:

the competemt authority's permission of the approach or approved transition;

tor each of the exposure classes, the percentage of total cxposure value as defined in
Article 166 determined, as applicable, under the standardised approach laid down in
Part Three, Title {f, chapter 2, the Internal Ratings Based approach laid down in Past
Three, Title i1, chapter 3 without own estimation of LGD and conversion factors or
thelnternal Ratings Based approach laid down in Part Three, Title 13, chapter 3 where
mstitutions are authorised to estimate LGD and conversion factors, and the part of
exposure classes that are subject to a roll-out pan,

an explanation and review of:

Bihe structure and process of intemal rating systems, the main
{eatures of the approved models and the relation between
internal and external ratings;

.inslimtinns’ use of internal estimates for other purposces than
caleulating tisk-weighted exposure amounts in accordance
with Part Three, Title 11, Chapter 3;

Bhhe process for managing and recognising credit risk
mitigation systems;

.rhe rale ol the functions involved in the development, approval
and subsequent changes of the credit risk models;

Bt scope and main content of the reporting related to credit
risk models.

for cach exposure class referred tw in Article 147, the on-balance sheet exposure
value and the off-balance sheet exposure value prior to applying the conversion
factor, as well as the exposure values afler applying the conversion factor and after
credit rsk mitigation and any mode! parameter or input relevant for understanding
the rish-weighting for a sutficient rumber of obligor grades 10 allow for a meaningful
Jifferentiation of credit risk. Disclosures shall be provided separately for exposute
classes where institutions use their own estimates of LGDs or conversion facrors for
the caleulation of risk-weighted exposure amount and for exposures for which Lhe
institutions do net use those estimates.
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{e) a description of the factors that impacted on the loss experience in the preceding
disclosure period;

6] the institution's estimates against actval outcomes over a longer period, with separate
disclosure of the following:

.estimates of losses against actual losses in each exposure class
scparately for defaulted and non-defaulicd exposures, with
appropriate information on the observation period used for
back-testing and the metrics used fo determine actual losses,
The information referred to in this peint shal! be disclosed for
each of the catepories of retail exposures referred to inpoint
(iv) of paragraph 2 over a sufficient period to allow for a
meaningful assessment of the performance of the internal
rating processes for each category;

Bestimates of PD against the actual default rate for ecach
exposure class, with separate disclosure of the PD range, the
average PD, the number of obligors at the end of the previous
disclosure period and at the disclosure period, the number of
defaulted obligors including the new defaulted obligors. and
the annual average historical default rate;

Mo the institutions using their own estimates of LGDs or
conversion factors, LGD and conversion factor outcomes
against estimates provided in the quantitative risk assessment
disclosures set out in this Article,

2. The disclosure referred te in point (c) of paragraph 1 shall be provided separately for
the fellowing exposure classes:

(a) central governments and central banks;
(b) institutions;

{c) corporate, including SMEs, specialised lending and purchased corporate
receivables;

{d) retail, for cach of the categories of exposures to which tlie different correlations
in Article 154(1) to {4) correspond; and

(€} ecquities.

Article 433
Use of credit risk mitigation technigues

The institutions applying credit risk mitigation techniques shall disciose the following

information:

{a) the core features of policies and processes for, and an indication of the extent to
which the entity makes use of on- and off-balance sheet netfing;

(b) eligible collateral evaluation and management;
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a description of the main types of collateral taken by the institution:

for guaranices and credit derivatives used as credit protection, the main types of
guarantor and credit derivative counterparty and their creditworthiness;

protection used including an unalysis of any concentration that may prevent credit
pratection from beimg etfective;

for institutions calculating risk-weighted exposure amounts under the Standardised
Approach or the [RB Approach, separately tor each exposure class, the total
exposure value noi covered by any cligible credit protection, the total ¢xposure value
that is covered — afler the application of volatility adjustments -— by eligible credit
pretection. For the equity exposure class, this requirement applies to each of the
approaches provided in Article 155;

for institutions calculating risk-weighted exposure amounis under the Standardised
Approach or the [RB Approach, separately for each exposure class, the secured
amount of exposures that are covered by eligible credit protection:

the carresponding conversion factor and of the credit risk mitigation associated with
the exposure and the incidence of credit mitigation techniques with and without
substitution eftect - and conversion {actors on the exposure:

for institutions calcutating risk-weighted exposure amounts under the Standardised
Approach, separately for cach exposure class, the risk-weighted exposure amount
and the ratio between the risk-weighted exposure amount and the exposure value
afier the application of the corresponding conversion factor and after the application
of credit risk mitigation assoclated with the exposure;

for institutions calculating visk-weighted exposure amounts under the IRB Approach,
the risk-weighted exposure amount before and afier recognition of the credit risk
mitigation impact of credit derivatives, separately for those exposure classes in
which they provide their own estimates of LGD or conversion factors and for those
exposures ¢lasses in which they do not.

Article 454
Lhe of the Advanced Measnrement Approaches 1o operational risk

The institutions using the Advanced Measurement Approaches set out in Anicles 321 to 324
for the ealculation of their own funds requirements for operatienal risk shall disclose a
deseription of the use ol insurance and other risk transfer mechanisms for the purpose of
mitigating this risk.

Article 455
LUse of Internal Market Risk Models
Institulicnis that, in accordance with Article 325ba, are permitted by their competent
authority 1o use their internat models w calculale own funds requirements for market
risk shall disclose ihe scope, the main characteristics and the key muodelling choices
of the dirterent models used te calculate the risk exposure amounts {or the mgin
models used at the consolidated level in accordance with Part One, Title [I. Those
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institutions shall explain to what extent these models represent all the models used at
the consolidated level.

Where applicable in accordance with Article 104b. institutions shall disclose
individually for the main trading desks and on an apgregale basis for the remaining
trading desks:

{a} the highest, lowest and mean value over the reporting period of the following
items:

(i) unconstrained expected shortfall measure as determined in Article 323
ba(2)¥a};

(i) the own funds requirements for market risks that would be calculated in
accordance with Chapter 1a of this Title had the institutions nol becr
granted the permission to use their internal models for the relevant
trading desk as determined in Article 325 ba(2)(b).

{b) for the expected shortfall models:

(i) the number of back-testing overshoolings over the last 250 business
days;

(i) the number of P&L attribution breaches aver the last 12months:

[nstitutions shall disclose separately the following elements of the own funds
requitement as specified in Article 325bb: :

{2}  the unconstrajned expected shortfall measure for the mast recent risk measures:
and

(b}  the average of the previous 12 weeks' risk measures for each of the toilowing:
(i) the expected shortfall risk measure;
(11) thestress scenario risk measure lor the non modeliabie risk latiors:
(itiy the own funds requirement for default risk:

{iv) the subtotal of the measures listed in paints (1), (it} and (iii) {or the 12
week average, the subtotal including the applicable multiplier;

(v) the wotal capital charge."

