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EXPLA~ATORY MEMORANDUM 

I. CONTEXT OF TilE PROPOSAL 

Reasons for and objectives of the proposal 

Over the pn~t ycms the EU implemented a substantial reform of the financial services 
regulatory framework to enhance the resilience of financial institutions in the EU, largely 
based on global standard:. agreed with the EU's international partners. In particular, the 
reform package included Regulation (EU) No 575/2013 1 (the Capital Requirements 
Regulation or CRR) and Directive 2013/J6/EU2 (the Capital Requirements Directive or 
CRD), on prudential requirements for and supervision of institutions, Directive 2014159/EU.l 
(the Bank Recovery and Resolution Directive or BRRD), on recovery and resolution of 
institution~ and Regulation (EU) No 806/20144 on the Single Resolution Mechanism (SRM). 

These measures were taken in response to the financial crisis that unfolded in 2007-2008 and 
rellect imcrnationally agreed standards. While the reforms have rendered the financial system 
more stable and resilient against many types of possible future shocks and crises, they do not 
yet l'Omprehensively address all identified problems. The present proposals therefore aim to 
complete the rcf(mn agenda by tackling remaining weaknesses and implementing some 
outstanding elements of the reform that are essential to ensure the institutions' resilience but 
have only recently been finalised by global standard setters (i.e. the Basel Committee on 
Oanking Supervision (BCBS) and the Financial Stability Board (FSB)): 

• <l binding leverage ratio which \~ill prevent institutions from excessively increasing 
leverage, e.g. to compensate for low profitability; 

• a binding net ~table funding ratio (NSFR) which will build on institutions' improved 
tlmding pro tiles and estnblish a harmonised standard lOr how much stable, long-term 
sources of funding an institution needs to weather periods of market and funding 
strc~s: 

Regulation (l.U) No 575 20 \3 of the f-.uropcan Parliament and of the Council of 26 June 20 lJ on prudential 
r~quir~ment> lOr credit instllutions and mvestmcnt rirn1s and amending Regulation (EU) No 648·2012 (OJ L 
l! I, 2b.6 ~0!3, p.li) 

Dned1~e 'OIJ 36 EU of the European P~rliamcm and of the Council or 26 hme 20\J on accc~s ttl the 
ac\1\'lty or cn·dit itlstitutions and the pn1dcntial >llpervision of credit institutions and in~estment firms, 
amc11ding Dir~ttiw 2002.87 [( and repealing Directive~ 2006'48· EC and 2006 41} 'EC (OJ l. 176, 27.6.20 13. 

P- 338) 

D1rCd1Ve ~014 )!) EU of the European P<lrliament and of !he Coun,il of J5 May 2014 establishing a 
fto~~ncwur~ f(ll' the r~~ovcrv llnd resolution of 'rcdit institutions and investment linn~ and amemling Council 
Directi1'e 82 8'!\ EEC. .11;d Directives 200124 EC, 2002;47,EC, 2004'25.'EC. 1005'56'EC. 2007/J6'EC, 
2011 35 El.'_ 2:0t2·JO EU and 2:0\3-]6 Ell, and Reglilations (EU) No J09J'20JO and (EU) No 64812012, of 
the European P.~rlia1Ue!lt di\\J of the CuLJncil (OJ L 173, 12.6.2014, p 190) 

Re~ui;~!IOil (LU) No 806'201<1 of the European Parli~mcnt and of the Council of 15 July 2014 establishing 
\llliJ·ornl n•\c, and a unif01 m procedure lbr the resolution of credit institutions and certmn 111vestment firms in 
rh~ tl<llllt'Wot\..tlra Smglc Rcsolu!IOII Mechanism 011d a Swglc Hcsolu!iotl Fund and a111ending Regulation 
tEUJ Nl' 1\193 2010 
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more risk sensitive own funds (i.e. capital) requirements for institutions that trade to 
an important extent in securities and derivatives which will prevent too 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-SIIs) which will require those 
institutions to have more loss-absorbing and recapitalisation capacity, tackle 
interconnections in the global financial markets and further strengthen ~1e EU·s 
ability to resolve failing G-SIIs while minimising risks for taxpayers. 

The Commission recognised the need for further risk reduction in its Communication of 24 
November 20255 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 also provide the basis for further progress in completing the Banking Union. The 
need for further concrete legislative steps to be taken in terms of reducing risks in the 
financial sector has been recognised also by the Ecofin Council Conclusions from 17 June 
2016.6 The European Parliament resolution of 10 March 2016 on the Banking Union- Annual 
Report 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 fi·amework and the 
new regulatory developments at international level also against the background of broader 
challenges affecting the EU economy, especially the need to promote growth and jobs ot tiJlles 
of uncertain economic outlook. Various m<ijor 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 smoothly with 
such policy initiatives, but also with broader recent refom1s 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, CRO; BRRD and SRMR) and 
of the upcoming reviews of global standards from a wider economic impact perspective. 

After careful consideration of all interactions between different EU policies, the Commission 
has decided to propose amendments of the CRR, CRD, BRRD and SRMR to implement 
outstanding international standards. The amendments represent a faithful implementation of 
international standards into Union law, subject to 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 institutions remain capable of 
funding such entities, which constitute the backbone of the single market. Furthermore, 
broader policy considerations require ensuring a smooth interaction with existing 
requirements, such as for central clearing and collateralisation of derivatives exposures. or a 
gradual transition to some of the new requirements. Such adjustments are limited in terms of 

Communication from the Commission to the European Parliament, the Council. the European Central Bank, 
the European E<:onomic and Social Committee and the Committee of the Regions, "Towards the completion 
of the Banking Unior~",24.1 I .201 5, COM(2015) 587 final 

Countil Conclusions on a road map lo complete the Banking Union, t 7.06.2016 
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scope or time. Therefore, they do not impinge on the overall soundness of the proposals, 
\\hich are aligned with the basic level of ambition of the international standard.s. 

!\·1orcover, based on the call for evidence, the proposals aim at improving existing rules. The 
analysis of the Commission showed that the present framework can be applied in a more 
proportionate way, taking into account in particular the situation of smaller institutions where 
some of the current disclosure, reporting and complex trading book-related requirements 
appear not to be justified by prudential considerations. Furthermore, the Commission has 
considered the risk attached to loans to SMEs and for funding infrastructure projects and 
!Ound that tOr 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 
framework for institutions. Thereby, the ability of institutions to finance the economy will be 
enhanced without 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 leg,al instruments, whilst other adaptations of the fmancial regulatory frame\vork 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 
European Banking Authority (EBA) and on international level. 

The proposal introduces amendments to the existing legislation and renders it fully consistent 
x.vith the existing policy provisions in the field of prudential requirements for institutions, their 
:,upervision and recovery and resolution framework. 

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 resolution- 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 prut of risk reducing measures that would facilitate the 
introduction of the European Deposit Insurance Scheme (EDIS), but is also aimed at ensuring 
a continued single rulebook for all EU institutions, whether inside or outside the Banking 
Union. The overaH objectives of this initiative, as described above, are fully 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 we\i as 
contributing to a ham1onious and sustainable financing of economic activity, which is 
conducive to a high level of competitiveness and consumer protection (Article 169 TFEU). 

These overall objectives arc also in line with the objectives set by other major EU initiatives, 
as described above. 
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2. LEGAL BASIS, SUBSIDIARITY ANil PROPORTIONALITY 

Legal basis 

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

Subsidiarity (for non-exclusi\'e competence) 

The objectives pursued by the proposed measures aim at supplementing already existing EU 
legislation and can therefore best be achieved at EU level rather than by di!Yerenl national 
initiatives. National measures aimed at e.g. reducing institutions' leverage, strengthening their 
stable funding and trading book capital requirements would not be as e!Tcctive in ensuring 
financial stability as EU rules, given the freedom of institutions to es!nblish and provide 
services in other Member States and the resulting degree of cross· border service pro\•ision, 
capital flows and market integration. On the contrary, national measures could distort 
competition and affect capital flows. Moreover, adopting national measures would he legal I}' 
challenging, given that the CRR already regulates banking matters. including le,·cragc 
requirements (reporting), liquidity (specifically the liquidity coverage rutio or LCR) and 
trading book requirements. 

The amendment of the CRR and CRD is thus considered to be the best alternative striking the 
right balance between the single rules for banks and maintaining national flexibility, such as 
on some macro prudential measures, for competent authorities to address risks to fimmciul 
stability. Therefore the amendments would further promote a unifonn application of 
prudential requirements, the convergence of supervisory practices and ensure a level playing 
field throughout the single market for banking services. ·ntese objectives cannot be 
sufficiently achieved by Member States alone. This is particularly important in the banking 
sector where many banks operate across the EU single market. Full cooperation and trust 
within the single supeiVisory mechanism (SSM) and within the colleges of supervisors and 
competent authorities outside the SSM is essential for banks to be effectively supervised on a 
consolidated basis. National rules would not achieve these objectives. 

Proportionality 

Proportionality has been an integral part of the impact assessment accompanying the proposal. 
Not only have all the proposed options in different regulatory fields been individually 
assessed against the proportionality objective, but also the lack of proportionality or 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 institutions (sec 
sections 2.9 and 4.9 of the impact assessment}. 

Choice oftbe instrument 

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

As regards the new FSB agreed standard on TLAC, it is suggested to incorporate the hulk or 
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the standard into the CRR, as only a regulation can achieve the necessary unifonn application, 
much in the sumc 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 
\\ill in fact be directly applicable to G-SIIs. This would prevent Member States from 
implementing diverging national requirements in an area where full hannonisation is desirable 
in order to prevent an un-level playing lie!d. Fine-tuning of the current legal provisions within 
the BRRD will however be necessary to make sure that the TLAC requirement and the 
minimum l"et[Uircmcnt on ov.n funds and eligible liabilities (MREL) are fully coherent and 
comistcnt with cat.:h other. 

1 he propo~cd CRD amendments atl'et.:ting proportionality would leave Member States with a 
t.:crtain degree of Jlcxihility to maintain divergent rules at the stage of their transposition into 
national law. It would ~ivc Member States the option of imposing stricter rules on matters 
\\hich un: not fully hum10nised. 

3. RESlJLTS 01<' EX-POST EVALUATIONS, STAKEHOLDER 
CONSULTATIONS AND 11\·1PACT ASSESSMENTS 

Stakeholder cunsuUations 

"1 he CQmmission carried out various 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 tOr EU institutions and also whether they would 
continue to prmidc the ncccssnry funding to the EU economy. 

In p;~rticular, the Commission launched in July 201 S a public consultation on the possible 
impact ofthc CRR and the CRD on bank linancing of the EU economy with a particular focus 
on the Jinancing of SMEs and of infrastructure and in September 2015 a Call for Evidence 
{Cil·:)1 covering EU litwncial legislation as a whole. The two initiatives sought empirical 
evidence and concrete feedback on i) rules affecting the ability of the economy to finance 
itself and growth, ii) unnecessary regulatory burdens, iii) interactions, inconsistencies and 
gaps in the rules, and iv) rules giving rise to w1intendcd consequences. In addition, the 
Commi~sion cnrricd out specific analy~es on rules relating to remuneration8 and on the 
proportionality of the rules contained in the CRR and the CRD.9 Finally, the Commission 
contracted a study to assess the impact ofthc CRR on the bank !inancing of the economy10. 

All the initiatives mentioned above have provided clear evidence of the need to update and 
complete the current rules in order i) to reduce further the risks in the banking sector and 

Sec h1tp:iltt .europa.eu 'linaru:e ·cnnsuhallons/20 IS."Iong-term-linance/docs!consuhation·document .. en.pdf 
and llttp"/lec.europa.eu linance/~onsullationst:!:OI Sllin~nci~t-regulatory-framework-re~iewfdou.lconsultation· 
documl."nt en pt!f 

Conmmswn Repon COMWl\6)510 Rcpon from the Commission to the European Parliament and the 
Cuoncil of 28 July 20t6 .. Assessmc!ll of the remuneration rules under Directi~e 20 IJ/J6'EU and Regulation 
(EU) No 575'20\J. 

l"he C~ll for E~idcncc was intended to cover the entire spectrum of the financial services regulation. The 
imp~ct ass~-;~mcnt i!ddress issues limited to the ~reas of banking only. Other issues involving other segments 
ofdlC Ell linan~iallcgislation will be dealt with separately 

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

Annexes I and 2 of the impact assessment provide a summary of the consultations, re\'iews 
and reports. 

Impact assessment 

The impact assessment11 was discussed with the Regulatory Scrutiny Board on 7 September 
2016. The Regulatory Scrutiny Board issued a positive opinion12 on 27 September 2016. rhc 
proposal is accompanied by the impact assessment. The proposal remains consistent v.ith the 
Impact' Assessment. 

As shown by the simulation analysis and macroeconomic modelling developed in the impact 
assessment, there are limited costs to be expected from the introduction of the new 
requirements, in particular 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 crisis of the sile 
similar to 2007 ·- 2008 would decrease by 32%-- a decline from EUR 51 bn to EUR 34 bn. 

Regulatory fitness and simplification 

The retention of simplified approaches to calculate own funds requirements v.ould ensure 
continued proportionality of the rules for smaller institutions. Purthennorc. 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 to have a positive effect on bank financing of S\IEs. 
This would primarily affect SMEs which currently have exposures beyond fl.5 million as 
these exposures do not benefit from the SME Supporting Factor under the existing rules. 

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

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

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

" 
t11sert link to impa~t asstssment. 
Insert link to opinion. 
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In l'icw of the ongoing review of the investment finns under the CRR and in light of the 
initial report dcli,·cred hy EBA 13

, it is considered reasonable that the newly introduced 
requirements apply only tn systemically relevant investment finns, whilst other investment 
finns urc grandfathercd umil the completion of the review, 

The propos;~! is consistent with the Commission's priority tOr the Digital Single Market. 

Fundamental rights 

l"hc EU is commiHcd to high standards of protectioJJ of fundamental rights and is signatory to 
a broad <;ct of conventions on human rights. in this context, the proposal is not likely to have a 
direct impa<.:t on these rights, as listed in the main UN conventions on human rights, the 
Charter ol' Fundamental Rights of the European Union, which is an integrnl part of the EU 
freatics and the European Convention on Human Rights (ECHR). 

4. UUOGF.TARY IMPLICATIONS 

The proposal includes a legislative tinancial statement indicating the additional resources 
1cquircJ for the EBA to conduct reviews as well as to issue further technical stand11rds and 
guidelines. In addition, the EBA will need to organise bilateral and multilateral meetings with 
stakeholders, conduct analysis and assessment of options and drafting of consultation 
documents, issue pt1blic stakeholder consultations, set up and manage standing expert groups 
compo~ed of supervisors hom Member States as well as ad hoc expert groups composed of 
market pmticipanls and representatives of investors, analyse responses to consultations, 
conduct cost-benefit analyses and draft legal texts. 

5. OTHER F:L.F.:\1ENTS 

Implementation plans and monitoring, evaluation and reporting arrangements 

It is e:\pccted that the proposed amendments will start entering into force in 2019 at the 
earliest. The amendments arc tightly inter-linked with other provisions of the CRR and the 
CRD, which arc already in etTcct since 2014. 

"llH: BCBS and the EBA will continue to collect the necessary data for the monitoring of the 
Jcvcroge ratio and the new liquidity measures in order to allow for the future impact 
evaluation of the new policy tools. Regular supervisory review and evaluation programmes 
(SREPs) and stress testing exercises will also help monitoring the impact of the new proposed 
measures upon uOCcted institutions and assessing the adequacy of the tlex.ibility and 
proportionality provided for to cater for the specificities of smaller institutions. Additionally, 
the Commission services will continue to par1icipate in the working groups of the BCBS and 
the joint task force established by the European Central Bank (ECB) and by EBA, that 
monitor the dynamics or institutions' own funds and liquidity positions, globally and in the 
EU. respectively . 