Article 456 is replaced by the following:

"drticle 456
Deleguted acts

The Commission shall be empowered to adopt delegated acts in accordance with Article 462,
concerning the following maiters:

clarification of the definitions set out in Articles 4. 5, 142, 153, 192, 242, 272, 300,
381 and 411 to cnsure uniform applicatien of this Regulation:
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claritication of the definitions set out in Articles 4, 5, 142, 153, 192, 242, 272, 200,
381 and 411 in order 1o take account, in the application of this Regulation, of
developments on Financial markets:

amendment of the list of exposure classes in Articles 112 and 147 in order 1o take
account of developments on financial markets;

the amount specitied in point (¢) of Article 123, Article 147(5)a), Article 153(4) and
Article 162(4), 10 take into account the effects of inflation;

the list and classification of the off-balance sheet items in Annexes [ and 11, in order
io take account of developments on financial markets;

adjustment of the cateyorics of investment firms in Article 95(1) and Article 96(1) to
take aceount of developments on financial markets;

clarification of the requirement laid down in Article 97 to ensure uniform application
ot this Regulation;

amendment of the own unds requirernents as set out in Articles 301 to 311 of this
Repulalion and Articles 30z to 50d of Regulation (EU) No 648/2012 to take account
of devetopments or amendments of the international standards for exposures to a
central counterparty;

clarification of the terms veferred to in the exemptions provided for in Article 400;

amendment of the capital measure and the totzal exposure measure of the leverage
ratio referred fo in Article 42%2) in order to correct any shorteontings discovered on
the basis of the reporting referred to in Article 430(1) befere the leverage ratio has to
be published by institutions as set out in Article 431(1)a).

amendments to the disclosure requirements laid down in Titles 1I and I3l of Part
Eight to take account of developments or amendments of the international standards
on disclosure”.

The following new Article 473a is inserted after Article 473:

“Areicle £73a
futroduction of IFRS ¢

During the period [1 January 2019 until 31 December 2023] institutions that prepare
their accounts in conformity with the international accounting standards adopted in
accordance with the procedure laid down in Article 6(2) of Regulation (EC}
No 16062002 may add 1o their Conumon Equity Tier 1 capital the amount
determined in accordance with paragraph 2 of this Article multiplied by the
applicable factor laid down in paragraph 3,

The amount referred to in paragraph 1 shall be calculated as the twelve month
expected credit losses determined in accordance with paragraph 5.3.5 of Commission
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Regulation (EC) No .... / 2016 () and the amount of the loss aliowance for
financial instruments equal to the lifetime expected losses determined in accordance
with paragraph 5.5.3 of Commisison Regulation (ECINo .../ 2016 (.

In calculating the amount referred to in paragraph 1, thefollowing factors apply:
(a} 1 inthe period from | January 2619 to 31 December 2019;

(b} 0.8 in the period from 1 January 2020 to 31 December 2020:

(¢)  0,6in the period from 1 January 2021 to 31 December 2021:

(d) 0,4 in the period from 1 January 2022 to 31 December 2022;

{e} 0.2 in the period from 1 January 2023 to 31 December 2023.

Institutions shai! disclose the amount that is added to their Common Equity Tier |
capital in accordance with paragraph [ in their disclosure of own funds ",

In Article 493, the lollowing paragraphs are added afler paragraph 3:

‘4. By way of derogation to Article 395, competent autherities may allow institutions to incur

(144)

one of the exposures provided for in points (a)cXd)(e) of Article 400(1)
denominated and funded in the currency of any Member Statcs up to the following
values, after taking into account the effect of the credit risk mitigation in accordance
with Articles 399 to 403:

(a)  100% of the institution's Tier | capital until 31 December 2018:
(b)  75% of the institution’s Tier 1 capital until 31 December 2019:
(c)  30% of the institution's Tier | capital until 31 December 2020.",

Article 494 is replaced by the following:

“Articie 494
Transitionaf provisions - requirement for own funds and eligible liabilities

By way of derogation from Article 92a, as of 1 January 2019 until 3] December
2021, institutions identified as resolution entities that are an EU G-Sil or part of an
EU G-8II shall at all times satisfy the following requirements for own (unds and
eligible liabilities:

(a)  arisk-based ratio of 16%, representing the own funds and eligible ffabilities of
the institution expressed as a percentage of the total risk exposure amount
caleulated in accordance with paragraphs 3 and 4 of Article 92;

(b)  anon-risk-based ratio of 6%, represcnting the own funds and cligible liabilities
of the institution expressed as a percentage of the toal exposure measure
referred to in Article 429(4),

Commission Regulation (EC) No....72006 of .. ...... 2016 adopting certain international accounting
standards in accordance with Regulation (EC) Ne 1606:2002 of the European Parliament and of the
Council (OJ L, .......p. ).
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By way of derogation from Article 72b(3}, as of | January 2019 until 31 Deceniber
2021.the extent to which eligible liabilities instruments referred to in Article 728(3)
may be included in eligible labilities items shall be 2.5% of the total risk exposure
amount calculated in accordance with paragraphs 3 and 4 of Article 92.

The following article 4944 is inserted atter article 494:

"driicle 424a
Grandfathering of issuances through SPEs

By way of derogation [rom Anicle 52 capital instruments not issued directly by an
institntion shall qualify as Additional Tier | instruments until 31 December 2021
only if'all of the following conditions are met:

{a)  the conditions laid down in Article 52(1), except for the condition requiring
that the instruments are directly issued by the institution;

tb}  the insiruments are issued through an entity within the consolidation pursuant
w Chapter 2 of Title If of Part One;

(c)  the proceeds are immediately available to the institutien without limitation and
in 4 form that satisties the conditions laid down in this paragraph.

By way of derogation from Article 63 capitat instruments not issued directly by an

institution or subordinated loans not raised direcily by an institution, as applicable

shall qualify as Tier 2 instruments until 31 December 2021 only if all of the

following conditions are met:

(a)  the conditions laid down in Article 63(1}, except for the condition requiring
that the instrumems are directly issued by the institution;

ib)  the insuruments are issued or subordinated loans are raised, as applicable,
through an entity within the consolidation pursuant to Chapter 2 of Title 1I of
Part One:

(c)  the proceeds are immediately available to the institution without fimitation and
in a forn that satisfics the conditions laid down in this paragraph.”.

Article 497 is replaced by the following:

“Article 497
hen fundy reqrirements for exposures ro CCPs
Wheze a third-country CCP applies for recognition in accordance with Article 25 of
Repulation (EU) No 6482012, institutions may consider that CCP as a QCCP
starting from the dale on which it submitted its application for recognition to ESMA
and until one of the following dates:

t2)  where the Cenunission has already adopled an implementing act referred 1o in
Artiele 25(6) ol Regulation (EU) No 648/2012 in relation fo the third country
in which the CCP 15 established and that act has entered into force, twa years
afier the date of submission of the application;
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(b) where the Commission has not yet adopted an implementing act referred 1o in
Article 25(6) of Regulation (EU) No 648/2012 in relation 1o the third country
in which the CCP is established or where that act has not et entered into force,
the earlier of the following two dates:

(i) two years after the date of entry into force of the implementing act;
(ii) five years after the date of submission of the application.

Uniil the expiration of the deadline defined in paragraph 1. where a CCP referred to
in that paragraph neither has a default fund nor has in place a binding arrangement
with its clearing members that allows it to use all or parl of the initial margin
received from its clearing members as if they were pre-funded contributions. the
institution shall substitute the formula for calculating the own funds requirement (Ki)
in Article 308(2) with the following one:

Kew, = max {Kecp o 8% - 2% - I}

Article 499 (3) is deleted.
Articie 501 is replaced by the following:

"Article 501
Adjustment to SME exposures

Risk-weighted exposure amounts for exposures to $MEs shall be adjusted in
accordance with the following formulae:

(i) iFE'<=EUR 500 000, RW* = RW - 0.7612;

(i) if E'>EUR 1 500 000, RW* = min {RW; EUR 1 560 600} - 0.7612 - max
{0; RW — 1 500 000} - 0.85;

where:
RW* = adjusted risk weighted exposure amount for an exposure to un SME:
E = the total amount owed to the institution and parent undertakings and its

subsidiaries, including any exposure in default, by the obligor client or group of

connected clients, but excluding claims or contingent claims secured on residential
property collateral;

RW = risk weighted exposure amount for an exposure to an SME calculated
in accordance with Title I1, part [T and the present Article.

For the purpose of this Article:

(a) the exposure to an SME shall be included either in the retail or in the
corporates or secured by mortgages on immovable property classes. Exposures
in default shall be excluded;

{(b) an SME is defined in accordance with Commission Recommendation
2003/361/EC of 6 May 2003 concerning the definilion of micro. smalt and
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medium-sized enterprises™, Among the criteria listed in Article 2 of the Annex
to that Recommendation only the annual turnover shall be taken into account.”

(149)  The following new Articles are introduced after Article 501:

"drticle 501a

Adfusiment to capitel requirements for credit risk for exposures to entities that operote

ar finance physical assets thay provide or support essential public services

1. Capital requirements for credit risk calculated in accordance with Title 1, Part 11
shall be multiplied by # factor of 0.75 provided the exposure complies with all the
following criteria:

{a}
{b)

)

(d)

=

(t}
e

the exposure is included either 1 the corporate asset class or in the specialised
lending exposures ¢lass, with the exclusion of exposures in default;

the exposure is to an entity which was created specifically 1o finance or operate
physical assets that provide or support essential public services;

the primary source of repayment of the obligation ts the income generated by
the assets being financed, rather than the independent capacity of a broader
commercial enterprise;

the obligor can meet its financial obligations even under severely stressed
conditions that are relevant for the risk of the project;

the cash tlows that the obligor generates are predictable and cover all future
loan repayments during the duration of the loan;

the re-financing risk of the exposure is low or adequately mitigated;

the contractual arrangements provide lenders with a high degree of protection
including the following:

(i) where the revenues of the obligor are not funded by payments from a
large number of users, the contractual arrangements shall include
provisions that effectively protect lenders against losses resulting from
the termination of the project by the party which agrees to purchase the
gooads or services provided by the obiigor;

(i1} the obligor has sufficient reserve funds fully funded in cash or other
tinancial arrangements with highly rated guarantors 10 cover the
contingency funding and working capital requirements over lifetime of
the assets referred to in point b) of this paragraph;

(it} the lenders have a substantial degree of contro! over the assets and the
income generated by the obligor;

{iv) lenders have the benefit of security to the exten permitted by national
law in all asscts and contractual arrangements necessary to operate the

OJ L 124, 2031005, p. 36
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assets referred to in point b) or have alternative mechanisms to secure
their position;

(v)  equity is pledged to lenders such that they are able to take control of the
entity upon default:

(vi) the use of net operating cash flows after mandatory payments from the
project for purposes other than servicing debt obligations is restricted:

{vii) there are contractual restrictions on the ability of the obligor to perform
activities that may be detrimental to lenders, including the restriction
that new debt cannot be issued without the consent of existing debt
providers,

Lhe obligation is senior to all other claims other than stalutery claims and
ciaims from derivatives counterparties;

where the obligor is in the construction phasc the following criteria shall be
fuifilled by the equity investor, or where there is more than ene equity investor.
the following criteria shall be fulfilled by a group of equily investors as a
whole:

() the equity investors have a history of successfully overseeing
infrastructure prajects, the financial strength and the relevant expertise.

(ii) the equity investors have few competitors or substantial and durable
competitive advantages;

(iii) the equity investors have a low risk of defaull. or there is a low risk of

material losses for the obligor as a result of the their default,

(iv) the are adequate mechanisms in place to align the interest of the cquity
invesiors with the interests of lenders;

(v) the project is highly strategic for the equity investor:

the obligor has adequate safeguards to ensure completion of the project
according to the agreed specification. budgel or completion date: including
strong completion guarantees;

where operating risks are material, they arc properly managed;
the obligor uses tested technology and design;
all necessary permits and authorizations have been obtained:

the obligor uses derivatives only for risk-mitigation purposes.

For the purposes of paragraph 1{e), the cash flows generated shall not be considered
predictable unless a substantial part of the revenues satisfies the following
conditions:

(a)

one of the following eriteria is met:
(i) the revenugs are availability-based;

(ii} the revenues are subject 10 a rate-ot-rglurn regulation:
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(iii} the revenues are subject 1o a take-or-pay contract;
(iv) the level of output or the usage and the price shall independently meet
one of the following criteria:
- it is regulated,
- it is contractually tixed,
it is sutficiently predictable as a result of Jow demand risk:

{b) where the revenues of the obligor are not funded by payments from a large
number of users, the parly which agrees to purchase the goods or services
provided by the obligor shall be one of the following:

(i) acentral government, regional government or local authority,
(i) » PSE with an ECAL rating with a credit quality step of at least 3;

(i) a corperate entity with an ECALI rating with a credit quality step of at
least 3;

(iv) an entity that is replaceable without a significant change in the tevel and
timing of revenues.

3 Institutions shall report to competent authorities every [x] months on the total
amount of exposures to infrastructure project entities calculated in accordance with
this Article.

4. The Commission shall, by [four years afier the entry into force] report on the impact
of the own iunds requirements laid down in this Regulation on lending 10
infrastructure project entities and shall submir that report to the Furopean Parliament
and Lo the Council, together with a legislative proposal, if appropriate.

3. For the purpose of paragraph 4. EBA shall report on the following to the

Commission:

(a) an analysis of the evolution of the trends and conditions in markets for
infrastruciure lending and project linance over the period referred to in
paragraph 4;

(b}  an analysis of the elltective riskiness of entities referred to in paragraph | (b) of
paragraph ! over a full economic cycle;

() the consistency of own {unds requirements laid down in this Repulation with
the outcomes of the unalysis under points () and (b).

Arvicle 301k
Own fundy requirements for market risis
1. Until three years after the date of application of the provisions conceming the
approaches set oul in Chapters 2 and 3, Title IV, Part 3 in accordance with Article
521, institulions that use these approaches to calculate the own funds requirement for
market risks shall mukbtiply their own funds requirements for market risks calculated
under these approaches by a factor of 63%.
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2 EBA shall monitor the appropriateness of the level of own funds requirement for
market risks calculated in accordance with the approaches set out in Chapters 2 and
3, Title IV, Part 3 by institutions in the Union and report to the Commission on the
opportunity to change the calibration of these approaches by [two yvears after the
entry inie force]. This report shall at least assess:

(a) for the most common financial instruments assigned to the trading book ol

institutions in the Union, whether the level of own funds requirements for
market risks calculated by institutions in accordance with the approach set out
in Chapters 2, Title TV. Part 3 is excessive as compared to the own lunds
requirements for market risks calculated by institutions in accordance with the
approach set out in point (a) of paragraph | of Article 325.

(b} for the most commen financial instruments assigned to the trading beok of

institutions in the Union, whether the level of own funds requirements for
market risks caiculated by institutions in accordance with the approach set out
in Chapters 3, Title IV, Part 3 is excessive as compared to the own lunds
requirements for markes risks calculated by institulions in accordance with the
approach set cut Chapters 7, Title IV, Part 3.

(¢) for the most commeon financial instruments assigned to the trading book of

institutions in the Union, whether the level of own funds requirement for
market risks calculated by institutions in aceordance with the approach set out
in Chapters 2, Title IV, Part 3 is excessive as compared (o the level ol own
funds requirement for market risks calculated by institulions in accordance
with the approach sct out in Chapters 3, Title [V, Part 3.