."ec http'. II' I\ 1\' .cbJ.europ~.eu/ · •eba-issues-rccommendaltons·for-sound·pruden1ial-regime-for-
1!1VC>!mcm-l"lnm for more details 

7 EN 



EN 

The set ofindicators to monitor the progress of the results stemming from the implementation 
of the preferred options consists of the following: 

OnNSFR: 

'------ir:~-~~F~.R~~~~-.~-_E-d~-te-i:-,~~:;-,:-:,-,.-"~.-9-9~;. ~r m~i,;;;,.,;;-;~mg p~ ~~~ 
the EBA Basel III monitoring exerctsc meet the NSFR at 100°o 
(65% of group 1 and 89% of group 2 credit mstltutlons meet the 

-----ic.:NSFR as of end-of December 20 15) 

=-"'=""---_L~e-~i~~~~alt;~-~i;ft_~s~;~J_; -~~U.;~~~Q~~-~ --~-~-=--~~--~] 

~~:~~=-
~.!!~e_of dol a __ 

On S_MEs __ . 

Indicator 

Target 

Source of data 

_1_~~~~ag~-~'!!~~f2_@~nstitu_tions ------~---- ~- .. ------~ 
As of the date of application, 9CJ<l.'O of group I and group 2 credit 
institutions have a leverage ratio of at least 3°-o (9:\.4% of group 

_1 instituti_ons me~_ the ta!~.s of June 2QIJ_I _______ ---·--- _ ----1 
Se_ll)i-ann_u.~~A B_!!Sell!!_ll)~:mit_~ri!_J_g_~_p_Q£ts ______________ j 

Finan~-io_g_g-ap_t_o_S_M_E;-,"-.-,h-e E~~.~~~-i-t·f·-'· ".-nce.--~-,.-,.,-v~~~eJ. 

::~:::x::::
1

a~:::,:n~,;~fy:~l;,~-:~::~:~· :~~:1:-(~~-s~~~~~~ 
..!!~.=----! ~!'~f!S_Of cndJO 141~---------· ·----- ·----- ---···-­
European Commission I European Central Bank SAFE Survey · 

-----L>'data coverage limited to_!~~~-~_a_re_a)_ I 

Oo T_L:_:~; ·--·- :~A~~":~;~;S~:,, th~ to~g~l-(:6~.-~~:,: ,:,ghtod o~el~ 
(RWAY6% of the leverage ratio exposure measure (LREM) as of 
20_!2C_I8~_RWN675J'oLR~Masof20]2) ______ _ 

LSource of l!!!_la Sem1:!lnnual EBA Basel III moniiQI!!ill_!~_Ro_!!_s_ _ _ ___ _ 

On trading book: 

Indicator 

Target 

R WA for market risks for EU institutions 

Observed variability of risk-weighted assets of aggregated 
rtfolios applying the i!Jiem_~l mod~s~P.P_!_O_!I~_:_---.. -~ 

- As of 2023, all EU institutions meet the O\vn funds 
requirements for market risks under the final calibration adopted 
in the EU. 

l . . -As ?f 2021, u~justifiable .varia?ility (.i.e. va.tiab .. i.lity no. t drive." I 
------~.-_ ___!lr._.!!_1_!!eren~es ln_u_!!d_~~)_n___L!!_~k.!)__o_f __ ~e ..QU!<:_q_~':_S ~~h~; 
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I 
I 

internal models acr-OsSEU inStitutions iS-iOwer iila_n_lhe currC~t 
\'ariability' of the internal modc\s across EU institutions. 

f -
i Source of data 

'ltdcr~Q<'C wluc. lor the "~urr.;n\ \'JiiJbili!y" of V3luc-nt-ris~ (VuR) nnd incremental 
to>l <hurgc (ll<{'f r~quircmen1• sho1<ld be those cstlmate.J by the latc<,l E[JA "Rcp011 on 
\.lfl,,l>ilit) or Ri•~ Wcisht~'tl A•scLi for M•rkcl Ri~~ Portfolio•". calculated for 
.tggrcg"tc<l pottltllios. publi~h<'\1 before the entry into fon:c of the ntw marl.el risk 
l_r~'""-~•-ork 

Semi-annual EBA rJasel Ill monitoring reports 
I 

l 
ERA Report on variability of Risk Weighted Assets for Market 
Risk Portfolios. New values should be calculated according to 
II!~ smn~E!!_C~ho_d_ol_~g}' _ ____ _ _ _ _ __ ____ _ ________ _ 

On remuneration: 

ln~irato_r 

Target 

Usc of d~~i:_~r~l_~~pay~~-u_t_in_j_n_~t-~_~l!tS _b_y __ i!_l_s_!j~utiof1S __ 

As of 2019, 99%, of institutions that arc not small and non­
complex. in line with the CRD requirements, defer at least 40% 
of variable remuneration over 3 to 5 years and pay out at least 

1 50% of variable remuneration in instruments with respect to their 

Source of data 
. 1-.i~t~.'". ifkd_ staiL.·w_i···'h."'.·.'.'.'. '.~ ... U~~-~!.~.o . .L":<!ria~lt:!eiJ! .. ". n_~rat.i()n._._ 

__ . ~-~A rcmuncr_a_!jon_benchf!1ll!"~i!_ljLf~P2.riS -··-- _ ... _____ "' 

On prnportionali_l>: r - --------

ll!ltlicat~T 

I Target 
' 
l Source of dat!_ 

1 ~~t!l!!'_~d-~ur_~c~_ 11-o~ _ _!i~;;~;l)'-!~~.!!i_~lt<l!!~ disclos~~-~-----1 
~.~. ~-:~.'~. f .. ".naii·CI·· rutd .less com.pl·ex·. institutions r.eport _ .'.' .. doc.ed. 

_ :-r s~_~·ey ~o _b~ develO{l~~~r\~ .. C.!J)!~UCt_eE__~ __ EBA by_·~~~;- _·;9~;_: _ 
1 he evaluation of the impacts of the proposed options will be done tive years after the date of 
application of the propo~ed measures on the basis of the methodology agreed before 
launching the evaluation. The methodology could be developed for individual options or a set 
or interlinked option~ depending on the circumstances present before launching the evaluation 
and depending on the output of monitoring indicators. 

Complinnc~· and cntOrcemcnt will be ensured on an ongoing basis including through the 
Commission launching infringement proceedings for lack of transposition or for incorrect 
tmnspo~ition or opplication of the legislative measures. Reporting of breaches ofEU law can 
be channelled through the European System of Financial Supervision (ESFS), including the 
n;~tional competent outhorities and EBA, as well as through the ECB. EBA will also continue 
publishing its regular reports of the Basel Ill monitoring exercise on the EU banking system. 
Thi~ exercise monitors the impact of the Basel Jll requirements (as implemented through the 
CH..R and the CRO) on EU institutions in particular as regards institutions' capital ratios (risk­
based and non-risJ...-bascd) and liquidity ratios {LCR, NSFR). It is run in parallel with the one 
conducted by the BCBS. 
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Detailed explanation of the specific provisions of the proposal 

\VAIVERS FROM CAPITAL AND UQUIDIT't' REQUIRF.MENTS (CRR) 

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

Under existing legislation competent authorities have been endowed with the possibility to 
waive the application of requirements on an individual level for subsidiaries or parents within 
a single Member State or part of a liquidity sub-group spread across several Member State~. 
subject to safeguards ensuring that capital and liquidity are distributed adequately between the 
parent undertaking and the subsidiaries. With the establishment of the Single Supcrvisol) 
Mechanism (SSM), 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 entities situotcd in different Member 
States. However, pending the completion of the Banking Union, concems in Member States 
where the subsidiaries are located still persist that insufficient liquidity or capitol at the le\"el 
of subsidiaries in trouble might have fiscal consequences for such ("host") Member Slates. 

It is 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 to waive the application of own funds and liquidity 
requirements for subsidiaries located in other Member States than the parent, provided the 
commitment of the parent to support such subsidiaries is guaranteed for the \\hole amount of 
the waived requirement and the guarantee is collatcralised for at least half or the guaranteed 
amount. Articles 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 I...OSS ADSORPTION CAPACITY STANDARD (CRR, 

BRRD,SRM) 

The FSB published on 9 November 2015 the Total Loss-absorbing Capacity Tenn Sheet ('the 
TLAC standard') that was adopted a week later at the 020 summit in Turkey 14

• The TLAC 
standard requires global systemically important banks (0-SIAs), referred as G-Sfts in Union 
legislation, to have a sufficient amount of highly loss absorbing ("bailinablc"} liabilities to 
ensure smooth and fast absorption of losses and recapitalisation in resolution. The in!emction 
of the TLAC standard with existing Union legislation pursuing the same regulatory objectives 
is described in more detail in the explanatory memorandum accompanying the proposals ror 
amendments to the BRRD and the SRMR. 

·~ FSB, Principles on Loss·ubsorbing und ReL·apilalisulion Capadty o/Gfuh,lf/r Si"lf<'IIIIW/Ir lmpr!llunl Brmh 
(G-$18s) in Resolution, Tolul Loss-ubsorbinl/ Cupa("i/.1" (T/.4C) Tr!rm shl!<"l. 9.11.20 I 5 
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Con.~i.l"/{'rtcy 1rith !he llRRD 

The TLAC standard is implemented in the Union via amendments to the CRR, building on the 
existing framcworl.. of the BRRD. In order to integrate the two frameworks which pursue the 
same policy purpose~. new definitions have to be introduced, such as resolution entities, 
resolution group etc. (Article 4 of the CRR), and cooperation has to be warranted between 
competent authorities 11nd resolution authorities (Article 2 of the CRR). 

Ba~d on the review required in Article 518 of the CRR and in accordance with the 
requirements in Article 59 of the BRRD. the criteria for Additional Tier 1 instruments (Article 
:'i2 of the CRRJ und Tier 2 instruments (Article 63 of the CRR) are amended to require that 
those instruments be written down or convened 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 t or as Tier 2 instruments by their EU parent entities when they calculate 
consolidatt:d own fund~ requirements. 

lhe I'I'IJIIiremelll for mt n /imd1· amll'/igible liubilities 

The TLAC standard is implemented in the EU by introducing a requirement for own funds 
and digiblc tiabili!ics composed of a risk-based ratio and on a non-risk-based ratio (new 
Article Q2u of the CRR). Such requirement applies only in the case ofEU G-Sils, which may 
be a group of institutions or stand-alone institutions (Arlicle 131 (I) of the CRD). Article 6 of 
the CRR is amended to require stand-alone 0-Sils that are resolution entities to comply with 
the requirement for own funds and eligible liabilities on a solo basis, whilst Article II is 
amended to require resolution entities part of groups designated as 0-SIIs to comply .,ith the 
requirement lOr own funds und eligible liabilities on a consolidated basis. 

The TLAC stand.ud also contains a requirement for internal TLAC (i.e. a requirement to pre­
position loss absorbin~ and recapitulisation capacity at the level of subsidiaries v.ithin a 
resolution group), which is transposed in the EU by introducing a requirement for own funds 
nnd eligible liabilities [new Article 92b of the CRR) that applies to non-EU G-SIIs (the BRRD 
~;:ontains. already a similar rule for EU 0-Slls). Such requirement represents 90% of the 
requirement applicabk to EU 0-Slls in accordance with the new Article 92a. 'Ibe non-EU 0-
Stl requirement lOr own funds and eligible liabilities applies to material subsidiaries of non· 
EU O-S lis on a solo basis if they are neither resolution entities nor EU parent institutions, and 
on a consolidated basis if they are EU parent undertakings but not resolution entities. 

Eligihle liahililirt\ 

A new Chapter Sa (new Artidcs 72a to 721) on eligible liabilities is introduced in the CRR 
alicr the chapters governing own funds. New Article 72a lists excluded liabilities that cannot 
count towanls li1llilling the requirement for own funds nnd eligible liabilities. Article 72b 
contains the digihility criteria for eligible liabilities instruments. paragraph 2 reflecting the 
eligibilit} criteria lOr subordinated liabilities, whilst paragraphs J and 4 reflect eligibility 
criteria !Or liabilities that rank pari passu with excluded liabilities. Article 72c specifies that 
instmmcnts may count towards eligible liabilities only if they have a residual maturity of at 
kasl one )Car. rhe eligibility criteria exclude liabilities issued through special purpose 
entities. 
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Section 2 of the new Chapter 5a (Articles 72c to 72j) provides for the deduction mles 
applicable to determine the net amount of liabilities that may count lOr the requirement for 
own funds and eligible liabilities. Institutions are obliged to deduct holdings of own eligible 
liabilities instruments (Article 72f), and holdings of eligible liabilities of other 0-Slls 
(Articles 72h and 72i). Article 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 liabilities. Deductions are made from eligible liabilities, and from own 
funds - on the basis of a corresponding deduction approach (Article 66(e) of the CRR). 
Article 72j contains the exception from deductions for trading book items. Section 3 of the 
new Chapter 5a defines the concepts of eligible liabilities (Article 72k) and own t'unds and 
eligible liabilities (Article 721). 

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

Adjus/ments to genera{ requirement.\' for own funds and eli!{ihle fiahifilies 

Chapter 6 of Title I of Part II of the CRR (Articles 73 to 80) is adjusted to rellect the 
introduction of the category of eligible liabilities. Articles 77 and 78 are e:<tended to co\'er 
prior supervisory pennission for the early redemption of capital instruments and eligible 
liabilities. Article 78 introduces the possibility to give a general prior pem1ission to 
institutions to effect early redemptions, subject to criteria that ensure compliance with the 
conditions for granting such supervisory pennission. Under Article 80. EBA is entrusted with 
monitoring issuances of own funds and eligible liabilities. To align own funds eligibility 
criteria with criteria for eligible liabilities, Additional Tier I and Tier 2 instruments issued by 
a special purpose entity will be able to count for own funds purposes only until 31 December 
2021. 

EQUITY INVESTMENTS IN FUNDS(CRR) 

In December 2013, the BCBS published a new standard on the treatment of equity 
investments in funds. The new standard was aimed at clarifying the c:<isting treatment and at 
achieving a more internationally consistent and risk-sensitive treatment of such exposures (i.e. 
one reflecting both the risk of the fund's underlying investments 11nd its levemge). In order to 
implement the new standard in Union law, several changes were made to the CRR. 

Article 128 is amended to ensure the definition of items associated with particularly high risk 
does not capture exposures in the form of units or shares in CIUs. 

Article 132 is amended to reflect the new general principles and requirements underlying the 
calculation of own funds requirements for exposures in the form of units or shares in CllJs for 
institutions applying the Standardised Approach for credit risk. 

A new Article l32a is introduced to detail to the calculations under IWt) of the methods 
foreseen under Article 132, namely the look-through approach and the mandate-based 
approach. 
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Article 152 is amended lo retlect the revised requirements and methodologies to calculate 
own funds requirements for exposures in the !Orm of units or shares in C!Us for instiiUtions 
applying the Internal Rating Based Approach for credit risk. 

ST ANOARDISW APPROACH FOR COUNTERPART\' CREDIT RISK (SA-CCR) (CRR) 

In March 2014, the BCBS published a standard on a new standardised method to compute the 
exposure value of derivatives exposures, the so-called Standardised Approach for 
Coumcrparty Credit Risk (SA-CCR), to address the shortcomings of the existing standardised 
methods. In order to introduce the new method into Union Jaw, while ensuring that the new 
rules remain proponionate, several changes to the CRR were made. 

In Article 27], some delinitions were modified and some new definitions were added to 
rdlect the new methods introduced. 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 !l simplified SA-CCR V.'Crc introduced (Article 281). The current rules on the 
Original Exposure Method were modified (Article 282). The eligibility criteria for using the 
OEM were modified and eligibility criteria for using the simplified SA-CCR were introduced 
(Article 273a and 273h). Anicle!'o 298 and 299 were modified to retlect the introduction of the 
SA-CCR. 

EXPOSIJR~:s TO CCPs (CRR ANI> EMIR) 

In April 2014, the BCBS published a final standard on the treatment of exposures to central 
countcrp<~rties (CCPs). The tinal standard addressed the shortcomings of the interim stiUidard 
published 1\\0 years curlier. In order to implement the final standard in Union legislation, 
several changes were made to the CRR and to Regulation (EU) 648/2012 (the European 
Market Infrastructure Regulation or EMIR). 

Amemlnwnl-1 to Al'fich:.\ 300 10 310 and .J97 of/he CRR 

Several new delinitions were added to Article 300 covering tenns used in the amended rules 
on own funds requirements for exposures to CCPs. Article 301 was modified in order to 
introduce a spt>cific treatment of institutions' exposures to a CCP due to cash transactions, to 
specify further the treatment of initial margin and to reflect the fact that a single method 
would be applicable to the calculation of mm funds requirements for exposures to qualifying 
CCPs (QCCPs). Article 304 was modified in order to reflect change to the methods for 
calculating cxpo~urc values ot' der'1vatives, and to clarify the treatment of securities financing 
tramuctions {SFTs) and of collateral provided by clients to their clearing members, Articles 
305 was moJi!icJ to clarify the treatment of SFTs and to adjust the eligibility criteria for the 
prcfercmial treatment of clients' exposures. A clarification of the treatment of clearing 
members' guarantees to their clients as well as of the treatment ofSFTs was inserted in Article 
306. A new method for calculating own funds requirements for prefunded default fund 
contributions to a QCCP was introduced in Article 308. The fonnula for calculating the O\\oll 

funds requirements for exposures to a non-qualifying CCP in Article 309 was modified. In 
Article 310, the alternative method for calculating the own funds requirements for exposures 
lo CCPs was removed and replaced by a new treatment for unfunded default fund 
contributions. Finally. the transitional provisions in Article 497 were modified. 

I J 
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Amendments to Arlide.'i 50a to 50d and 89 (J{ EMIR 

Articles 50a to 50d were modified to incorporate a new method for calculatin!c( the 
hypothetical capital of a CCP that is needed by institutions to calculate their own fundo; 
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 concluded its work on the fundamental review of the trading book 
and published a new standard on the treatment of market risk. The standard addressed the 
design flaws present in existing market risk framework, including the insuJ)idcnt capture of 
the full range of risks to which institutions were exposed to and uncet1ainty about the­
boundary between the trading and non-trading (i.e. banking) book which created opportunities 
for regulatory arbitrage. The new standard contains revised rules for the use of internal 
models for calculating own funds for market risk, as well as a new standardised approach 
which replaces the existing one. In order to implement the new standard in Union Ia\\, white 
ensuring that the rules remain proportionate, several modifications were mt~dc to the CRR. 

Jn Title /-General requirements, l'alualion and reporting 

Article 94 sets out the revised conditions for an institution to benefit from the derogation I{Jr 
institutions with small trading book business, under which the own funds 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. Article 
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 position and vice versa. Article 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 recognition and treatment 
of trading book positions which are considered as internal hedges of positions in the banking 
booJ<.. 

In Title IV Chapter I-- 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 ncllcd between 
different legal entities within a group for the purposes of calculating consolidated own funds 
requirements for market risk. Article 325c specifies the conditions under which the positions 
entered into by an institution in order to hedge against the adverse effect of changes in 
exchange rates on the institution's own funds ratios can be exempted from the market ri$k 
requirements. 

Chapter Ia ·- The standardised approach 

Section I (Article 325d) describes the different components of the standardised approach. 
Section 2 (Articles 325e to 3251) describes the functioning of the first component, the 
sensitivities-based method. It sets out the general principles for the calculation and 
aggregation of delta, vega and curvature risks. Subsection I of Section 3 (Articles 325m to 
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325r) spedlies the risk factors that have to be considered to calculate the sensitivities of 
tr<tding book positions to different classes of risk. Subse<:tion 2 of Section 3 (Articles 325s to 
325u) explains how these 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 of the third component of the standardised approach, 
the default risk ch;~rge. Article 325w gives the main definitions. Subsection I (Articles 325x 
to 325z) dc.~cribes how the default risk charge must be computed for non-sccuritisation 
positions. while subsections 2 (Articles 325aa and 325ab) and 3 (Articles 325ac to 325ae) 
describe the same calculation for sccuritisations. Section 6 (Articles 325af to 325az) provides 
the risk weights and correlations that must be used for each risk class in combination with the 
sensitivities to detennine own funds requirements tOr market risks under the standardised 
approach. Exposures to EU sovereigns are included in the first risk bucket, which is assigned 
the lowest risk weight (Articles 325ai and 325al). This trealment is in line with the non-rating 
dcpent.lcnt treatment curremly prov'tded for those types of exposures included in the non­
trading boo~. The risk weights applicable to covered bonds issued by EU institutions were 
reduced (A11iclcs 325ai and 325al). This treatment would prevent a potential significant 
increase in the capital requirements !Or exposures to covered bonds issued by EU institutions, 
thus maintaining lower funding costs fOr mortgage loans for housing and non-residential 
prope11)'. 

CJwpler 1 h 11w illlr:mal mutlef apprvach 

Section I (Articles 325ba and 325bb) spedlies the conditions under which institutions are 
allowed to usc intt:mal models nnd how own funds requirements for market risk must be 
calculated for trading desks that benetit from this pennission. Section 2 (Articles 325bc to 
325bl) describes how expected shortfatls and liquidity horizons must be used in the 
calculation of own funds requirements for market risk, the requirements that internal models 
must meet in terms of back testing, profit-and-loss (P&L) attribution, internal validation as 
\\ell as more geneml qunlitative and risk measurement requirements, and the stress scenario 
ris~ measure that must be calculated for the non-modellable risk factors. Like for the 
standardised upproach. u beneficial treatment was introduced under the internal models 
approach via shorter liquidity horizons /Or exposures to EU sovereigns and covered bonds 
bsued by EU institutions (Article 325be). Section 3 (Articles 325bm to 325bq) describes how 
the default risk ch11rge must be calculated for trading desks subject to default risk using an 
intemalmodel approach. 

( 'haplef.l 1. 3 and .J The simp/ijied .\·Wndanli.1ed approuch 

Chapters 2, 3 and 4. respectively o\vn funds requirements for position risk, foreign exchange 
risks and commodity risks - reflect the simplilied standardised approach under the revised 
murket risk framework. These rules already existed in the current market risk framework and 
remain unchanged. Institutions will be able to use this approach until the approaches laid out 
in Chapter I a and I b enter into lOree as set out in Article 52 l. After this date, only institutions 
thm rullil the eligibility criteria set out in Article 325a will be able to use the simplified 
standardised appronch. 

( 'hapler 5 The simplijir:d intenwl approach 

Chapter 5 constitutes the simplified internal models approach under the revised market risk 
li"amework. These rules already existed in the current market risk framework and remain 
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unchanged. Institutions will be able to usc this approach until the approaches laid out in 
Chapter Ia and lb enter into force as set out in Article 521. After this date, institutions will no 
longer be able to use the simplified internal models appmach for calculating the own fund 
requirements for market risks. However, Chapter 5 shall remain in force lOr calculating the 
ovm fund requirements for CVA risks under the Advanced method liS set out in Article 383. 

Part Ten-- Transitional provisions, report.\, re1·icw.\ Clfld amendment.\. 

Article SOla describes how own funds requirements for market risk, as calculated under 
Chapters 2 and 3, will be phased·in. Article 519a specilics 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 elements no later than 3 years aner the entry into 
force of this Regulation 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 market risk shall enter into force. 

LARGE EXPOSURES (CRR) 

The current capital base (the 'eligible capital') only captures a small part of the overall lnrge 
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 counterpllrties endangers the institution's survival as a going concern. Moreover, the 
current limit does not take into account the higher risks carried by the exposures that 0-Slls 
have to single counterparties or groups of connected clients and, in particular, as regards 
exposures to other Q.SlJs. The financial crisis has, in fact. demonstrated that material losses 
in one G-SII can trigger concerns about the solvency of other 0-SIIll with potentially !lerious 
consequences on financial stability. Finally. the current large 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 large 
exposures framework is amended to address the loopholes identified. In particular. the capital 
that can be taken into account to calculate the large exposures limit is limited to Tier I capital 
(no more Tier 2 capital); Article 395(1) is amended to introduce the lower limit of 15% for G­
S!Bs exposures to other G-S!Bs and the amended Article 390 imposes the usc of the SA-CCR 
methods for determining exposures to OTC derivative transactions, even for banks that have 
been authorised to use internal models. The modilications introduced in the current 
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 to review and report on the application of 
Article 400(1)(j) and Article 400(2). Since it was not possible to gather suflkicnt quantitative 
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 (e). 
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LU'lRACa: RATIO (CRR) 

New provisions are introduced and adjustments are made to several articles in the CRR in 
order to intn.xluce a binding leYeragc ratio requirement for all institutions subject to the CRD. 
The lcvemge ratio requirement complements the current requirements on supervisory 
monitoring of the risk of excessive leverage in the CRD and the CRR requirements to 
calculate the leverage ratio, to report it to supervisors and, since January 2015, to disclose it 
publicly. 

"11w lei'C'I"C/}!1! raliu requiremenl 

A lcvemge rmio requirement of 3% oi"Tier l capital is added to the ovm funds requirements 
in Article 92 of the CRR which institutions must meet in addition to their risk·based 
requirements. Thereby a hannonised binding requirement is introduced throughout the Union, 
selling a backstop for institUtions. In adJition, 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. 

Atfju\fme!/1.\ /o the h!l'eraKI' ra/io expn.wre metuure 

·1 he udjustments to the leverage ratio exposure mea.~ure that were already included in the 
current CRR have been carried o\'er. Since a 3% leverage ratio would constrain certain 
business models and lines of business more than others, further adjustments are warranted. 
Institutions may reduce the leverage ratio exposure measure for public lending by public 
development banks (Article 429a(l){d)), pass-through loans (Article 429(1){e)) and officially 
guaranteed export credit.~ (Article 429a( I )(f)). In order not to dis-ineentivise client clearing by 
institutions, institutions arc allowed to reduce the exposure measure by the initial margin 
receivet.l from clients for derivatives cleared through QCCPs (Article 429c(4)). 

A /t>verage m/ill buffer .for V-S/8.1 

International discussions arc ongoing on a possible leverage ratio buffer for G-S!Bs. Once a 
tinal intemational agreement on the leverage ratio buffer will be reached it should be 
considered for inclusion in the CRR. 

lh:<a I.ATORY RErORTING (CRR ANU CRI>) 

Variom provisions have been added to or amended in the CRR and the CRD to enhance 
proportionality and reduce costs on institutions in the overall regulatory reporting framework. 

Article 99(5) is amended to include a mandate to EI3A to deliver a report to the Commission 
on the cost of regulatory reporting by J I December 2019. The mandate sets out a very precise 
methodology for EllA to quantify reporting costs on institutions and provides for an 
obligation to make recommendations on ways to simpliiY reporting for small institutions 
through amendments to existing EBA reporting templates. 

Small instillltions as detinet.! in Article 430a will only be required to submit regulatory reports 
on an annual basis as opposed to semi-annually or more frequently for all other institutions 
(Articb 99(4), 100, 101.394 and 430). 

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) 

Enhanced 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. These 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. Disd0sure 
requirements will apply to each category of institutions on a sliding scale basis. with u 
differentiation in the substance and frequency of disclosures. 

At the upper end of the sliding scale, significant institutions with listed securities will he 
required to provide annual disclosures of all the infonnation required under Part Eight. plus 
disclosures of selected information on u semi-annual and quarterly basis, inducting in the 
latter case a key prudential metrics table (Article 45Jd). On the lm~er end, small non-listed 
institutions will only be required to make selected disclosures of governance, remuneration 
and risk management infOrmation and the key metrics table on an annual basis. 

Targeted amendmentj.' for consistency pwpo.~es with illlematinnal stmulard1· and nell' or 
amended Pillar I requirements 

A number of amendments have been made to Titles II and Ill of Part Eight (Articles -J35 to 
455) to align better disclosure requirements with international standards on disclosures. In 
particular, a new requirement has been added to disclose intbnnation about signiticant 
investments in insurance unde11akings that a competent authority has authorised not to he 
deducted from supplementary own fund requirements of financial conglomerates (Arlicle 
438(e) and(!)). 

Other amendments to these Titles are intended to rcllect new or amended Pillar 1 
requirements to be introduced as part of this legislative proposal. This will include disclosures 
on TLAC (Article 437a), counterparty credit risk (Article 439), market risk (Article 445) and 
liquidity requirements (Article 45la). 

Empowermenrs to the EBA and the Comminion 

The proposal comprises an empowennent to EBA to develop uniform disclosure fom1ats, 
which should be as aligned as possible with international disclosure fonnats to lhcilitnte 
comparability (Article 434a). 

To the same end, the proposal includes an empowerment to the Commission to amend the 
disclosure requirements in Part Eight to reflect developments or nme.ndments 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 to 
introduce a binding net stable funding ratio (NSFR) for institutions. 

General provisions 

Adjustments have been made to the geneml provisions in Pari One. Amendments have been 
made to Article 8 to adjust the conditions under which institutions can benefit from 
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derogations from liquidity requirements at the individual, legal entity level, and to Articles II 
and 18 regarding consolidation rules. 

E\i.11i11g liquidity provision\· 

Amendments are introduced in Titles I and II of Part Six to adjust definitions and reporting 
requirements. Oetinitions are adjusted in Article 41 1, while reporting requirements are further 
spccilicd iu Articles 412. 413, 415. 416 and 422 to 425. Article 414 is modified to integrate 
the ne\\ NSFR requirement and specify the applicable consequences should it be breached. 

lfl!! neu· Title 11' of Par/ Six· The net .l(ab/ejimding r(lfio for in;o,tflution.I 

Clwpler I 111(' net .ltahlefunding ralio (Article.\· .J28u and .J28b) 

Arliclc 428a specifies that the definitions for the calculation of the NSFR mirror the ones of 
the LCR. clarities some definitions and specifies rules for subsidiaries in third countries 

Article 42/::b dctincs the general design of the NSFR which is calculated as the ratio of an 
institution's amount of available stable funding (ASF) to its amount of required stable funding 
(RSF). 

( 'lwpler 2 Cicm:ml rules on calc:!dalion !!/'!he nel stable _funding mlio (Articles -128c to -128h) 

Article 428c clarifies the general rules that apply to calculate the NSFR. 

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

Article 4281' de lines the conditions under which some assets and liabilities can be c~Jnsidcrcd 
as interdependent and draws a list of products considered as such: centralised regulated 
sa\ ings, promotional loans, covered bonds issuance without funding risk on a one-year 
horiLOn and derivatives client dearing activities. The Commission is empowered to adopt a 
delegated act to review this list {new paragraph 3 of Article 460). 

Article 42Rg specilies the treatment of funding in networks or institutional protection schemes 
and Allick 42Sh introduces a discretion for competent authorities to grant a preferential 
treatment to intragroup transactions. 

Chap!er 3 ..IJ•ailub/e slable funding (Article.\· -128i to -128o) 

Section 1 (Articles 428i and 428j) of this Chapter delines the general rules that apply to 
cnkulate the amount of available stable funding that constitutes the numerator of the NSFR. 

Scdion 2 (t\rticks 428k to 428o) delines the ASF factors that apply to the regulatory capital 
and 10 dif'lcrent liabilities depending on their characteristics, in pru1icular their maturity and 
the natur.:: of the counterparty. 

Uwpkr .J NCIJUired .IWb/ejunding (Arlic/1:'.\ -128p to -12Hag) 

Section I (Articles 428p <Jnd 428q) of this Chapter dclines the general rules that apply to 
calculate th..: amount of required stable funding that constitutes the denominator of the NSFR. 

Section 2 (Articles 428r to 428o) dclines the RSF factors th<~t apply to different assets and on:. 
ha!ance sheets exposures depending on their characteristics, in particular their maturity, their 
liquidity and the nature ofthc countcrparty. 
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The definitions and RSF factors applied for the calculation of the NSFR reflect the definitions 
and haircuts applied for the calculation of the EU LCR. In particular. assets eligible as high 
quality liquid assets (HQLA) Level 1, excluding extremely high quality covered bonds. me 
subject to a 0% RSF factor to avoid negative impacts on the liquidity of sovereign bond 
markets. 