3. Before three years after the entry into force the approaches set out in Chapters 2 and

3, Title IV, Part 3 in accordance with Article 521, the Comumission shall, if

appropriate and taking into account the report referred 1o in the first subparagraph,
international regulatory developments and the specificities of financial and capital
markets in the Union, be empowered to adopt a defegated act in accordance with
Articie 462 of this Regulation to amend Chapter 1a and 1b Title 1V, Part 3 of this
Regulation.

4. In the absence of adoption of the delegated act referred to in he previous
subparagraph before three years after the entiry into force the approaches set out in
Chapters 2 and 3, Title IV, Part 3 in accordance with Article 521, the treatment set
out in paragraph 1 shall cease to apply.

Articte 301¢
Derogation for inmvestment firms other than systemic investment firms
lnvestment firms, that are not sysiemic investment firms as defined in point 139 of Anticle
4(1), may continue to apply the provisions of this Regulation as they stood on [day before the
date of entry into force of the amending regulation] provided that those investment firms
notify their intention to apply this Article 1o the relevant competent authority by ne later than
[fixed date- before application],"

(150)  Article 507 is replaced by the following:
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"drticle 307
Large exposures

The EBA shall monitor the use of exemptions set oul in Article 406 (1) and (2) and Article
390 (6} and by [one year afler entry into force of the amending Regulation] submit a report to
the Commission assessing the quantitative impact that the removal of those exemptions or the
seiting of a limit on their use would have. The report shall assess, in particular, for each
exemption provided tor in those Articles:

(at}
(b
()
1151y
(132

the number of large exposures exempted in each Member State;

the number of institutions that make use of the exemption in each Member State;
the aggregate amount of exposures exempted in each Member State.",

Anticle 511 is deleted.

The following new Article is added atier Article 519:

"drticle 51%a
Ehen funds requirements for market risks

1. EBA shall, by [five years atter the entry inlo force of this Regulation], report to the
Commission on the suitability of:

(a)  lhe methodologies used by institutions to caleulate sensitivities for the purposes
of caleulating the own funds requirements for market risks with the
standardised approach set out in Chapter Ta, Title [V, Part 3:

(b}  the use of the simplilied standardised approach referred (o in Article , Title IV,
Part 3 to caleulate the own funds requirements tor market risks;

tc)  the assessment of the modeltability of risk factors as set out in Article 325bf;

tdy  the conditions of Article 325by that define compliance with the backsesting
requirements.

On the basis of this proposul, the Commigsion may submit a legislative proposal to
amend this Regulation.

The report referred 1o in paragraph 1(a) shall take inmo account:

(a)  the extent to which the use of sensitivities is 2 source of variability in the own
funds requirements for market risks calculaled with the standardised approach
by institutions;

(b) the extent 1o which additional specifications in the assumptions of pricing
models used tor the caleutation of sensitivities would be beneficial to ensure
the apprepriateness of the own tunds requirements for market risks;

The report referred to in paragraph 1¢b) shall take into account:

ta}  whether the simplibed standardised approach may be kept and recalibrated to
achieve a comparable level of own funds requirements as the methods;

tb) whether the simplified standardised approsch may be replaced by another new
simplified method for the ealeulation of the own funds requirements for market
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1

risks. in light of intemational regulatory developments. whilc ensuring that any
rew simplified method for the calculation of the own funds requirements for
market risks shall not create additional undue complexity for the institutions
eligible to apply it

4, The report referred to in paragraph 1(c) shall take into account the condition referred
to in Article 325bf{1)(b) is in line with the liquidity horizon of the risk factor,

5. The report reterred to in paragraph 1(d) shall take into account:

(a)  the extent 1o which the value at risk may be replaced by a more appropriate risk
measure for the purpose of backiesting the risk measure calculated in for
modellable risk factors, in which case how would be re-delined the
muliiplication factors based on the more appropriate risk measure:

(b)  whether the derogation referred to in Article 325bg(8) is appropriate.1.”.
(153)  In Article 521{2) the following points are added afier point {c):

“(d} Chapter ia and {b, of Title IV, in Part 1l as amended through Regulation famending
Reguiation] conceming the approaches to determine the own funds requirements for
market risks, which shall apply as of [two years after the entry into force of the
amending Regulation];

{c) Part Seven and Article 92(1)d) as amended through Regulation [amending Regulation]
conceming the leverage ratio, which shall apply as of fone year after the entry into
force of the amending Regulation];

(f) Article 448 as amended through Regulation [amending Regulation] eonceming exposures
1o interest rate risk on positions not included in the trading book. which shall apply
as of {two years after the entry into force of the amending Regulation];

(g) Sections 3 to 5 of Chapter 6of Title 1I. of Part Three as amended through Regulation
[amending Regulation] concerning the standardisc approach to counterparty credit
risk, which shall apply as of [one year after the entry into force of the amending
Regulation];

(h) Section Nine of Chapter Six of Part Three as amended through Regulation |amending
Regulation] concerning exposures to CCPs, which shall apply as of Jone year alier
the entry inta force of the amending Regulation];

(i} Articles 128, 132, 1322 and {52 as amended through Regulation jamending Regulation]
concerning equity investments in CIUs, which shall apply as of {one year after the
entry into force of the Regulation];

(j) Title IV, of Pant Six introduced through Regulation [amending Regulation] concerning the
net stable funding ratio, which shall apply as of [one year after the entry into force of
the amending Repulation]:

(k) Articles 92a and 92b introduced through Regulation [amending Reguiation], which shail
apply as of' | January 2019,

After the date specified in paint (d), institutions shall no longer use the simplilied
internal model approach set out in point (d) of paragraph 1 of Article 325. to
determine the own funds requirements for market risks.
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Alter the date specified in point (d), institutions shall no longer use the simplified
standardised approach set out in point (¢) of paragraph ! of Article 325, to determine
the own funds requirements for market risks unless they meet the conditions set out
in paragraph 1 of Article 325a.".

Annex H is replaced with the following:

"ANNEX II
Types of derivatives

[nterest-rate contracts:

(a}  single-currency interest rate swaps;

(b}  basis-swaps;

{e) forward rate agreements;

(d} interest-rate futures;

{e} inlerest-rate options:

i) other contracts of simitar nature.

2. Foreign-exchange contracts and contracts concerning gold:
{4)  cross-currency interest-rate swaps;

(b} forward foreign-exchange contracts;

() curreney fulures;

(d)  currency options;

(e} other contracts of a simiar nature;

(1) centracts of a nature similar to (a) to (&) concerning gold.

3. Contracts of a nature similar to those in points 1(a) to (e} and 2(2) to (d) of this
Atnex coneerning other reference items or indices. This includes as a minimum ail
instruments specitied in points 4 to 7, 9 and 10 of Section € of Annex ! to Directive
2014°65°EU not otherwise included in point I or 2 of this Annex.”

Article 2
Amendnents of Regulation (EU) No 64872012

Paragraph 2 of Article 50a is repiaced by the following:

“2. A CCP shall caleulate the hypothetical capital {KCCP) as follows:

EN

Keep = Z EAD; - RW - capital ratio
1

where:

i the index denoting the clearing member;
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EAD, = the exposure amount of the CCP to clearing member i, including the clearing
member’s own transactions with the CCP, the client transactions puaranteed by the
clearing member, and all values of collatera held by the CCP. including the clearing
member's prefunded default fund contribution. against these transactions, reluting ta
the valuation at the end of the regulatory reporting date before the margin calied on
the final margin call of that day is exchanged;

RW =g risk weight of 20 %:
capital ratio = B %."