Assets resulting from transactions with financial customers having a residual maturity of less 
than six months and secured by HQLA Level 1, excluding covered bonds. are su~jcct to a 5~-~~ 
RSF factor (Article 428s). If they are unsecured or secured by other assets, these transactions 
are subject to a 10% RSF factor (Article 428u). These adjusted RSF factors arc mennt to 
mitigate the immediate impact on the liquidity of interbank funding markets. on the liquidity 
of the securities and on market making activities. The Commission is empowered to adopt n 
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 December 2022, these RSP factors 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 
fonn of cash and HQLA Level I, excluding covered bonds) are greater than derivatives 
liabilities (offset by all variation margins posted). the difference is subject to H I 00% RSF 
factor (Article 428ag). In addition, an adjusted risk-sensitive approach is introduced to capture 
the future funding risk of derivatives. For unmargined derivatives transactions. a 100/o RSr 
factor applies to their gross derivatives liabilities (Article 428u) and, for margined deri\'ativcs 
transactions, an option is introduced to either apply a 20% RSF factor to gross deri\·atives 
liabilities or to use the potential future exposute (PFE) as calcul<Jted under stnndardised 
approach for counterparty credit risk - SA-CCR (Article 428x). The Commission is 
empowered to adopt a delegated act to review this treatment. taking in!tl account the 
conclusions 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 510). 

IFRS9 (CRR) 

Article 473a is added to pltase in the new incremental provisioning requirements for credit 
risk under lFRS over a period starting on I January and ending on 31 December 2023 to 
mitigate the financial impact on institutions. 

SME SUPPORTING FACTOR (CRR) 

The proposal includes changes to capital requirements for exposures to SMEs (Article 501). 
The current capital reduction of23.81% 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 0.1 

15% reduction for the remaining part of the exposure above the threshold of EUR 1.5 million. 
Institutions will be able to continue implementing the reduction by adjusting the risk­
weighted exposure amount for a given SME. 
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TREATMENT Or SPECIALISED LENDING EXPOSURES (Clffi) 

Promoting viable infrastructure projects in domains like transport, energy, innovation, 
educntion, research is of vital importance tOr the economic growth of the Union. In 
conjunction with other Commission initiatives, like the Capital Market Union and the 
Investment Plan lOr Europe, the proposal aims at mobilising private finance for high quality 
inl'rastructurc projects. Building on the recent developments in the regulatory framework tOr 
insurullce undertakings and on the on-going work carried out in the context of the upcoming 
relimn of the Standardised Approach by the BCBS, it is proposed to grant, under both the 
Standardised Approach and the Internal Based Approach for credit risk, a preferential 
trcatmcm to specialised lending exposures aiming at funding safe and sound infrastructure 
projects. These arc dc11ned through a set of criteria able to reduce the risk protilc of the 
exposure and enhance the capacity of institutions to manage that risk. The criteria are 
t:onsistent with those identifying qualifying infrastructure projects that receive a preferential 
treatment in tl1e Solvency II framework. The proposed treatment is subject to a review clause 
in order to possibly line-tunc the provision in light of its impact on infrastructure investments 
in the EU and to take into account any relevant development at global level. It will also allow, 
if appropriate. to amend the provision in view of more flexibility with regard to the tinancing 
.~tructure of infrastructure projects, i.e. to extend the treatment to infrastructure corporales. 
The Commission, atler consulting the EBA, wili report on the trends in the market for 
infrnstructme inve5tments and the ellC:ctive risk prolile of those investments and shall submit 
this report to the European Parliament and the Council together with any appropriate 
proposal. 

INv~:STi\lF.NT FIRMS RF.VIF.W (CRR) 

rhc revic\v under Article 508(3) on investment tim1s is now in its second phase. In a first 
report published in Dl.'!cembcr 2015, EBA found that the bank-like rules under the CRR were 
not fit for purpose !Or the majority of investment t1rms with the exception of the more 
t>ystemic ones that pose risKs similar to those faced by credit institutions. At the request of the 
Commission. the EI3A is conducting additional analytical work and a data-gathering exercise 
in order to mticulate a more <!ppropriatc and proportionate capital treatment tOr investment 
lirms v.hich will cover all parameters of a possible new regime. EBA is expected to deliver 
their linal input to the Commission in June 2017. As indicated in its 2017 Annual Work 
progr.11ntnc. the Commission intends to present legislative proposals setting-up a specific 
pr11dential!i·amework lOr non-systemic investment fim1s by the end of2017. 

Pending the adoption or these proposals, it is considered appropriate to allow investment 
linns that arc not systemic to apply the CRR in the version as it stood before the amendments 
come into force. Systemic investment firms will, !Or their part, be subject to the amended 
\ersion \11" the CRR. "lltis will ensure that systemit: !inns are treated appropriately while 
alleviating the regulatory burden for non-systemic finns who would otherwise have to 
tl·mporarily apply a new set of rules designed for credit institutions and systemic investment 
firms during the period preceding the tina! adoption of the dedicated investment fimts' 
prudemial framework that will be proposed in2017. 
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INTRODUC!ilo'G A MODIFIED FRA,\IEWORk: FOR INTEREST RATE RISK (CRR ,\NDCRD) 

Following developments at international level on the measurement of interest 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 capturing interest rate risks !Or banking book positions. The 
amendments include the introduction of a common standardised appwach that institutinns 
might use to capture these risks or that competent authorities may require the inslitulionto usc 
when the systems developed by the institution to capture these risks arc not satistb.ctor). 
improved outlier test and disclosure requirements. In addition. EBA is mandated, in Article 84 
of the CRO, to elaborate the details of the standardised methodology the criteria and 
conditions that institutions should follow to identify, evaluate, manage and mitigate interest 
rate risks and, in Article 98 of the CRD, to define the six supervisory shock scenarios applied 
to interest rates and the common assumption that institutions have to implement lOr the outlier 
test. 
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Proposal for a 

RrGULATION OF TilE EUROPEAN PARLIAMENT AND OF TilE COUNCIL 

amending Regulation (EU) No 575/2013 and Regulation (EU} No 648/2012 

(Text with EEA relevance) 

THE ElJROPf'AN PARUAMENT AND THE COUNCIL OF THE EUROPEAN UNION, 

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

H<~ving regard to the propnsal from the European Commission, 

Alier tnmsmission of the draft legislative act to the national parliaments, 

ll<lving regard to the opinion ofthe European Economic and Social Committee 15 , 

Having regard to the opinion of the Committee of the Regions 16, 

/\cling in accordance with the ordinar}' legislative procedure, 

Whereas: 

(I) In the aftermath of the linancial crisis that unfolded in 2007-2008 the Union 
implemented a substantial rclOrm of the linancial services regulatory framework to 
CIJhance the resilience of its financial institutions. The reform was largely based on 
internationally agreed standards. Among its many measures. the reform package 
included Regulation (EU) No 575/2013 and Directive 20\3/36,EU which strengthened 
the prudcnti:Jl requirements lOr credit institutions and investment finns. 

t2) While the reforms have rendered the linandal system more stable and resilient against 
mom) types of possible future shocks and crises, they did not address all identilicd 
problems. An important reason tOr that was that intemational standard sellers, such as 
the Basd Committee on Banking Supervision and the Financial Stability Board, had 
not llni~hed thei1· work on intemationally agreed solutions to tackle those problems at 
the time. Now that work on important additional rcfonns has been completed, the 
outstanding problems should be addressed. 

t3) The Commission recognised the need tOr further risk reduction in its Communication 
of 24 November 20 l 5 and committed to bring forv,rard a legislative proposal that 
builds on internationally agreed standards. The need tOr further concrete legislative 
steps to be taken in terms of reducing risks in the financial sector has been recognised 
,1lso hy the Council Conclusion.s from 17 June 2016. 

OJ (' . f'· 
OJ C .,p 

RESTREINT UE/EU RESTRICTED 
-~ -------- ------- ---------

EN 



EN 

{4) Any risk reduction measures should not only further strengthen the resilience of the 
European banking system and the markets' confidence in 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 
economy, especially the need to promote growth and jobs at times of uncertain 
economic outlook. In this context, various major policy initiatives, such Hs the 
Investment Plan for Europe and the Capital Markets Union 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 iniliativcs as well as 
with broader recent reforms in the financial sector. 

(5) The provisions of this amending Regulation are equivalent to internationally agreed 
standards and in particular ensure the continued equivalence of Directive 20 IJI36'EC 
and this Regulation with the Basel III framework. The targeted <ldjustments in order to 
reflect Union specificities and broader policy considerations are limited in terms or 
scope or time in order not to impinge on the overall soundness or the prudential 
framework. 

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

(7) The leverage ratio contributes to prese1ving financial stability by acting as a backstop 
to risk based capital requirements and constraining the building up or excessive 
leverage during economic upturns. Therefore, a leverage ratio requirement should Oe 
introduced to complement the current system of reporting and disclosure of the 
leverage ratio. 

(8) In order not to unnecessarily constrain lending by institutions to corporales and private 
households and to prevent unwarranted adverse impacts on market liquidity, the 
leverage ratio requirement should be set at a level where it acts as a credible backstop 
to the risk of excessive leverage without hampering economic growth. 

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

( 1 0) A 3% leverage ratio would constrain certain business models and lines of business 
more than others. In particular public lending by public development banks and 
officially guaranteed export credits would be impacted disproportional!y and the 
leverage ratio should be adjusted for these types of exposures. 

(11) The provision of central clearing services by credit institutions to clients should not be 
undem1ined by the introduction of a leverage ratio requirement. There tOre. the initial 
margins on centrally cleared derivative transactions that credit institutions receive in 
cash from clients and pass on to the CCP, should be excluded from the leverage ratio 
exposure measure. 
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(l2) The Basel Commiuce has adopted frequently asked questions and revised rules on the 
levcrug~: ratio. The CRR should be aligned with these internationally agreed rules and 
frequently asked questions so as to enhance the international level playing field, 

{!3) The Financial Stability Board (FSB) has published on 9 November 2015 the Total 
Loss-Absorbing Capacity (TLAC) Term Sheet ('the TLAC standard') which was 
endorsed by the G-20 at the November 2015 summit in Turkey. The TLAC standard 
requires global systemically important banks (0-SIBs), to hold a sufficient amount of 
highly loss absorbing (bail-in-able) liabilities to ensure smooth and fast absorption of 
los:.cs and rccapitalisation in resolution. In its Communication of 24 November 2015, 
the Commission committed to bring forward a legislative proposal by the end of2016 
that would enable the TLAC standard to be implemented by the intemationally agreed 
deadline of 20! 9. 

(14) The implementation of the TLAC standard in the Union needs to account for the 
existing minimum requirement for own funds and eligible liabilities (MREL) in 
Directive 2014.'59/El/. As TLAC and t-.IREL pursue the same objective of ensuring 
that institutions have suHicient loss absorbing capacity, the two requirements are 
complementary elements of a common framework. Operationally, the hannonised 
minimum level of the TLAC standard is reflected in amendments to this Regulation 
introducing a requirement tOr own funds and eligible liabilities, while the finn-specific 
ndd-on lOr G-SIIs and the linn-spccillc requirement for non-0-Slls is addressed 
through targeted amendments to the Directive 2014/59/EU and of Regulation (EU) No 
806/2014. The relevant provisions introducing the TLAC standard in this Regulation 
(EU) should be read together with those in the aforementioned pieces of legislation 
and with Directive 2013136/EU. 

(15) (liven that the FS8 term-sheet only covers global systemically important banks, the 
minimum requirement for a suflicicnt amount of highly loss absorbing liabilities 
introduced in this Regulation only applies in the case of G-SIIs. On the contrary, the 
rules conceming eli!:(ible liabilities introduced in this Regulation apply to all 
institutions, in line with the complementary adjustments and requirements in Directive 
2014159'ElJ. 

{16) In line with the FSB term sheet the requirement on own funds and eligible liabilities 
applies to resolution entities which are either themselves G·SIIs or are part of a group 
identilied as G-Sll. Depending on whether such resolution entities are stand-alone 
institutions with no subsidiaries, or parent undertakings, the requirement should apply 
on <ln individual basis and respectively on a consolidated basis. 

(17) Under Din:cti\e 2014'59iElJ resolution tools may apply not only to institutions but 
ahl) to linnncial holding companies and mixed financial holding companies. Parent 
!inancial holding companies and parent mixed tinancia\ holding companies should 
therefore have suflicicnt Joss absorption capacity in the same way as parent 
in~titutions. 

( 18) In order to ensure the effectiveness or the requirement on own funds and eligible 
liabilities. it is essential that the instruments held tOr meeting the requirement have a 
high capacity of loss absorption. Liabilities that are excluded from the bail in tool in 
Din:cti\"L' 2014.-S!J;ElJ. 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 be 
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 loss absorption potential of liabilities that rank pari 
passu with certain excluded liabilities should be recognised up to a certain extent. in 
line with the FSB term-sheet. 

(19) In view of avoiding double counting of liabilities for the purpose of the requirement on 
own funds and eligible liabilities, rules should be introdu<.:ed 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 eligible 
liabilities instruments should tirst be deducted from eligible liabilities and to the extent 
there are no sufficient liabilities from Tier 2 capital instruments. 

(20) The FSB term-sheet contains some eligibility criteria that are stricter than current 
eligibility criteria for capital instruments. To ensure consistency. eligil:lility criteria !Or 
capital instruments will be aligned as regards the non-eligibility ofinstruments issued 
through special purpose entities as of 1 January 2022. 

(21) Under Regulation (EU) 575/2013, reporting requirements arc subject to nn 
overarching proportionality principle. Respondents to the Commission's call for 
evidence on the EU regulatory framework for financial services. however. often 
regarded the existing supervisory reporting requirements as dispropot1ionate or 
overlapping. The EDA should report on where proportionalit) of the Union 
supervisory reporting package could be improved in Lenns of scope. granularity or 
frequency. Furthennore, competent authorities should only require information \\hich 
is not duplicative relative to information which is or may be already available to them 
through other means or which has been required from the institution under a diflerent 
enabling legal provision. 

(22) Regulation (EU) No 575/20!3 introduced specific rules on own funds requirements for 
institutions' exposures to central counterpm1ies (CCPs). The introduction of those rules 
represented an important change in tenns of the measurement. monitoring and 
management of such exposures as they had previously attracted no own funds 
requirements. Those rules implemented internationally agreed interim standards 
published by the Basel Committee. 

(23) Since the adoption of Regulation (EU) No 575/2013, the international standards were 
amended in order to improve the treatment of exposures to qualifying CCPs {QCCPs). 
Notable revisions to the international standards included the use of a single method tOr 
determining the 0\vn funds requirement for exposures due to default fund 
contributions, an explicit cap on the overall own funds requirements applied to 
exposures to QCCPs, and a more risk-sensitive approach for capturing the ,-a!ue of 
derivatives in the calculation of the "hypothetical" resources of a QCCP. AI the same 
time, the treatment of exposures to non-qualifying CCPs wa5 left unchanged. Given 
that the revised international standards introduced a treatment that is bcltcr suited to 
the central clearing environment, EU law should be amended to incorporate those 
standards. 
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(24) The treatment of exposures in the fonn of units or shares in C!Us should be risk 
sensitive and promote transparency with respect to the underlying exposures ofCIUs. 
in order to promote adequate risk management of these exposures by institutions. To 
this end, the Basd Commitlee has adopted revised standards setting a clear hierarchy 
of approaches to calculate risk weights retlecting the degree of transparency over the 
under!yin~ exposures. Regulation (EU) No 575/2013 of the European Parliament and 
of the Council should be aligned with those internationally agreed rules so as to 
enhance the international level playing tield. 

(25) Regulation (EU) No 575/2013 allows institutions the choice between three ditferent 
standardised approaches for calculating the exposure value of derivative transactions 
under the counterparty credit risk framework: the Standardised Method ('SM'), the 
tvlark-to-Market Method ('MtMl\.-1') and the Original Exposure Method ('OEM'). These 
approaches <~re 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 mtio. 

(26) The exbting standardised approaches sulfer from several shortcomings. The three 
main ones are that they do not recognise appropriately the risk-reducing nature of 
collateral in the exposures, that their calibrations are outdated rutd do not reilect the 
high level of volatility observed during the tinancial crisis, and that they do not 
recognise appropriately netting benelits. In order to address those shortcomings, the 
BCBS decided to replace the SM and the MtMM with a new standardised approach to 
compute the exposure value of derivatives exposures, the so-called Standardised 
Approach fOr Counterparty Credit Risk ('SA-CCR'). Given that the revised 
intcrnntional standards introduced a treatment that is better suited to the central 
clearing environment, EU law should be amended to incorporate those standards. 

{27) 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 to implement For 
some of the institutions which currently use the MtM method the SA-CCR may prove 
to Pe too complex and burdensome to implement. For those institutions, a simplit1ed 
version of the SA-CCR should be introduced. Since such a simplitied method would 
be Jess risk sensitive than the SA-CCR, it should be appropriately calibrated in order 
to ensure that it does not underestimate the exposure value of derivatives transactions. 

t::!R) For institutions which have very limited derivatives exposures and which currently usc 
the OEM, 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 to address its major shortcomings. 

(29) !n order to guide the choice of which of the approaches an institution is permitted to 
usc clear criteria should be introduced. The criteria should be based on the size of the 
derivatives exposures of an institution. 

( 30) During the 1immcial cnsis, tmdin~ book losses in some Ell institutions were 
:.uhstantiul and, for some of them, the level of capital required against these losses 
pnncd insurticient leading them to seek extraordinary public linancial support as a 
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result. These observations led the regulatory community to improve a number of 
weaknesses in the prudential treatment for trading book positions v.hich arc the own 
fund requirements for market risks. 

(31) In 2009, a first set of reforms were finalised at international level (known as the 'Basel 
2.5' package of refonns) and transposed in the EU via Directive 20!0/76'EU ICRD 
III). These refonm, subsequently retained in this Regulation, sought to increase the 
overall own fund requirements for market risks which was the most pressing 
deficiency in measuring those risks. 

(32) However, the 2009 reform did not address the structural weaknesses of the own fund 
requirements for market risk standards. The lack of clarity about the boundar> between 
the trading and banking books gave opportunities for regulatory arbitrage while the 
Jack of risk sensitivity of the own fund requirements 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. 

(33} The Basel Committee for Banking Supervision initiated the Fundamental review of the 
trading book (FRTB) to address those weaknesses. This work was concluded in 
January 2016. The FRTB standards enhance the risk-sensitivity of the market risk 
framework by setting an amount of own fund requirements more propo11ionate with 
the risks of trading book positions. In addition, these standards clarify the dcfmition of 
the boundary between banking and trading book making it less. 

(34) The implementation of the FRTB standards in the EU needs to presen-c the good 
functioning of financial markets in the EU. Recent impact studies about the FRTB 
standards showed that a steep increase in the overall own fund requirement for market 
risks could be foreseen for most of European institutions as a rcsu!t of the 
implementation of the FRTB standards. As a consequence, in order to m·oid a sudden 
contraction of trading businesses in the EU, a phase-in period is introduced fnr 
institutions to recognise the overall level of own fund requirements tOr market risks 
generated by the transposition of the FRTB standards in the EU. Particular mtention 
has also been paid to European trading specificities and adjustments to ha\·c been 
made to the own funds requirements for sovereign and covered bonds, and simple. 
transparent and standardised securitisations. 

(35) Finally, a proportional treatment for market risks should apply to institutions with 
limited trading book activities. To this end, more institutions \\ith small trading 
activities will apply the credit risk framework for banking book positions as set out 
under the derogation for small trading book business. In addition, institutions with 
medium-sized trading book will be aHowed to usc a simplified standardised appronch 
for calculating the own fund requirements for market risks in line \Vith the approach 
currently in use under CRR. 

(36) The large exposures framework should be strengthen to improve the ability of 
institutions to absorb losses and to better align with international standard. To this end 
a higher quality of capital should be used as capital base for the calculalion {lfthe large 
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-S/Bs have toward other G-S/Bs should be Jm\ered to reduce 
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systemic risks related to interlinks among large institutions and the probability that the 
default ofG-SIBs counterparty may have on financial stability. 

{37) During the financial crisis, institutions made use of excessive amounts of short-te1m 
wholesale funding to linance their long term activities. When short-term funding 
became unavailable, institutions were either forced to request emergency liquidity 
assistance from central banks or engage in 'fire sales' of assets, triggering a downward 
spiral in prices and eroding their liquidity positions, with the ultimate consequence of 
drh ing a number of them into insolvency. Some credit institutions also had to be 
bailed-out by their governments. These crisis periods were generally preceded by 
years of extensive long-term assets growth without a similar increase in stable funding 
sources. 

(38) Article 41 J{l) of Regulation (EU) No 57512013 imposes a stable funding requirement 
on institutions formulated in general terms as an obligation to "ensure that long tenn 
obligations arc adequately met with a diversity of stnble funding instruments under 
both normal and stressed conditions". Pursuant to Article 510(3) and in accordance 
with recital (112} Regulation (EU) No 575/2013, the Commission shall, if appropriate, 
submit a legislative proposal to the co-legislators to specify in detail that stable 
funding requirement, taking into account the recommendations of the report of 15 
December 2015 prepared by the European Banking Authority (EBA) pursuant to 
paragraphs I and 2 of Article 510 of Regulation (EU) No 575/2013. Until the 
specification and introduction of binding minimum standards for stable funding 
requirements in the Union, Member States may maintain or introduce national 
provisions in this area. 

09) While the LCR ensures that credit institutions and systemic investment !inns will be 
able to withstand a severe stress un <1 short-term basis it docs not ensure that they will 
hu\·e a sustainable stable funding structure on a longer-term horizon. General 
requirem~nts on stable funding introduced by Regulation (EU) No 575/2013 and 
market discipline would likely mitigate some of risks related to insufficiently stable 
funding, but are unlikely to prevent institutions from relying on too-high amounts of 
short-term funding. Institutions would therefore be more prone to liquidity problems in 
situations where markets for short-term funding were disrupted. This would likely lead 
to the failure of those institutions and could have negative consequences on financial 
,;tability in case of economic shock. Thus it became apparent that it was necessary to 
develop a delailed binding stable funding requirement at EU level which should he 
md at all times with the aim of preventing excessive maturity mismatches between 
as'>eb and liabilities and overreliance on short-term wholes<~lc funding. 

(40) Consistclll with I3CBS stable funding standards, rules should be adopted to define the 
stable ftmding requirement as a ratio of an institution's "amount of available stable 
funding'' to its "amount of required stable 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 
dq;ree of reliability over the one-year horizon of the NSFR. The "amount of required 
stable funding" should be calculated by multiplying an institution's assets and off .. 
balance sheet exposures by uppropriate factors that reflect their liquidity 
clwracteristics and residual maturities over the one-year horizon of the NSFR. 
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(41) The NSFR should be expressed as a percentage and set at a minimum level of 100°·0, 

which indicates that an institution holds sufficient stable funding to 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 laid do\\11 in Article 414 of Regulation (EU) No 57512013 tOr a timely 
restoration of its NSFR to the minimum level. Competent authorities should as:;css the 
reasons for non-compliance with the NSFR requirement before defining potential 
supervisory measures. 

(42) In accordance with the recommendations made by the EBA in its report, the J'Uies of 
calculation of the NSFR should align closely with the [3CI3S' standards but the 
necessity to take specitic account of some European specificities in order to ensure 
that the NSFR does not hinder the financing of the European real economy justilics 
adopting some adjustments to the Basel NSFR for the definition of the Europc<~n 
NSFR. These adjustments to the European context are recommended by the EBA 
NSFR report and relate mainly to specific treatments for i) pass-through models in 
general and covered bonds issuance in pm1icular, whose funding risk can be 
considered as low when assets and liabilities are matched funded: ii) trade finance 
activities, whose short-term transactions are less likely to be rolled-over than other 
type of loans to non-financial counterparties; iii) centralised regulated savings, \\<hose 
scheme of transfer renders the client deposits (liabilities) and claims on the state­
controlled fund (assets) interdependent; iv) residential guaranteed loans, whose 
specific characteristics make them similar to mortgage loans; v) credit unions. whose 
statutory constraints on investment of their excess of liquidity entail a funding risk 
similar to that of non-financial corporales for the institution receiving the deposits; vi) 
CCPs not undertaking maturity transformation, whose business model does not imply 
the type of maturity transfomJation that the NSFR is meant to address. These proposed 
specific treatments broadly reflect the preferential treatment granted to tbese activities 
in the European LCR compared to the Basel LCR. As the NSFR complements the 
LCR, these two ratios shatl indeed be consistent in their definition and calibration. 
This is in paJticular the case for required stable funding factors applied to LCR high 
quality liquid assets for the calculation of the NSFR that shall rellect the definitions 
and haircuts of the EU LCR. 

(43) Beyond the European specificities, the stringent treatment of derivative transactions in 
the Basel NSFR could have an important impact on institutions' derivative~ acth-ities, 
and consequently on European 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. corporales, pension funds. public seclor 
entities, insurance companies, retail banks etc.). 

(44) The treatment of derivative transactions and of some interlinked transactior1s (e.g. 
clearing activities) could be unduly and disproportionately impacted by the 
introduction of the NSFR without having been subject to extensive quantitative impact 
studies and public consultation. The additional requirement to hold 20% of stable 
funding against gross 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. It then seems reasonable to adopt an altc-mative 
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more risk-sensitive measure not to hinder the good functioning of EU financial 
markets and the provision of risk hedging tools to institutions and end-users, including 
wrporates, to ensure their financing as an objective of the Capital Market Union. 

(45) for unmargincd derivatives transactions, whose future funding risk is contingent on 
some unprcdictublc events (e.g. rating triggers requiring to post collateral) 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 will apply to their gross derivatives 
linbilities as the 20% RSF fnctor seems to be very conservative (equivalent to 
assuming that an unpredictable event of the type mentioned above has a 20% chance 
or realising over one year). For margined derivatives transactions, an option is 
introduced for institutions using SA-CCR (institutions not using SA-CCR have very 
small derivatives portfolios and should be exempted from this requirement) to either 
apply the 20~'0 RSF /Uctor as indicated in the Basel standard or to use their PFE as 
caleulated under SA-CCR. 

!46) Thi~ approach is more risk-sensitive and, as it will be introduced in the Regulation 
(Ell) No 575/2013 for counterparty credit risk and for the leverage ratio calculation, it 
will not constitute an additional burden for institutions to compute. The Commission is 
empowered to adopt a delegated act to review this treatment if need be, taking into 
account the conclusions of a rep011 prepared by the El3A. The target remains to move 
to the Basel 20% RSF factor on gross derivatives liabilities for all derivatives 
transactions if no deeision to the contrary is taken by 31/12/2022. 

(47) The Basel asymmetric treatment between short tenn funding, such as repos (stable 
funding not recognised) and short term lending. such as reverse repos (some stable 
funding required· 10% ifcollatcraliscd by Level 1 high quality liquid assets- HQLA 
-a~ defined in the LCR and I 5% for other transactions) with financial customers aims 
at discouraging cxtcnsiv..: sho1t tem1 funding Jinks bel\veen tinancial institutions which 
arc a source of interconnection and make it more ditlicult to resolve a particular 
insutution without a contagion of risk to the rest of the financial system in case of 
failure. 1-!owc"er. the calibration of the asymmetry is overly conservative and may 
afiCet the liquidity of securities usually used us collateral in short term transactions. in 
particular SO\'t:reign bonds. as institutions will probably reduce the volume of their 
operations on repo markets. Jt could also undermine market-making activities, as rcpo 
markets facilitate the mnnagement of the necessary inventory, thereby contradicting 
the objectives oft he capital market union. 

{4R) Furthermore, this will make it more difficult to transfOrm these securities into cash 
rapidly at a good price. whkh could endanger the effectiveness of the LCR whose 
logic is to have a buffer of liquid assets that can be easily transformed into cash in case 
of liquidity stress (if the securities in the butTer become less liguid, the effectiveness of 
the mechanism in case of crisis may be undennined). Eventually, the calibration of 
this usymmctry may affect the liquidity of interbank funding markets, in pmticular tOr 
Hguidity management purposes, as it will become more expensive !Or banks to lend to 
each other on a short term basis. The asymmetrical treatment is then maintained but 
RSF factors are reduced to 5~-B and lO~'B respectively (instead of 10% and 15%,). The 
Commission is empo\\ered 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 target 

31 

RESTREINT UE/EU RESTRICTED j 

EN 



EN 

I RESTREINT UE/EU REg_RJCIED] 

remains to move to the Base! RSF of I 0%1 and 15% if no decision to the contrary is 
taken by 31/12/2022. 

(49) In addition to the recalibration of the Basel RSF factor that applies to short term 
reverse repo transactions with financial customers secured by sovereign bonds (5% 
RSF factor instead of I 0%). some other adjustments have proven to be necessary to 
ensure that the introduclion of the NSFR does not hinder the liquidity of sovereign 
bonds markets. The Basel 5% RSF factor that applies to Le\el I I-IQLA. including 
sovereign bonds, implies that institutions would need to hold ready available long­
term unsecured funding in such percentage regardless of the time during which they 
expect to hold such sovereign bonds. This could potentially further incenth·ise 
institutions to deposit cash at central banks rather than to act as primary dealers and 
provide liquidity in sovereign bond markets. Moreover, it i~ not consistent with the 
LCR that recognises the full liquidity of these assets even in time of severe liquidity 
stress (0% haircut). The RSF factor of HQLA Level 1 as defined in the Ell LCR. 
excluding extremely high quality covered bonds, is then reduced Jfom 5% to 0°·~. 

(50) Furthermore, all HQLA Level 1 as defined in the EU LCR. excluding extreme!) high 
quality covered bonds, received as variation margins in derivatives contracts ollSet 
derivatives assets while the Basel standard only recognises cash re~pccting 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 hold high 
amounts of sovereign bonds but few cash (like pension funds) and m·oid adding 
additional tensions on the demand fOr cash on repo markets. 

(51) The NSFR should apply to institutions both on an individual and consolidated basis. 
unless competent authorities waive the application on an individual hnsis in 
accordance with Articles 8 or 10 of Regulation (EU) No 575/2013. It lllU) not be 
assumed that institutions will always receive funding 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 le\el in 
accordance with Articles 8 or 10 of Regulation (EUJ No 575/2013, transactions 
between two institutions belonging to the same group or to the same institutional 
protection scheme should in principle receive symmetrical available and required 
stable funding factors to avoid 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 treatments 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. 

(52) The consolidation of subsidiary undertakings in third countries should take due 
account of the stable funding requirements applicable in those countries. Accord"mgly. 
consolidation rules in the Union should not introduce a more fa\'ourable treatment JOr 
available and required stable funding in third country subsidiary undertakings than that 
which is available under the national law of those third countrie-s. 

(53) The provision to market participants of meaningful infom1ation about common key 
risk metrics is a fundamental tenet of a sound banking system as it reduces infOrmmion 
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asymmetry und helps promote comparability of credit institutions' risk profiles within 
and across jurisdictions. 

(54) l"o enh<~nce comparability and consistency of disclosures by credit institutions the 
Basel Committee on Banking Supervision (BCBS) published revised Pillar 3 
disclosure requirements in January 2015. The BCllS is working on additional 
modilications to those requirements. 

(55) To strengthen market discipline and linancial stability, it is necessary to enhance the 
compambility or disclosures on regulatory capital, risk weighted assets, leverage and 
liquidity in a way that is consistent with internationally agreed standards. That will 
ensure that investors tmd depositors are sufficiently \veil informed about the solvency, 
leveruge and liquidity or institutions. The mandate of the European Banking Authority 
('EBA') to develop standardised disclosure templates laid down in Article 434a should 
thaetOrc be extended to cover all substantial disclosure requirements set out in 
Regulation (EU) 575120\3 of the European Parliament and the Council. When 
developing these standards the EBA should take into account the size and complexity 
of institutions, as well as the nature and level of risk of their activities. 

(56) Respondents to the Commission's call lOr evidence on the EU regulatory framework 
lOr linancial scn·ices olien singled out disclosure requirements as disproportionate, in 
particular for smull institutions. The existing disclosure requirements should therefore 
be nmended to make them more proportionate and, specit1cally, to reduce significantly 
the volume nf disclosures required from small institutions. 