Article 50b is replaced by the following:

“Article 56h
General rules for the calcudation of Keep

For the purposes of the calculation laid down in Article 50a(2}, the following shall apply:

(a)

a CCP shall caleulate the value of the exposures it has 1o its clearing members as
tollows:

(v} for exposures arising from contracts and transactions listed in points {a}
and (c) of Article 301(1) of Regulation (EU) No 5752013 it shall
calculate the value in accordance with the method sel out in Section 3
of Chapter 6 of Title Il of Part Three of that Regulation by using a
margin period of risk of 10 business days:

{vi) for exposures arising from contracts and transactions listed in point (b}
of Aricle 301(1) of Regulation {EU) No 575/2013 it shall calculate the
value (EADI) in accordance with the fellowing formeala:

EAD; = max{EBRM, — [M; — DF;; 0}

where:
i = the index dencting the clearing member:
EBRM; = the exposure value before risk mitigation that is equal to the exposure

value of the CCP to clearing member 7 arising from atl the contracts and transactions
with that clcaring member, calculated without 1aking into account the collateral
posted by that clearing member;

IM; = the initial margin posted to the CCP by clearing member i:
DF; = 1he prefunded default fund contribution of clearing member i.
All values in the formula in the first subparagraph shail relate to the valuation al the

end of the day before the margin called on the final margin call of thal day is
exchanged.

(vii) for exposures arising from transactions relerred to in the second
subparagraph of Article 301(1) of Regulation (EU) No 573/2013 it shail
calculate the value in accordance with the fosmula in point (i), and
shall determine EBRM, in accordance with Parl Three, Titic V of (hat
Regulation.
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For the purposes of points {i) and (i1} of the first subparagraph, the exception set out
in point (a2} of Article 285(3) of that Regulation shall nat apply.

For the purposes of point (ii} of the first subparagrapk, the COP shall use the method
specified in Article 223 of that Regulation with supervisory volatility adjustments set
outin Anticle 224 of that Regulation to calculate the exposure value.

for instirutions that fal! under the scope of Regulation (EU) No 575/2013 the netting
sets are the same as those detined in Part Three, Title 11 of that Reguiation;

where a CCP has exposures 1o one or more CCPs it shall treat any such eXposures as
i they were exposures 1o clearing members and include any margin or pre-funded
contributions recerved trom those CCPs in the calculation of Kees;

where a CCP has in place a binding contracival arrangement with its clearing
members that allows it w wse all or part of the initial margin received from its
clearing members as il they were pre-funded contributions, the CCP shall consider
that initial margin as prefunded contributions for the purposes of the calculation in
paragraph 1 and not as initial margin;

where the CCP's prefunded own resources are shared among product types, the CCP
shall allocate those rescurces to each of the caleulations, in proportion to the
respective product-specific EAD;

where collateral is held against an account containing more than one of the types of
vontracts and transactions referred to in Article 301(1), the CCP shail allocate the
inttial margin provided by the clearing member or client, as applicable, in proportion
to the EADs of the respective types of contracts and transactions calculated in
accordance with point (a), without (aking into account initial margin in the
calculation;

where a CCP has more than one default fund, it shall carry out the calculation for
each detault fund separately;

where a cleanng member provides chent clearing services, and client transactions
and collateral are held in separate sub-accounts to the clearing member’s proprietary
business, the CCP shal! carry eut the caleulation ot EAD; for each sub-account
separately. In those cases, the CCP shait calculate the elearing member's 1tal EAD;
as the sum of the EADs of the clients’ sub-accounts and the EAD of the clearing
member's proprietary business sub-account;

for the purposes of point (). where DF; is not split between clients' and the clearing
member's proprietary business sub-accounts, the CCP shall allocare DF, per sub-
accaunt according to the respective fraction the initizl margin of that sub-account has
in relation 1o the total initial margin posted by or for the account of the clearing
member;

the CCP shall not carry out the caleulation in accordance with point {iii} of point {a)
where the default fund covers cash transactions only.”

In Article S0¢ points (d) 10 () are deleted.
In Article 50d point (d) is deleted.
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(159)  Paragraph 5a in Article 89 is replaced by the following:

“5a. Where a CCP referred 10 in Article 497 of Regulation (EU) 575/2013 does not have a
default fund and it does not have in place a binding arrangement with its clearing
members that allows it to use all or part of the initial margin received from its
clearing members as if they were pre-funded contributions, the information it shall
Teport in accordance with Article 50¢(1) of this Regulation during the transitional
period set out in Article 497 of Regulation {(EU) 57572013 shall inciude the total
amount of initial margin it has received from its clearing members (IM).”

Article 3
Entry into force and date of application

This Regulation shall enter into force on the day following that of its publication in the
Official Journal of the European Union.

This Regulation shall be binding in its entirety and directly applicable in all Member Statcs.

Done at Brussels,

For the European Parligment For the Council
The President The President
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LEGISLATIVE FINANCIAL STATEMENT

1. FRAMEWORK OF THE PROPOSAL/INITIATIVE
1.1. Title of the proposaliinitiative
1.2, Policy area(s) concerned in the ABM/ABB structure

1.3, Nature of the proposal/initiative
1.4, Objective(s)

1.5, Grounds for the proposal/initiative
1.6, Duration and financial impact

1.7, Management mode(s) planned

!’J

MANACEMENT MEASURES
2.1, Monitoring and reporting rules
230 Munagement and contrel system

2.3, Measurcs o prevent fraud and irregularities

3. ESTIMATED FINANCIAL IMPACT OF THE PROPOSAL/INITIATIVE

3.1 Feading(s) of the multiannual financial framework and expenditure budget
line(sy alfected

3.2 Estimated impact on expenditure

[N

2.4 Summmary of estimated impact on expenditure

2

e

2. Extimated impact on aperaiional appropriations

320 Estimatod dmpact on approprictions of an adminisirative natyry
3. 2.4 Computibiting with the curvent multiomnval financial framewark
3,23 Third-party contributions

3.3, Lstimated impact on revenue
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LEGISLATIVE FINANCIAL STATEMENT

FRAMEWORK OF THE PROPOSAL/INITIATIVE
Title of the proposalfinitiative

Proposal for a Regulation of the European Parliament and of the (kou;lz}l_—lﬁz;l—méi
t Regulation (EU) 575/2013 on prudential requirements for credit institutions and ;
| investment firms ) o o

Policy area(s) concerned in the ABM/ABR structure™
[NA

L — —- - R B . .

Nature of the proposalinitiative
0O The proposalfinitiative relates 10 a new action

O The proposalfinitiative relates to & new  action following a  pilot
project/preparatory action™

& The proposal/initiative relates to the extension of an existing action
0O The proposal/initiative rclates to an action redirected towards a new action
Ohbjective(s)

The  Commission’s  multiannual strategic  objective(s)  targeted by the
proposaliinitiarive

A Deeper and Fairer Economic aﬁé}ﬂonetary Unien. See the Slralcgi‘cﬂl_’-l.;—m 2016 - |
i 2020 of Directorate-General for Financial Stability, Financial Services and Capital
: Markets Union.

| General objective of the proposal is to contribute to {inancial stability, reduce the
| likelihood and the extent of taxpayers' support in bank resolulion as well as
contribute to sustainable financing ol the economy. For further details, see the
Impact Assessment Lo the proposal.

| For more information, see the Impact Assessment accompanying the proposal. ]

Specific objective(s) and ABM/ABR activityfies) concerned
Specific objective No ’

1) enhance risk-capturing (ircl. risk-sensitivity) of the prudential framework so that
it better reflects all the different risks embedded in the banking activity:

2) increase proportionality of rules that lead to unnegcessary administrative burden
and compliance costs;

| 3) enhance the level playing feld and reduce tisk arbitrage opportunities;

ABM: activity-based management; ABB: activity-based budgeting,
As referred to in Article 54{2}a) or (b) of the Financiai Regulation.