(57) Disclosure requirements at international and Union level change over time in response 
to developments on linancial markets. To react more e!Ticiently to those 
developments, the Commission should have a mandate to amend the disclosure 
requirements laid down in Regulation (EU) 57512013 through a delegated act. 

(58) In accordance with Article 508(3) of Regulation (EU) No 575/2013, the Commission 
mu~t report to the co-legishstors on an appropriate regime tOr the prudential 
St!pervision of investment lirms and submit. if appropriate, a legislative proposal. Until 
that provision stmts applying. investment Hrms other than systemic investment finns 
should rem:~ in subject to the national law of Member States on the net stable funding 
requirement. However, investment firms other than systemic investment finns should 
be subject to the NSFR laid down in Regulation (EU) No 575/2013 on a consolidated 
basi:., where they !Onn part of banking groups. 

t59J Institutions are required to report in the reporting currency to their competent 
authorities the NSfR as specified in detail in Regulation (EU) No 575/2013 in 
accordance with Article 415 of that Regulation, for all items and separately for items 
denominated in each significant currency. They shall not be subject to any double 
reporting requirements due to the net stable funding requirement and be granted 
sullicienttime to get prepared to the entry into force of new reporting requirements. 

t60) The application of the expected credit loss provisioning introduced by the revised 
international accounting standards on financial instruments "IFRS9", may lead to a 
sudden significant increase in the capital ratios of institutions. While discussions are 
on-going on the appropriate prudential treatment of the impact of increased expected 
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credit losses and to prevent an unwarranted detrimental effect on lending b~ credit 
institutions, the incremental provisioning for credit risk of !FRS9 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 gto\\-1h and prm·iding 
employment. Given the fact that SMEs carry a lower systematic risk U1an larger 
corporates, capital requirements for SME exposures should be lower than those tOr 
large corporales to ensure an optimal bank financing of Sr-.IEs. Currently. SME 
exposures of up to EUR 1.5 million are subject to a 23.81% reduction in risk weighted 
exposure amount. Given that the threshold ofEUR 1.5 million for nn SMC 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 competitiveness and 
to stimulate job creation. The recovery and future growth of the Union econolll) 
depends largely on the availability of capital for strategic investments of European 
significance in infrastructure, notably broadband and energ~· networks. as well as 
transport infrastructure, particularly in industrial centres; education, research and 
i1movation; and renewable energy and energy efficiency. The Investment Plan !OJ 
Europe aims at promoting additional funding to viable infrastructure projects through. 
inter alia, the mobilization of additional private source of !inance. For a number of 
potential investors the main concern is the perceived absence of viable project~ and the 
limited capacity to properly evaluate risk given their intrinsica!ly 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 qual it} 
infrastructure projects and reduce risks for investors. In particular capital charges for 
exposures to intfastructure projects should be reduced provided they t·ompl)" with a set 
of criteria able to reduce their risk profile and enhance predictability of cash 1lows. 
The Commission should review the provision by [tOur years after the entry into forceJ 
in order to assess its impact on the volume of infrastructure investments hy institutions 
and its adequacy from a prudential standpoint. The Commission should also consider 
whether the scope should be extended to infrastructure investments by corporales. 

Article 508(3) of Regulation (EU) No 575/2013 of the European Parliament and of the 
Councitl2 requires the Commission to report to the European Parliament and to the 
Council on an appropriate regime for the prudential supervision of investment tirms 
and of fim1s referred to in points (2)(b) and {c) of Article 4(!) of that Regulation. to be 
followed, where appropriate, by a legislative proposal. That legislative proposal ma) 
introduce new requirements for those fim1s. In the interest or ensuring proportionality 
and to avoid unnecessary and repetitive regulatory changes. im estment tirms which 
are not systemic should therefore be precluded from complying with !he new 
provisions amending Regulation (EU) No 57512013. Investment firms tha1 pose the 

Regulation {EU) No 575'2013 of the European Parliament and of the CouHciJ of26 June 2013 on 
prudential requir~ments for credit instiMions and investment firms and amending Regulalion (EUl No 
648'2012(0J L 176,27.6.20JJ.p. 1). 
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same systemic risk as credit institutions should however be subject to the same 
requirements as those that apply to credit institutions, 

!lAVE ADOP-1-ED Hl!S REGULATION: 

Anicle I 

Regul<~tion (EU) No 575/2013 is amended as IOI!ows: 

(I) Article 1 is replaced by the tOllowing: 

"Anicle I 
Scope 

l hi~ Regulatinn lays down unifonn rules concerning general pmdential requirements that 
imtitulions, financial holding companies and mixed financial holding companies supervised 
under Directive 2013/36/EU shall comply with in relation to the following items: 

(a) own funds requirements relating to entirely quantiliable, uniform and standardised 
clements of credit risk, market risk. operational risk and settlement risk; 

(b) requirements limiting large exposures: 

(c) liquidity reql1irements relating to entirely quantifiable, unifotm and standardised 
elements of\iquidity risk; 

td) reporting requirements related to points (a). (b) and (c) and to leverage; 

(c) public disclosure requirements. 

This Regulation lays down uniform rules concerning the own funds and eligible liabilities 
requirements that resolution entities that are global systemically important institutions or part 
of global systemically impm1ant institutions shall comply with. 

·1 hts Regulation does not govem publication requirements for competent authorities in the 
lield of prudential n:gulation and supervision of institutions as set out in Directive 
2013,.36:FLI." 

(2) Article 2 is replaced by the !Oilowing 

I. 

(3) 

"AI'!icle 2 
,)'upnPi.wlly J!Oll"etS 

F(1r the purposes of ensuring compliance with this Regulation, competent authorities 
shall have the powers and shall follow the procedures set out in Directive 
.::!01 3:36:l.:U. 

Fm the purposes of ensuring compliance where required in this Regulation, 
resolution authorities shall have the powers ond shall follow the procedures set out in 
Directive 2014i59:EU or in this Regulation. 

For the purposes of the requirements concerning own funds and eligible liabilities 
competent authorities and resolution authorities shall cooperate." 

In Article 4t1 ), point (7) is replaced by the l'ollowing: 
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"(7) 

(4) 

'collective im·estment undertaking' or 'CJU' means a UCITS as defined in Article 
I {2) of Directive 2009/65/EC of the European Parliament and of the Council 17 

or nn 
AIF as defined in point (a) of Article 4(1) of Directive 2011/61/EU of the European 
Parliament and of the Council 18

:". 

In point (39) of Article 4{1) the following subparagraph is inse11ed aller the la~l 
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) "financial 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 one or more of the activities listed in points 2 to 12 and point 15 of Annex 1 
to Directive 2013/36/EU, including a financial holding company, a mixed !inancial 
holding company, a payment institution within the meaning of Directive 2007164tEC 
of the European Parliament and of the Council of 13 November 2007 on payment 
services in the internal market {1 ), and an asset management company. but e:-.cluding 
insurance holding companies and mixed-activity insurance holding comp.:mies as 
defined, respectively, in points (f) and {g) of Article 212(1) of Directive 
2009/138/EC;" 

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

"(20) "financial 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 tinancial 
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 tinancial institution are associated 
with subsidiaries that are institutions or financial institutions.''. 

{7) In point (71) of Article 4(1 ), letter (b) is replaced by the following: 

"(b) for the purposes of Anicle 97 it means the sum of the following: 

(8) 

" 

" 

(i) Tier I capital as referred to in Article 25; 

(ii) Tier 2 capital as referred to in Article 71 that is equal to or Jess than one 
third of Tier I capital:' 

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

Directive 2009'65·EC of 1he European Parliarnent and of the Council or l 3 July 2009 on the 
coordination of laws, regulations and administrative provisions ref~ting; to under1akings for collectil'e 
investment in transferable securities (UCITS) (OJ L 302 17.11.2009. p. 32). 
Directive 2011 61 1EU of the European Parliament and of the Council of 8 June 201 1 u11 Allcnmlive 
lnves1men1 Fund Managers and amending Directives 200J'41IEC and 200965 EC ~nd RcJ!ui<JtJons 
{EC) No 1060:2009 and (EU) No t095'20t0 (OJ L 174, 1.7.201 t, p. I) 
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.. (a) it is a regulated market or a third-country market considered to be equivalent to a 
regulated m<:~rket in accordance with the procedure set out in point (a) of Article 
25(4) of Directive 2014/65/EtJ;". 

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

"(86) ··tmd;ng book'' means all pos;l;m., ;n t;<mnc;al ;nstrumcnls and commod;t;es held by an 
institution either with trading intent, or in order to hedge positions held with trading 
intent or positions referred to in Article 104(2}, excluding positions referred to in 
Article 104(3);". 

(I 0) Point (96) of Article 4{ l) is replaced by the tOllowing: 

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

( 11) In Article 4(1) the tO I lowing points are added: 

(129) "resolution authority" means an authority designated by a ~·1ember State in accordance 
with Article 3 of Directive 2014/59/EU; 

(130) "resolution entity'' means a resolution entity detcnnincd by the resolution authority in 
<:~ccon.lance with Article 12 of Directive 2014t59tEU; 

(131) "resolution group" means a resolution entity and its subsidiaries that are not themselves 
resolution entities and are not subsidiaries of another resolution entity; 

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

( 133) "non-EU global systemically important institution"(non-EU G-Sll) means global 
~ystemically important banking groups or banks (G-SH3s) that arc not EU G-Slls and 
that t~n:: included on the list ofG-S!Bs published by the Financial Stability Board, as 
regularly updated; 

( \34) "material subsidiary" means a subsidiary, that on an individual or consolidated basis 
th;1t on an individual or consolidated basis meets any of the lOll owing conditions: 

{a) it has more than 5°1n of the consolidated risk-weighted assets of the its original 
parent undertaking; 

(b) it generates more than 5% of the total operating income of its original parent 
undertaking; 

{c) it ht~s a total leverage exposure measure larger than 51\'D of its original parent 
undertaking's wnsolid<Jted leverage exposure measure: 

t135) "(i-Sll entities" means entities with legal pcrsonolity that are G-Sils or ore part of on 
FU G-Sll or non-EU 0-Sll: 

( 136) "bail-in tool" means the bail-in too as detined in point (57) of Article 2(1) of Directive 
2014'59/EU: 
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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 unde11aking and its subsidiaries, or undertakings linked to each 
other by relationship within the meaning of Article 22 of Directive 2013/34/EU; 

(138) "securities financing transaction'' or "SFT" means a repurchase transection, securities or 
commodities lending or borrowing transaction. or margin lending transaction: 

(139) "systemic investment fim1' means an investment firm within the meaning of this 
Regulation that has been identified as a G~SH or an O-S II in accordance with Article 
131(1) ,(2)(3) of Directive 2013/36/EU"; 

(140) "initial margin" or "IM" means any collateral, other th;m variation margin, collected 
from or posted to an entity to cover the current and potential future exposure of a 
transaction or portfolio of transactions in the time period needed to liquidute the.-;c 
transactions, or re-hedge their market risks, following. the default of the countcrparly 
to the transaction or portfolio of transactions; 

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

(142) "Foreign exchange risk" means the risk of losses arising from movements in foreign 
exchange rates; 

(143) "Commodity risk" means the risk of losses arising from mon:ments in commodity 
prices; 

(144) "Trading desk" means a well-identified group of dealers set up by the institut'1011 to 
jointly manage a portfolio of trading 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 after paragraph 3: 

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

EBA shall submit those draft regulatory technical standards to the Commissiorl by 
[one year after the entry into force of the Regulation]. 

Power is conferred on the Commission to adopt the regulatory technical standards 
reterred to in the first subparagraph in accordance with Article 15 of Regu1<Jtion (EU) 
No 1093/2010." 

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

"Ia. By way of derogation from paragraph 1, only institutions identified us resolution 
entities and that are an EU 0-Sll or are part of an EU-GSII and that do not have any 
subsidiaries shall comply with the requirement in Article 92a on mt individual basis. 

Only material subsidiaries of a non-EU 0-Sll that are not subsidiaries of an EU 
parent instillltion and are not resolution entities shall comply to the extent and in the 
manner prescribed in Article 18 with A11icle 92b on an individual basis." 

{14) Article 7 is replaced by the following: 
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"Article:' 
Derogalionfi"{}/11 the application of prudemia/ requirements un an individual basis 

1. Competent authorities may waive the application of Article 6(1) to any subsidiary of 
:m institution, where both the subsidiary and the parent undertaking are established in 
the same r..-lcmbcr 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 tinancial holding company. and all of the following 
conditions are satislied. in order to ensure that own funds are distributed adequately 
between the parent undertaking and the subsidiary: 

(a) there is no cutTen\ or foreseen material practical or legal impediment to the 
prompt translCr of own funds or repayment of liabilities by its parent 
tlndertaking; 

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

(c) the risl\ evaluation, measurement and control procedures of the parent 
undertaking cover the subsidiary; 

{d) the parcm undertaking holds more 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. 

A!ler wnsulting the consolidating supervisor, the competent authority may waive the 
application of Art ide 6( I) to a subsidiary established in a different :Vlember State 
than its parent undertaking and included in the supervision on a consolidated basis of 
that parent undertaking, which is an institution, a financial holding company or a 
mixed tinanciul holding company, provided that all of the following conditions are 
~atislied 

(a) the conditions laid down in points (a) to (d) of paragraph I; 

{b) the institution grants a guarantee to its subsidiary, which fulfils at all times the 
following conditions: 

(i) the guarantee is provided tOr at least an amount equivalent to the amount 
or the own l'unds requirement of the subsidiary which it waived; 

(ii) the g.uurantee is triggered when the subsidiary is unable to pay its debts 
or other liabilities as they 1'<111 due or a detennination has been made in 
accordance with Article 59(3) of Directive 2014!59/EU in respect of the 
subsidiary, whichever is the earliest; 

(iii) the guarantee is fully collatera!ised through a financial collateral 
arrangement as defined in point (a) of Article 2(1) of Directive 
2002/47/EC lhr at least 50°/Q of its amount; 

(iv) the guarantee and financial collateral arrangement are governed by the 
laws indicated by the competent authority of the subsidiary; 

(vl the collateral backing the guarantee is an item detined as eligible 
collu1cral in accordance with article 197. which, following appropriately 
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conservative 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 to back any other guarantee; 

(vii) there are no legal, regulatory or operational ban·iers to the lmnsfcr of the 
collateral from the institution to the relevant subsidiary. 

3. Competent authorities may waive the application of Article 6{ I) to a parent 
institution in a Member State where that institution is su~ject to nuthorisation and 
supervision by the Member State concerned, and it is included in the surervision on a 
consolidated basis, and all the following conditions <He satisfied, in order to ensure 
that own funds arc distributed adequately among the parent undertaking and the 
subsidiaries: 

(a) there is no current or foreseen ma!erial practicul or legal impediment to the 
prompt transfer of own funds or repayment of liabilities to !he parent institution 
in a Member State; 

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

(c) The competent authority which makes use of this paragraph shall inform the 
competent authorities of all other Member States.". 

(15) Article 8 is replaced by the following 

"Article 8 
Derogation(rom the application ofliquidil)' requirement.~ rm an individuol ho.1·i.1· 

I. The competent authorities may waive in full or in paz1 the application of P<1rt Six lo 
an institution and to all or some of its subsidiaries in the Union and supen•ise them as 
a single liquidity sub-group or to all 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 liquidity sub-group so long as they fulfil all of the following conditions: 

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

(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 !it]Uidity 
positions of all institutions within the group nr sub-group. that are subject to 
the waiver and ensures a sufficient level of liquidity tOr all of these institutions: 

(c) the institutions, financial holding company or mixed financial holding 
company have entered into contracts that, to the satisfaction of the competent 
authorities, provide tOr the free movement of fimds between them to enable 
them to meet their individual and joint obligations as they come due: 
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(d) there is no current or foreseen material practical or legal impediment to the 
fullilment of the contracts refen·ed to in (c). 

2. The competent authorities may waive in full or in pan the application of Part Six to 
un institution and to all or some of its subsidiaries or to all or some of the subsidiaries 
of 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 
that the conditions in paragruph I are fulfilled. 

3. Where institutions, financial holding company or mixed financial holding company 
of the single liquidity sub-group are established in different Member States, 
paragraph I shall only be applied after following the procedure laid down in Article 
21 and nnly to the institutions, limmcial holding company or mixed financial holding 
company whose competent authorities agree about the t'ollowing clements: 

(a) their assessment of the compliance of the organisation and of the treatment of 
liquidity risk v.ith the conditions set out in Article 86 of Directive 2013/36/EC 
across the single liquidily sub-group; 

(b) the distribution of amounts, location and ownership of the required liquid 
assets to be held within the single liquidity sub-group; 

(c) the determination of minimum amounts of liquid assets to be held by 
institutions for which the application of Part Six will be waived; 

(d) the need for stricter parameters than those set out in Pm1 Six; 

(c) unrestricted sharing of complete infOrmation between the competent 
authorities; 

(t) a full understanding of the implications of such a waiver. 

)a. \Vhere institutions of the single liquidity sub-group are established in different 
Member States. the competent authority may waive in full or in part the application 
or Pnrt Six to an institution and to all or some of its subsidiaries provided that all of 
the t"ol!owing conditions are fultilled: 

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

(b) the condition laid dmvn in point (a) of paragraph 3; 

(c\ the parent institution on a consolidated basis or a subsidiary institution on a 
sub·l·onsolidated basis grants a guarantee to the institution or group of 
institutions established in onother Member State, which fultils the following 
conditions: 

(i) the guarantee is provided for an amount at least equivalent to the 
mnnunt 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, calculated in accordance 
with Delegated Regulation (EU) No 2015/61 and not taking into 
account any pretl:rential treatment, in particular available under Articles 
33 and 34 of Delegated Regulation (EO) No 2015(6\: 
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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 it~ debts or 
other liabilities as they fall due or a determination has been mad..:: in 
accordance with Article 59(3) of Directive 2014/59/EU in J't'Spect of the 
waived institution or group of institutions in the Member State. 
whichever is the earliest 

(ii) the guarantee is fully collateralised through a !inancial collateral 
arrangement as defined in point {a) of Article 2(1) of Directive 
2002147/EC; 

{iii) the guarantee and fmancial collateral arrangement are governed by the 
laws indicated by the competent authority of the institution or group of 
institutions subject to the waiver: 

(iv) the collateral backing the guarantee is eligible as high quality liquid 
asset as defined in Chapter 2 of Title 11 of Delegated Regulation (EU) 
No 2015/61 and, following the application of appropriate haircuts LIS 

defined in Chapter 2 of Title II of Delegated Regulation (El 1) No 
2015/61, covers at least 50% of net liquidity outtlows of the instiltltion 
subject to the waiver, at individual level, or group of institution.<., at 
sub-consolidated level, in the Member State, calculated in accordance 
with Delegated Regulation (EU) No 2015/61 and not taking into 
account any preferential treatment, in pm1icu!ar available under Articles 
33 and 34 of Delegated Regulation (EU) No 201 S/61: 

(v) the collateral backing the guarantee is unencumbered and i.~ not used ns 
collateral to back any other trnnsaetion; 

(\'i) there are no current or foreseen legal, regulatory or practical barriers to 
the transfer of the collateral from the institution to the relevant 
institution or group of institutions subject to the wai\er. 

4, Competent authorities may also apply paragrapl1s I, 2 and 3 to institutions which arc 
members of the same institutional protection scheme referred to in A11icle 113(7)(b). 
provided that they meet all the conditions laid down in Article 113(7), and to other 
institutions linked by a relationship referred to in Article 113(6) provided that they 
meet all the conditions laid dO\\TI therein. Competent authorities shall in that case 
determine one of the institutions subject to the waiver to meet Part Six on the basis or 
the consolidated situation of all institutions oft he single liquidity sub-group. 

5. Where a waiver has been granted under paragraph 1 or paragraph 2, the comretent 
authorities may also apply Article 86 of Directive 2013/36/EU, or parts thereat: at 
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 under paragraph I or 2 of this Article, for the pm1s 
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 single liquidity 
subgroup and waive the application of Article 415 on an individual basis. 

42 

r-RE-sTREINT uE:rF:uR.EsTRICTEo 1 -- ... -- -~- ------- ---- -- -- ------- ·-

EN 



EN 

6. Where a waiver is not granted under paragraph 1 or paragraph 2 to institutions 
previously waived on an individual basis, the competent authorities shall take into 
account the time needed for these institutions to get prepared to the application of 
full or pa11 of Part Six of this Regulation and introduce an appropriate transitional 
period be!Orc application of these requirements to these institutions.". 

(lii) Article II is replaced by the !Ollowing: 

"Article I J 
General treatment 

For the purposes of applying the requirements of this Regulation on a consolidated 
basis, the terms "institutions", "parent institutions in a Member State", "EU parent 
institution" and "parent undertaking", as the case may be, shall also apply to financial 
holding companies and mixed timmcial holding companies authorised in accordance 
with Article 21a of Directive :WI J/]6/EU. 

2. Parent institutions in a Member State shall comply, to the extent and in the manner 
prescribed in Article 18, with the obligations laid down in Pm1s Two to Four and Part 
Seven on the basis of their consolidated situation. The parent undertakings and their 
subsidiaries subject to this Regulation shalt set up a proper organisational structure 
and appropriate internal control mechanisms in order to ensure that the data required 
for consolidation are duly processed and forwarded. ln particular, they shall ensure 
that subsidiaries not subject to this Regulation implement arrangements, processes 
and mechanisms to ensure a proper consolidation. 

J. By way of derogation from paragraph 2, only parent institutions identified as 
resolution entities that are EU G-SIIs or part of EU G-SIIs or non-EU G-SIIs shall 
comply to the extent and in the manner prescribed in Article 18 with Article 92a on a 
consolidated basis. 

Only EU parent undertakings that arc a material subsidiary of non-EU G-Slls and are 
not resolution entities shall comply to the extent and in the manner prescribed in 
Article 18 with Article 92b on a consolidated basis. 

·k EU parent institutions, shall comply with the obligations laid down in Part Six on the 
ba~is of their consolidated situation, if the group comprises one or more credit 
institutions or investment !Inns that arc authorised to provide the investment services 
nnd activities listed in points (3) and {6) of Section A of Annex I to Directive 
2004139/EC. Pending the report from the Commission in accordance with Article 
508(2) of this Regulation, and if the group comprises only investment firms, 
competent authorities may exempt the EU parent institutions from compliance with 
tho: obligations laid down in Pent Six on a consolidated basis, taking into account the 
nature. scule und complexity of the investment tim1's activities. 

Where a waiver has been granted under paragraphs 1 or 2 of Article 8, the parent 
institution, lin:mcial holding company or mixed financial holding company or a 
sub~idiary institution shall comply with the obligations laid down in Part Six of this 
Regulation on a consolidated basis or on the consolidated basis of the liquidity 
subgroup." 
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5. Where 1\nicle 10 is applied, the central body referred to in that Article shall 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 \Vith its aftiliatcd institutions. 

6. In addition to the requirements in paragraphs 1 to 4, and \vithout prejudice to other 
provisions of this Regulation and Directive 2013/36/EU, when it is justilied for 
supervisory purposes by the speciticities 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 authoritie:o; may require 
the institution to comply with the obligations laid down in Parts Two ICl Four nnd 
Parts Six to Eight of this Regulation and in Title VII of Directive 20 13/36/EU on a 
sub-consolidated basis. 

Applying the approach set out in the first subparagraph shall be witholll prejudice to 
effective supervision on a consolidated basis and shall neither entail disproportionate 
adverse effects on the whole or parts of the financial system in other t-.·1emher State." 
or in the Union as a whole nor form or create an obstacle to the functioning of the 
internal market. ". 

(17) Article 12 is replaced by the following: 

"Article 12 
Como/idoted co/culalionfor EU G-SJIJ ll"ilh mu/liple re.mlulion enti!ie1 

Where more than one G-SJI entity belonging to the same EU G-SII are resolution entities, the 
EU parent institution of the EU O-S II shall calculate 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 entity of the 
EU G-SII. 

Where the requirement calculated in accordance with the first sub-paragraph is lower than the 
sum of the requirements of all resolution entities belonging to the EU 0-Sll, the resolution 
authorities shall act in accordance with Articles 45d(3) or 45h(l) of Directive 2014/59/EU. 

Where the requirement calculated in accordance with the first sub-paragraph is higher than the 
sum of the requirements of all resolution entities belonging to the EU O-S II. the resolution 
authorities may act in accordance with Articles 45d{3) or 45h(l) of Directive 2014/59/EU." 

(18) Article 13 is replaced by the following: 

"Article 13 
Application of disclosure requiremenf.\· on a consolidt1/l!d bo.1·i.1 

I. EU parent institutions shall comply with the obligations laid down in Part Eight on 
the basis of their consolidated situation. 

Significant subsidiaries ofEU parent institutions and those subsidiaries which are of 
material significance for their local market shall disclose the information specified in 
Articles 437,438,440,442, 450. 451, 45la, 45ld 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/EV. 
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Institutions idcntilied as resolution entities that are an EU G-SIJ or are part of an EU 
G-Slls shnll comply with the obligations laid down in Part Eight on the basis of their 
consolidated financial situation. 

The first subparagraph of paragraphs I and paragraph 2 shall not apply in full or in 
p<~l't to EU parent institutions, EU parent financial holding companies, EU parent 
mixed tinancial holding companies or resolution entities, to the extent that they arc 
included within equivalent disclosures provided on a consolidated basis by a parent 
undertaking established in a third country. 

The second subparagraph of paragraph I shall apply to subsidiary institutions of 
pment undertakings established in a third country where those institutions qualify as 
a signiJicant subsidiary. 

~. Where Ankle I 0 is applied, the central body referred to in that Article shall comply 
with the requirements of Part Eight on the basis of the consolidated situation of the 
central body. Article 18(1) shall apply to the central body and the affiliated 
institutions shall be treated as the subsidiaries of the central body." 

( 19) Al'licle 18 is replaced by the following: 

Arlide 18 
Mel hods for prudenlial conwlidation 

I. The institutions, financial holding companies and mixed financial holding companies 
that are required to comply with the requirements referred to in Section l of this 
Chapter on the ha.~is of their consolidated situation shall carry out a full consolidation 
uf nil institutions and financial institutions that are their subsidiaries. Paragraphs 3 to 
7 or this Article shall not apply where Part Six <~pplies on the basis of the 
consolidated ~ituation of an institution, linancial holding company and mixed 
Jinam:ial holding company. 

Where institutions are required to comply with the requirements referred to in 
Anicles 92a or 92b on the basis of their consolidated situation they shall carry out a 
li1ll comolidntion of all institutions and financial institutions that arc their 
subsidiaries in the relevant resolution groups. 

2 Where consolidated supervision is required pursuant to Article 111 of Directive 
20J3136,EU, ancillary services undertakings shall be included in consolidations in 
!hi: ca~es, and in Rccordance with the methods, laid down in this Article. 

Where undeJ1akings are linked by a relationship within the meaning of Article 22(7) 
of Directive 2013.'34/EU. the competent authorities shall determine how 
consolidation is to be carried out. 

·1 he consolidating supervisor shall require the proportional consolidation according 
to the slmre of capital held of participations in institutions and tlnancial institutions 
managed by an undertaking included in the consolidation together with one or more 
undertakings not included in the consolidation, where the liability of those 
undertahinl!S is limit.::d to the share of the capital they hold. 
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5. In the case of participations or capital ties other than those referred to in paragruphs I 
and 4, the competent authorities shall determine whether and how consolidation is to 
be carried out. In particular, they may permit or require use of the equity method. 
That method shall not, however, constitute inclusion of the undertakings concerned 
in supervision on a consolidated basis. 

6. 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 institutions. but 
without holding a participation or other capital ties in these institutions: and 

(b) where two or more institutions or financial institutions are placed under ~inglc 
management other than pursuant to a contract or clauses of their memoranda or 
articles of association. 

ln particular. the competent authorities may permit, or require use oL the method 
provided for in Article 22(7) to (9) of Directive 2013/34/EU. Tlwt method shall no1. 
however, constitute inclusion of the undertakings concerned in consolidated 
supervision. 

7. EBA shall develop draft regulatory technical standards to specify conditions 
according to which consolidation shall be carried out in the cases rc!Cncd ttl in 
paragraphs 2 to 6 of this Article. 

EBA shall submit those draft regulatory technical standards to the Commission by 31 
December 2016. 

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

(20) Article 22 is replaced by the following 

"Arlicle 22 
Sub-consolidalion in cases of e111ilie.1· in1hird countrie.1 

1. 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 if those 
institutions, or the parent undertaking where it is a tinancial 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. 

2. By way of derogation from paragraph I a subsidiary institution may not <~prlr the 
requirements laid down in Articles 89 to 91 and Parts Three and Four on the basis of 
its consolidated situation where the total assets of the subsidiary in the third country 
are less than 10% of the total amount of the assets and on: balance sheet items of the 
subsidiary institution or the parent undertaking on a sub-consolidated basis." 

(21) The title of Part Two is amended as follows: 

"OWN FUNDS AND ELIGIBLE LIABILITIES" 
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(22) Point (v) in Article 27(\)(a) is deleted. 

(23) In Article 33( I) poim (c) is replaced by the fOllowing 

"(c) tl!ir value gains and losses on derivative liabilities of the institution that result from 
changes in the own credit risk oft he institution." 

(2.J.) In Article 36 point (i) is replaced by the tOllowing: 

"(j l the amount of items required to be deducted from Additional Tier I items pursuant to 
Article 56 that exceeds the Additional Tier 1 items of the institution;" 

(25} In the tirst subpamgraph of Article 39(2), the introductory sentence is replaced by the 
following: 

"Deferred tax assets that do not rely on future profitability shall be limited to deferred tax 
assets arising from temporary diJT"ercnccs, created prior to /date of entry into fOrce of 
the amending Regulation], where all the following conditions are met:". 

(26) In A11icle 45(a) point (i) is replaced b) the JOI!owing: 

"(i) the maturity date nf the short position is equal to 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;" 

(27) Article 49(2) is amended as JOilows: 

''2. For the purposes of calculating own funds on an individual basis and a sub-consolidated 
lmsis, institutions subject to supervision on a consolidated basis in accordance with 
Chapter 2 of Title ll of Part One shall not deduct holdings of own funds instruments 
issued by llnnncial sector entities included in the scope of consolidated supervision. 

When calcul<1ting own funds and eligible liabilities lOr the purposes of Artides 92a 
and 92b on the b<Jsis of the consolidated or sub-consolidated situation of the 
resolution entity, th\.' tirst sub-paragraph shall not apply and institutions subject to 
supervision on a consolidated br~sis in accord<~nce with Chapter 2 of Title II of Part 
Onc slmll 1101 deduct holdings of own funds instruments and eligible liabilities 
instruments issued by linandal sectnr entities included in the same resolution group 
as the institution." 

(28) In Article 52, point (a) is replaced by the tOllowing 

"(al the instruments are directly issued by an institution and fully paid up" 

(29) ln Article 52 point (p) is replaced by the !OIIowing: 

''(p) the law or contractual provisions governing the instruments require that, upon a decision 
hy the resolution authority in accordance with Article 59 of Directive 2014159/EU. 
the principal amount of the instruments is to be written down on a pcnnancnt basis or 
the instruments are to be converted to Common Equity Tier I instruments;" 

(30) ln A11icle 52 the 10\lowing points are added aller point (p): 

"(tj) the instruments may only be issued under, or be otherwise subject to the laws of a third 
country if, under those laws. the application of the write down and ronversion 
powers referred to in Article 59 of Directive 2014.159/EU is effective and enforceable 
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on the basis of statutory provisions or legally enforceable contractual provision~ tOr 
the recognition of resolution or other write-down or conversion actions: 

(r) the instruments are not subject to any set ofT arrangements or netting rights that \\Ottld 
undennine their capacity to absorb losses.'' 