278

|_RESTREINT UE/EU RESTRICTED |

EN



EN

_ RESTREINT UE/EU RESTRICTED |

}' '4) enhance czi_;;igi;:\; {11'!u§;:éB§B;étioii'éﬁa _rgéapitalisation of G-SIBs worldwide;

| .
! 5) enhance legal certainty and coherence.
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143 Expected result(s} and impact

Specify the effects which the proposaliinitiative shorld have o the heneficiaries-groups iorgered

Implementing the remaining elements of the regulatory Iramework agreed at 2
international level {leverage ratio, NSFR, revised market risk rules etc.) in Union law
would ensure that EU institutions would i) be better capitalised, ii) have more stable
sources of funding, and 1ii) not have excessively leveraged balance shecis and would
thus be better positioned to withstand economic shocks. This would in turn reduce
the risk of their failure and thus reduce the probability thai they would need to he
bailed-out by the public sector.

| For more information, see the Impact Assessment accompanying the proposal.

14 Indicators of results and impact

Specifyr the indicators for mastitoring implemamiation af the proposal initiuive.

On NSFR:

/ e 1
Indicator Net Stable Funding Ratio (NSFR) for EU banks B
Target As of 2019, 99% of banks taking part to the EBA Basel [il moritoring ¢

exercise meet the NSFR at 100% {£5% of group 1 and 89% of group 2 |
banks meet the NSFR as of end-of Decernber 2015) .
_ Source of data Semi-annyal the EBA Basel Il monitoring reports

On leverage ratio:

Indicator .._.__| Leverage ratia (LR} for EU banks .
! Target As 0f 2019, all group 1 banks
4
3 99% of banks exceed the leverage ratio of 3% (93.4% mel LR as of
i June 2015) i e _“71‘
' Source of data _Semi-annual EBA Basel il monitoring reports . 1
On SMEs
N ey
‘ Indicator Financing gap to SMEs in the EU. i.e. difference between the neeg for |
external funds and the availability of funds R :
Target <13% (last known figure — 13% as of end 2014) e i
Sowrce of data European Commission / European Central Bank SAFE Survey {data |
L | coverage limited to the euro area) e i
On TLAC: ) :
]
Indicator TLAC in EU G-SIBs !
Target All EU G-SlBs meet the target {>16% RWA/6% LREM as of 2019, >
18% RWA/B.75% LREM as of 2027) i
Source of data Semi-annual EBA Basel Il manitoring reperts i
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On trading book:

Indicatar

Target

Observed variability of risk-weighted assets of aggregated portfolios
applying the internal models approach, measured i terms of the
Coefficient of Variation, t.e. standard deviation divided oy the average
valiue.

-As of 2019 vanability of the ES capital charge for aggregated
portfolios should be 20% lower than the current variabiiity of the VaR
capital charge®*.

-As of 2019, varability of the DRC capital charge for aggregated
portfolios should be 30% lower than the current variability of the IRC
capital charge.

*Reference values for the "current variability” of vaR and IRC capital
charges should be those estimated by the latest EBA "Report on
variability of Risk Weighted Assets for Markei Risk Portfolios"
calcuiated for aggregated portfolios.

' Source of data

EBA Report on variability of Risk Weighted Assets for Market Risk

Portfolios. New values should be calculated according to the same
methodology

On proportionality:
255 |

{Indicator

E_Ti"_'a‘it -

: Source of data

Reduced burden from supervisory reparting and disclosure

. Survey to be developed and conducted by EBAby 2022

80% of smaller and iess complex institutions report reduced burden

{43,

| Grounds for the proposal/initiative

Reguirement(s) {o be et in the shorr or fongr term

!_:‘\ deeper and tairer conomic and Monetary Union.

146

Added value of EU iemvafvement

" The objectives pursued by these measures as discussed above can be betier achieved |
: al EU level rather then by different narional initiatives, National measures atmed at |

- e, reducing bank's leverage, sirengthening bank’s stable funding and trading book |
capital requirements would not be as effective in ensuring linancial stability as EU !
rules. given the freedom of banks to cstablish and provide services in other Member |
States and the resulting degree of cross-border service provision, capital flows and |
market integration. On the contrary, national measures could distort competition and |
affect capital flows. Moreover, adopting national measures would be legally |

challenging, given that the CRR already regulates banking matters, including |

luverage requirements (reporting), liquidity (LCR) and trading book requirements,

The amendment of existing CRR is thus considered to be the best alternative, as it \
would promote a uniform application of banking regulatory standards and ensure a :

level playing field throughowt the EU banking system. Thesc objectives cannot be |

“sufficiently achieved by Member States alone. This is particularly imponant in the
bunking sector where many banks operate across the EU single market. Full |
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cooperation and trust within the single supervisory mechanism (SSM) but also within
! the colleges of supervisors and competent authorities outside the SSM is essential for |
i banks to be effectively supervised on a consolidated basis. Natjonal rules would not |
Lg_chi_g)_ft_: these objectives. 7 1

i
e 4

147 Lessons learned from similar expericnces in the past

] ,,,,___i

1.4.8. Computibility and possibic synergy with other appropriate insirunents

{ The proposed measures amending CRR arc part of a package of measures. including }
amendments to CRD IV and BRRD with a view to contributing to a deeper and fairer |
Economic and Monetary Union. o N i
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[.5. Duratien and financial impact
3 Proposal/inittative of limited duration
O Proposal/initiative in effect lrom [DIMMIYYYY to {[DD/MM]YYYY
O Finarcial impact from YYYY 10 YYYY
& Proposaliinitiative of unlimited duration
Implementation with a start-up period frem YYYY to YYYY.
followed by lull-scale operation.
1.6, Management mode(s} planmzdZT
U Direct management by the Commission
- O by its departments, including by its stat? in the Union delegations;
O by the executive agencies
O Shared managentent with the Member States
[ Indirect management by entrusting budget implemeniation tasks to:
- [ third countries or the bodies they have designated;
ET international organisations and their agencies (to be specified),
Othe EIB and the European Investment Fund;
~ B4 hodies referred 10 in Articles 208 and 209 of the Financial Regulation;
0O public law bodies:

[ bodies governed by private law with a public service mission to the extent that
thev provide adequate financial guarantees;

- [ bodies governed by the private law of a Member State that are entrusted with
the implementation of a public-private partnership and that provide adequate
tinancial guarantees:

- O persons entrusted with the impiementation of specific actions in the CFSP
pursuant to Title V ot the TELL, and identified in the relevant basic act.
&t siac nreeoge et moite o saficaied. please provide detorts in e "Comments” section

Comments

NAC

Detads of managemen! modes and reterences to the Financial Regulation may be found on the
BudeWeb site- Lo P
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2. MANAGEMENT MEASURES
2.1 Monitoring and rcporting rules

Specifir frequency and conditions.

Article 81 of the Regulation establishing the European Banking Authority (!:Bi—‘\f
requires the Commission every 3 years to publish a gencral report on the experience
acquired as a result of the operation of EBA.

;
i . . .
{ The proposal foresees that the Commission will evaluate the effeciiveness of the
| proposed measures in five years since the entry into force of the meastures, )

2.2, Management and control system
221 Risk(s) identified

|—]n relation to the lcgal, economical, efficient and cfiective use of approprimionsﬂ‘
! resulting from the proposal it is expected that the proposal would not bring about
! new tisks that would not be currently covered by an EBA existing intermnal controf |
‘ framework.

222 Infermation concerning the internal control syxtem sef up

[N

2.2.3. Estimate of the costs and benefits af the controls and assessment of the expecied level
of risk of error

NA. T

2.3 Measures to prevent fraud and irregularitics

Specify existing or envisaged prevention ard protectinn measures,

For the purposes of combating fraud. corruption and any other illegal activity, the
provisions of Regulation (EC) No §83/2013 of the European Parliament and of the
Council of 11 September 2013 concerning investigations conducled by the European
Anti-Fraud Office (OLAF) shall apply to EBA. without any restriction,

EBA is subject to the Interinstitutional Agteement of 25 May 1999 between the
European Parliament, the Council of the European Union and the Comimission of the
European Communities conceming internal investigations by the European Anti-
Fraud Office (OLAF) which required the adoption of appropriale provisions for all
EBA stalf.

Articles 64 and 65 of the Regulation establishing the European Banking Authority
(EBA) set out the provisions on implementation and control of EBA butdpet and
i applicable financial rules.

i

L .
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[

RAN
line(s) affected

= Existing budget lines

In order of multiannual financial framework headings and budget lines.

ESTIMATED FINANCIAL IMPACT OF THE PROPOSAL/INITIATIVE

Heading(s) of the multiannual financial framewerk and expenditure budget

Fype ob

Budges ling ependitore Contribution
Teding s {77 a R | ;
| multiwinual Numb lj;'?ln.:\ ‘ \rom withii the
it umber iF i . g of
I financial e Dt Non- | - | candidate | {rom third mesfmgor
| ek | JHEAdING oo . gir countries | ries™ © | Arieke 212Yby ol :
i i, . . cauntries countries the Finangiel -
I : Reoulation
| S SRR o .
: 12.02.04 EBA :
la i YES NO NO :
S 1. H - -
* New budget lines requested
tr orefer of maliiannual financial frameswork headings and budger lines.
S e - - e e e s
. ¢ o e :
Rudgel line | fvpeol Conribution :
‘ . | espradituee B
Vieoding of b-—a-—— ! — |
muliannual | Nunbe ; i wthin the !
linaneial | TYenbER . from rom N i meomngol
framenert, | [Heading. .. ! Dn;’:?.:u" EFlA cundidate 1'_‘;;E:'ff D oAriclke 2H2Wbp o
. . : countrics Cuunlties e % the Fanacial
. ' Regulaton
o PO . ; I ;
i ; . i |
XYY YY.YY] i LOYES/N YES™ |
: : T YESING ST YESNG
H 8] ) O | |
i o [ I & i
\

tETA: Curopean Free Trade Association

Wit Dhtferennated appropriations Non-diff. - Non-dilferentimed appropriations.

Candidate conmries and, where applicable, potentiat candidate countries from the Westem Ralkans.
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3.2, Estimated impact on expenditure

[This section should be filled in using the spreadshect on budget data of an
administrative nature {second document in annex to this financial statement) and
uploaded to CISNET for interservice consultation purposes.]

3.2.1.  Summary of estimated impact on expenditure

EUR miltion {to three decimal places)

ading of multiannual financiat ’ Number [Heading

framework

i ' e
DG: =....... > ‘ l 2018 201y 2620 TOTAL
= Operational appropriations
B Commitments i 056 [ 018 043z 1.51
Number of budget line uﬂ"“ ens ! . = et M
i P2y ments ) 0.564 0508 432 1.51
C i 15 tla i
Number of budget line TNt > —-m
Payments HEE R - __
; Appropriations of an administrative nature financed from the
j envelope of specific programmes "
Number of hudget line i
Commitments e [T R VI T P B R 1.514
TOTAL appropriations [ - _ -
for DG <....... > 1.3
Pay ments 1 used| osm| nam 1514
L [ f i ] ]
I N . . Commiumenis {13 h i777
* TOTAL operational appropriations =T +
Payrwenis [RH
1 * TOTAL aparopriations of an administralive nature o
}E financed from the envelope for specific prograrmes
TOTAL appropriations l Commitments 1.
under HEADING <.,..> R —— 1]
E of the multiannual financial framework | Payments s ! i

If more than one heading is affected by the propesal / initiative:

L TOT/.\“l; operational appropriations : Commitments i } ; ;

" Technical and-or administrative assistance znd expenditure in support of the tmplementation ¢! EU

programmes and-or actions (former ‘BA’ lines), indirect research. direct research.

EN EN
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i i T '
' i Paymems 51 ! !

; e e H I

e TOTAL appropriations of an  administralive nature o i

| fianeced rom the envelope for specific programines b :

-

. TOTAL appropriations Cenmuilments LIES 0.432 1.514
! under HEADINGS 1to 4

: of the multimn)ual financia! framework Payments e 5.432 | 1.514
{Reference amount) i |

H i : i

EN 287 EN
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‘ading of multiannuat financial
framework

*Administrative expendeture”

EUR million {to three decimal places)

Year
N

Year
N-+1

Year
N+2

Year
MN+3

Fuarer us
TeCERTEy (i

al e impin

* Human resources

= Other administrative expenditure

TOTALDG <....... >

i Appropriations

j TOTAL appropriations

l ander HEADING &

| of the multiannual financial framework
L

{Tewal  commitments
Total puvmenls)

]

H

S B

|

EUR million (2 1

hree decimal placesy

Year

Year

Year

Nt N+1 N+2 TOTAL
TOTAL appropriations Commitments 0564 | 05IR | 0432 1504
. under HEADINGS 1 t0 5 R I
of the multiannual fingncial framework | Payments 0.564 0518 0.432 AT

EN

288

Ycear N is the year in which implementation of the propasal‘initiative stars.

|_RESTREINT UE/EU RESTRICTED |

EN



._RESTREINT UE/EU RESTRICTED |

322 Estimened impact on operational appropriations

® The proposaliinitiative does not require the use of operational appropriations

- O The proposal/initiative requires the use of operational appropriations, as

explained below:

: ear l Year Year TEnLer as muny 3 Cars as nec b
! N+i i N+2 N+3 Juration of the impact (see point 1.6)
L H : P
wd OUTPUTS
' o R e
Lope  hvens i : ' Total
f e g £ | Com £ ! Comt 2 i Cost | 21 Cost Cost No
RN ; i 3
i ; 3 : i
WIS
: |
T
. : |
! ] | I
] ] ' i
. [ N I H i ! ;
. . : | i | !
spacHic objective Mo ' i | H f i
: i i ; H

OBICLIVY

Spetibic phjeclive Ne 2 N

i
! i
YLAL COST ‘ i

Cutputs are products and services o be supplied {e.g.. number of student exchanges financed, number

of km of roads bullt, ¢rc.).

EN 289
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3.23. Estimated impact on appropriations of un administrarive natuie

3.2.3.1. Summary

- @ The proposalfinitiative does not require the use of appropriations of an
administrative nature

- O The proposal/initiative requires the use of appropriations of an administrative
nature, as explained below:

EUR millien (o three decinsal places)

Year Yuar Year Year LLnler as mamy vears as necessan 1o show. the

< EAl
n N} N+2 N+3 dumtion of the wopact isee pon | 6) 108

HEADING 5
of the mulbannwal
foswclal [rnmework

Human resowrces

Other administrative
expenditure
Subtotal HEADING §
of the multizonual
finuncial framework

Dutside HEADING 5*
of the multiznnosi
financial lramework

Human resources

Other expenditure
of an administrative
nature

Subtoal
outside HEADING 5§
of the maltisnvual
financixl framework

TOTAL

The appropeiations required for hunvan resources and other expenditure o an administrative nature will be mer By
appropriations trom the OG that are already assigned 10 maagement of (he action and/or hive been redeplosed within the

® Year N is the year in which impiementation of the proposal initiative starts.

Technical and/or administrative assistance and expenditure in support of the implementation of
EU programmes and‘or actions (former *BA” lines), indirect research, direet research

S
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DG wopether if nevessary with any additional allocatios: which may be granled to the managing DG under the annual
dallogznen procedorg and in the light of hudgezary constraints,
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3.2.3.2. Estimated requirements of human resources
- © The proposal/initiative docs nol require the use of human resources.

— [ The proposal/initiative requires the use of human rcsources, as explained

below:
Extimare ta he expressed in fill sime equiveent nits
nter
Y
minn
yeme
[
ve m;:e::n
Year Year . i H
N Nl Year N+2 Ne | show
3 the
duratia
n ol e
mapact
[N
ent
1t

* Esteblishment pran pasts (officials and temporary sinfh)

XX 0 01 01 {Heodquarters and Comunission s
Represenintion Offices)

XA G A2 (Delepations)

XX 0105 01 {Indirect research)

100105 0] {Dsreet rescarch)

* External stafl (in Full Time Equivatent paml:

XX 01 02 08 (AC, FND, INT from the "global
envelope™

XX 0] 02 02{AC, AL. ENDLINT and TED in the
delegations)

. ~ af Hendguariers
XX 0wy

- in Delegations

XX 010502 (AC, END, INT - Indirect researeh)

1001 05 02 (AC, END, INT - Direct reserrch)

Other budget lines (specify)

TOTAL

XX is the policy area or budget title concerned.

The human resvurees required will be met by stafl from the DG who ane abready assignued 10 management of the
aclien andior have been redeployed within the DO together if nevessary with any addinonad allocation which
may be granied 1o the mengping DG under the anaual allogation procedure and in the light o budgcins
constraints,

Description of tasks 1o be carried out:

AC= Contract Staff; AL - Local Staff. END - Seconded National Expert: INT - agencv staff;
JED— Junior Experts in Delegations,
Sub-ceiling for external stalT covered by operational appropriations (former ' A’ tines).
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Qfficials and temporary staf¥

External siaft
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- B The proposalfinitiative is compatible the current multiannual fmancial
framework.

- DO The proposal/initiative will entail reprogramming of the relevant heading in the
multiannual financial framework.

Explain what repfégramming is required, specifying the budget lines concerned and the coresponding

‘ amounts.

| I

— [ The proposal/initiative requires application of the flexibility instrument or

revision of the muitiannual financial framework.

Explain what is required. 5p=-ci.f‘3;-ing the headings and budget lines concerned and the cerrespondmg

| amounts.

I

3.2.5.  Third-party coniributions

— The proposal/initiative does not provide for co-financing by third parties.

— The proposal/initiative provides for the co-financing estimated below:

Appropriations in ELR miilian (1o three decimal places)

EN

2018 2019 2020 Total
Specify (e co-financing | 000 | o778 | osas | 22m
body
TOTAL appropriations -
co-financed 0.845 0.778 0.648 2272
2G4
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3.3, Estimated impact on revenne

- B The proposal/initiative has no financial impact on revenue,

— O The proposalfinitiative has the tollowing financial impact:

o
|
|
Hestpet revenue line, i
I
I

e e — ey

[E—

(] OR OWN resources

] on miscellancous revenue

fmpact of the proposaliinitiative™

EUR million (to three decimal places)

Appropriation
Lhe eueranl Y Yeur
Hoanenl your N N+ E

Year
N+2

Year
N+3

Enler as mry years us necessan (0 show
the duration of'the Fmpact {sce point 1.6) !

.
4
r

s ailably for o
1
3
i
|

1

Pur miscellancous “ussigned” revenue, specity the budget expenditure line(s) affected.

e

Specity the method for caiculating the impact on revenue.

amounts. i.¢ pross amounts after deduction of 23 Ya for gollection costs.

EN
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ANNEX
to the Legislative Financial Statement for a proposal for the Regalation of the European
Parliament and of the Council amending Directive 2013/36/EU on access to the activity
of credit institutions and the prudential supervision of credit institutions and investment
firms

The Commission proposal does not assign new supervisory competences to the EBA. but i1
includes provisions requiring the EBA to conduct teviews as well as (o issuc the lollowing
technical standards and guidelines:

. New RTS on pass-through models and extendable maturities:

. New Delegated Act on Derivatives future funding risk:

. New puidelines on exceptional circumstances ta more positions between the two
regulatory books;

. New review clause on the caleulation of sensitivities under the revised standardised
approach

. New RTS for the residual risk add-on in e revised standardised approach

. New RTS for the default risk charge in the revised standardised approach

. New RTS for the allocation of risk factors to Liquidity horizons:

. Update existing RTS on model assessment;

. New review clause on the calibration of market risk framework. backlesting and
P&L attribution;

. Revised ITS on disclosure;

. Revised ITS on supervisory reporting;

. Two new RTSs and one guideiines on large exposure framework:

. Revised RTS and ITS for the rules on expostres to CCPs:

» Survey to be developed and conducted by EBA by 2022 - 2023 10 assess the

reduction of administrative burden for smaller and less complex institutions due to
changes to rules on diclesure and supervisory reporting.

Regarding the timing, the additional EBA resources are required for 2018 to start the
drafting the standards and guidelines. The successful and timely delivery of new technical
standards will require, in particular, additional resources to be allocated to tasks on palicy.
legal drafting and impact assessment,

The work requires bilateral and multilateral meetings with stakeholders, analysis and

assessment of options and drafting of consultation documents. public consultation of

stakeholders, setting up and management of standing expert groups composed of supervisors
from Member States. setting up and management of ad hoc expert groups composed of market
participants and representatives of investors. analysis of the responses to consultations,
drafting of cost/benefit analysis and drafting of the legal text.

To conduct these tasks, 9 fies will be required for 2018 and 2019 and 7.5 fies for 2020.
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Assumptions for additional resources:

. Additional 9 posts (7.5 posts for 2020) required to conduct new tasks listed above are
assumed Lo be wemporary agents of functional group and grade AD?7.

. Avcrage salary costs for personnel are based on DG BUDG guidance, No salary
correction coefticient is applied as the location of EBA in 2018 is curmently
unknown.

. Mission costs estimated at €10,000 per staft member.

. Recruiting-related costs (travel. hotel. medical examinations, installation and other

allowances. removal costs, ete) estimated at €12,700 per staff member,

i Amount (in thousandgs) . |
Caost type ! Calculation T 1
n e i ZM8 L M9 P 2020 Total
Sealtexpenditure S ‘ |
Sakaries and altowances ; -9x134  17.5x134  for ; 1206 1206 1005 417 ‘
[ Lapenditure related 114.3 0 ‘o a3 ;
CrRCTunment 1
groudment PO NP e e e
hission expenses i IN10{7.5x10 for 2020} | 90 15¢ 175 255 H
] H
ot o 14103 1296 | 1080 | 37863 |
ot which Comumunity
e b 564.12 R 2 1 .52
contribution (4U%) 641 5184 43 S14.5
OF  which  Member  Stare . v
. . k 227
cantribution (0%} B46.18 R 648 178
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