(31) In Article 56 point (e) is replaced by the following: 

"(e) the amount of items required to be deducted from Tier 2 items pursuant to At1icle 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 after the maturity date of the long 
position or the maturity date of the short position is at least 365 days in the lilture:" 

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

"(a) capital instruments and subordinated loans where the conditions laid do\\n in Article 63 
are met, and to the extent specified in Article 64;" 

{34) tn Article 63 point (a) is replaced by the following: 

"(a) the instruments are directly issued or the subordinated loans arc directly rai~ed, as 
applicable, by an institution and fully paid-up:" 

{35) In Article 63, point (d) is replaced by the following: 

"(d) the claim on the principal amount of the instruments under the provi~ions go\·erning the 
instruments or the claim of the principal amount of the subordinntcd loans under the 
provisions governing the subordinated loans. as npplicable. ranks below any dairn 
from eligible liabilities instruments;" 

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

"(n) the Jaw or contractual provisions governing the instruments require that, upon a decision 
by the resolution authority in accordance with Article 59 of Directive 2014.'59 1EU. 
the principal amount of the instruments is to be written down on a permnnent Oasis or 
the instruments are to be converted to Common Equity Tier I instruments: 

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

''(o) the instruments may only be issued under, or be otherwise subject to the Jaws of a third 
country H: under those laws, the resolution entity's resolution authority usc of its 
resolution tools or such other statutory write-down or conversion powers is effective 
and enforceable on the basis of statutory provisions or legally enfOrceable contractual 
provisions 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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"Art ide 6.J 
Amortisation ufTil!l' 2 instrumenrs 

1. The full amount of Tier 2 instruments with a residual maturity of more than five 
ycm·s shall qualify as Tier 2 items. 

2. ['he extent to which Tier 2 instruments qualify as Tier 2 items during the !hal five 
years of maturity of the instruments is calculated by multiplying the result derived 
!hm1 the calculation in point (a) by the amount referred to in point (b) as follows: 

(a) the carrying amount of the instruments or subordinated loans on the tirst day of 
the tina! live year period of their contractual maturity divided by the number of 
calendar days inthm period; 

(b) the number of remaining calendar days of contmctual maturity of the 
instruments or subordinated loans. 

(39) In Article 66 the following j}Oint (c) is added: 

"(e) the amount of items required to be deducted from eligible liabilities items pursuant to 
Article 72c that exceeds the eligible liabilities of the institution." 

(40) In Article 69(a) poinl til is replaced by the following: 

"(i) the maturity d~te of the short position is equal to 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;". 

( 41) rhc follov .. ing Chapter 5a is inserted a her Article 72: 

"CHAPTER Sa 
Eligible liabilities 

SECTIO~ 1 

ELIGIBLE LIABILITIES ITE1\1S AND ll'iSTRUMENTS 

Article 72a 
Eligible liahilitie.\ item.1· 

I. Eligible liabilities items shall consist of the following, unless they fall into any of the 
categories 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 I, Additional 
Tier I and Tier 2 items; <Jnd 

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

2. 1 he following liabilities shall be excluded from eligible liabilities items: 

(a) covered deposits; 

tb) sight deposits and short term deposits with an original maturity of less than one 
year; 

49 

l RESTREINT_lJJ;;lEU REST_~IC_'fEQ_, 

EN 



EN 

I RESTREINT UJ<:iEU RESTRICTED 

(c) the part of eligible deposits from natural persons and micro. small and 
medium-sized enterprises which exceeds lhe coverage level provided for in 
Article 6 of Directive 2014/49/EU; 

{d) deposits that would be eligible deposits from natural persons, micro. smull and 
medium-sized enterprises were they not made through branches located 
outside the Union of institutions established within the Union; 

(e) secured liabilities, including covered bonds and liabilities in the !Orm of 
financial instruments used for hedging purposes \Vhich form an integral part of 
the cover pool and which according to national taw are secured in a WH) 

similar to covered bonds, provided that all secured assets relating to a covered 
bond cover pool remain unaffected. segregated and with enough funding and 
excluding any part of a secured liability or a liability for which collateral h<1s 
been pledged that exceeds the value of the assets, pledge. lien or coltatcrnl 
against which it is secured; 

(f) any liability that arises by vi1tue of the holding of client assets or client money 
including client assets or client money held on behalf collective investment 
undertakings, provided that such a client is protected under the applicable 
insolvency la\v; 

(g) any liability that arises by virtue of a fiduciary relationship between the 
resolution entity or its subsidiaries (as fiduciary) and another person (as 
beneficiary) provided that such a beneficiary is protected under the npplicahlc 
insolvency or civil law; 

(h) liabilities to institutions, excluding entities that are part of the same group.\\ ith 
an original maturity of less than seven days; 

(i) liabilities with a remaining maturity of less than seven days, owed to systems 
or operators of systems designated according to Directi\'e 98'261EC or their 
participants and arising from the participation in such a system; 

G) a liability to any one of the fOllowing: 

(i) an employee, in relation to accrued salary, pension benefits or other 
lixed remuneration, except for the variable component of remuneration 
that is not regulated by a collective bargaining agreement. and ex~:ept 
for the variable component of the remuneration of material risk takers 
as identified in Article 92(2) of Directive 201 J/36/EU: 

(ii) a commercial or trade creditor arising tium the provision to the 
institution or the parent undertaking of goods or servkcs that are 
critical to the daily functioning of its operations, including IT services. 
utilities and the rental, servicing and upkeep of premises: 

(iii) tax and social security authorities. provided that those liabilities are 
preferred under the applicable law; 

(iv) deposit guarantee schemes arising from contributions due in a"ordance 
with Directive 2014/49/EU. 

(k) liabilities arising from derivatives; 
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(IJ liabilities arising from debt instruments with embedded derivatives. 

Article 72b 
Eligible liabilith•.1· instrumet11.1· 

Liabilities shall quulify as eligible liabilities instruments provided they comply with 
the conditions laid do\vn in the tiJ!Iowing paragraphs and only to the extent specified 
in those paragraphs. 

Liabilities shall qualify as eligible liabilities instruments provided that all of the 
IOllowing conditions are met: 

(a) the liabilities arc directly issued or raised, as applicable, by an institution and 
an: fully paid-up; 

(b) the liabilities are not purchased by any of the following: 

(i) the institution or an entity included in the same resolution group; 

(ii) an undertaking in which the institution has a direct or indirect 
participation in the form of ownership, direct or by way of control, of 
20% or more of the voting rights or capital of that undertaking; 

(c) the purchnse of the liabilities is not funded directly or indirectly by the 
resolution entity; 

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

(e) the liabilities are neither secured, nor snbject to a guarantee or any other 
arrangement that enhances the seniority of the claim by any of the fOllowing: 

{i) the institution or its subsidiaries; 

(ii) the parent undertaking of the institution or its subsidiaries; 

(iii) any undertaking that has close links with entities reterred to in points (i) 
and (ii): 

(1) the liabilities are not subject to any set otT arrangements or netting rights that 
would undenninc their capacity to absorb losses in resolution; 

tg) the provisions governing the liabilities do not include any incentive for their 
principal amount to be called, redeemed, repurchased prior to their maturity or 
repaid early, as applicable by the institution; 

(h) subject to Article 72c(2), the liabilities arc not redeemable by the holders of the 
instruments prior to their maturity; 

(i) where the liabilities include one or more call options or early repayment 
options, as i!pplicHb!c, the options are exercisable at the sole discretion of the 
issu..-:r; 

(j) the liabiHtJCS may bt! called, redeemed, repurchased or repaid early only where 
the conditions laid down in Articles 77 and 78 are met; 
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(k) the provisions governing the liabilities do not indicate explicitly or implicitly 
that the liabilities would or might be called, redeemed, repurchased or repaid 
early, as applicable by the resolution entity other than in the insoh-cncy or 
liquidation of the institution and the institution does not otherwise provide such 
an indication; 

(\) the provisions governing the liabilities do not give the holder the right to 
accelerate the future scheduled payment of interest or principal, other than in 
the insolvency or liquidation of the resolution entity; 

(m) the level of interest or dividend payments, as applicable. due on the liabilitks 
will not be amended on the basis of the credit standing of the resolution entit~ 
or its parent undertaking; 

(n) the contractual provisions goveming the liabilities require that. upon decision 
by the resolution authority in accordance with Article 48 of DircctiVl' 
2014/59/EU, the principal amcJUnt of the liabilities be written down on a 
permanent basis or the liabilities be converted to Common Equity Tier 1 
instruments. 

The subordination requirement referred to in point (d) shaH be considered to he met 
in any of the following situations: 

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

(ii) the law governing the liabilities specifics that the claim on the princip;:ll 
amount of the instruments ranks below claims arising from any of the 
excluded liabilities referred to in Article 72a(2) in the event of nonnal 
insolvency proceedings as defined in point 47 of Article 2( I) of 
Directive 2014/59/EU: 

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

3. In addition to the liabilities referred to in paragraph 2, liabilities shall qualit)" tiS 

eligible liabilities instruments up to an aggregate amount that docs not exceed 3.5°·o 
of the total risk exposure amount calculated in accordance with paragraphs 3 and 4 of 
Article 92, provided that 

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

(b) the liabilities rank pari passu with excluded liabilities referred to in Article 
72a(2); 

{c) the inclusion of such liabilities in eligible liabilities items does no\ have a 
material adverse impact on the resolvability of the institution. 
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4. An institution may decide not to include in eligible liabilities items the liabilities 
rckncd to in paragraph 3. Where an institution takes that decision, in addition to the 
liabilities referred to in paragraph 2, liabilities shall qualify as eligible liabilities 
in~tnnnents, provided that all of the following conditions are met: 

(a) the decision by the institution not to include in eligible liabilities items 
liabilities reiCrred to in paragraph 3 is eftective, in accordance with paragraph 
5; 

(b) all the conditions laid down in paragraph 2 except tOr the condition in point (d) 
arc met; 

(C) the liabilities rank pari passu or senior to excluded liabilities referred to in 
Article 72a(2); 

(d) on the balance sheet of the institution. the amount of excluded liabilities 
referred to in Article 72a(2) which rank pari passu or below these liabilities in 
insolvency does not exceed 5% of the sum of the own funds and eligible 
liabilities of the resolution entity; 

(c) the inclusion or such liabilities in eligible liabilities items does not have a 
material adverse impact on the rcsolvability of the institution. 

) The ded~ion n:fcned to in paragraph 4 shall specify whether the resolution entity 
intends either to include in eligible liabilities items the liabilities referred to in 
paragraph 4 or not to include any of the liabilities referred to in paragraphs 3 and 4. 
A resolution entity may not decide to include in eligible liabilities items liabilities 
rctt:ncd to in both paragraphs 3 and 4. 

The decision shall be published in the annual report and shall take efTect 6 months 
after the publication of the annual report. The decision shall be effective fOr <:~t least 
one year. 

f1. rhe competent authmities shall grant institutions permission to recognise guarantees 
as eligible liabilities instruments provided that nil of the following conditions are 
fulfilled: 

(a) the gu<~rantor is a parent undertaking oft he institution; 

fh) the guarantee meets the requirements laid down in Article 194(6); 

{c) the guarantor has posted collateral that is eligible 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 Joan by the 
institution and the guarantor was the obligor; 

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

(e J the terms of the guarantee do not hinder the loss absorption capacity of the 
institution's other own funds and eligible liability instruments. 

7. When examining whether the conditions of this paragraph are fulfilled, the 
compctcnt authority shall consult the resolution authority. 
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Article 72c 
Amorlisarion qf eligible liobililies instruments 

l. Eligible liabilities instruments with a residual maturity of at least one year shall l'ull) 
qualify as eligible liabilities items. 

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

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

Article 71d 
Consequences r~fthe eligibility conditions ceasing to IJe mt•t 

Where in the case of a eligible liabilities instrument the applicable conditions lnid do\\n in 
Article 72b cease to be met, the liabilities shall immediately cease to qunli!}• as eligible 
liabilities instruments. 

Liabilities referred to in Article 72b(2) may continue to count as eligible !inbl!itics 
instruments as long as they qualify as eligible linbilities instruments under Article 72b(3) or 
Article 72b(4). 

SECTION2 

DEDUCTIONS FROM ELIGIBLE LIABILITIES ITF.MS 

Article 72e 
Deductionsji·om eligible liahilitie.\' item1· 

I. Institutions that are subject to Article 92a shall deduct the fOllowing li·om eligible 
liabilities items : 

(a) direct, indirect and synthetic holdings by the institution of O\\'n eligible 
liabilities instruments, including own liabilities that a resolution entity could be 
obliged to purchase as a result of existing contractual obligations: 

(b) direct, indirect and synthetic holdings by the institution or eligible liabilities 
instnnnents of G-SII entities with which the institution has reciprocal cross 
holdings that the competent authority considers to have been designed to 
artificially inflate the loss absorption and rccapitalisation capacity of the 
resolution entity; 

(c) the applicable amount determined in m:corJance with Article 72i of direct, 
indirect and synthetic holdings by the institution of eligible liabilities 
instruments of G-SJI entities, where the institution does not have a signi!kant 
investment in those entities; 
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ldl direct, indirect and synthetic holdings by the institution of eligible liabilities 

instruments of G-Sll entities, where the institution has a significant investment 
in those entities, excluding underwriting positions held for fewer than five 
working days. 

2 For the purposes of this Section, all instruments ranking pari passu with eligible 
liabilities instruments shall be treated as eligible liabilities instruments, with the 
exception of instruments mnking pari passu with instruments recognised a<> eligible 
linbilitic:-. pursuant to Article 72b(3) and (4). 

J. For the purposes of this Section, institutions may calculate the amount of holdings 
{h) of eligible liabilities instruments referred to in Ankle 72b(J) as follows: 

" " I, L}"• t,l 

where 

the index denoting the issuing institution; 

II, the total amount of holdings of eligible liabilities of the issuing institution i 
retCrrcd to in Article 72b(3); 

!, the amount of liabilities included in eligible liabilities items by the issuing 
institution i 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 of the issuing institution i 
referred to in Article 72b(J) according to the latest disclosures by the issuer. 

4. Where an EU parent institution or a parent institution in a Member State that is 
.~ubjcct to Article 92a has dircd, indirect or synthetic holdings of own funds 
instruments or eligible liabilities instruments of one or more subsidiaries which do 
not belong to the s;~me resolution group as that parent institution, the resolution 
authority of that parent institution, alier consulting the resolution authorities of any 
subsidiaries concerned, rn~1y permit the parent institution to derogate from paragraphs 
l(c), l(d) and 2 by deducting a lower amount specified b}' the home resolution 
authority. This lower amount must be at !east equal to the amount (m) calculated as 
follows: 

Where 

the index denoting the subsidiary; 

0, the amount of own IUmls instruments issued by subsidiary i which is 
recogn1st!d in consolidated own funds by the parent institution 
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P; ~ the amount of eligible liabilities instruments issued by subsidiary i and held 
by the parent institution 

fRG = the ratio applicable to the respective resolution group in accordance with 
Article 92a(l )(a) and Article 45d of Directive 2014/59/EU 

R; = the total risk exposure amount of the O-S II entity i calculated in nccordance 
with paragraphs 3 and 4 of Article 92. 

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

Article 72l 
Deduction of holdings of own eligible liahilities ins/rumen/\' 

For the purposes of point (a) of Article 72e(l). institutions shall calculate holdin{!S un the 
basis of the gross long positions subject to the following: 

(a) 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 long and short positions arc in the same under!~ ing 
exposure and the short positions involve no counterparty ris!..: 
and 

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

(b) institutions shall detennine the amount to be deducted for direct. indirect and 
synthetic holdings of index securities by calculating the underlying exposure to own 
eligible liabilities instruments in those indices; 

(c) institutions may net gross long positions in own eligible liabilities instruments 
resulting from holdings of index securities against short positions in own eligible 
liabilities instruments resulting from short positions in underlying indices, including 
where those short positions involve eounterparty risk, provided that both the 
following conditions are met: 

i. the long and short positions are in the same underl)·ing 
indices; and 

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

Article 72g 
Deduction basefnr eligible liabilities items 

For the purposes of points (b). (c) and (d) of Article 72e, institutions shall dedtlct the gross 
long positions subject to the exceptions laid down in Articles 72h to 72i. 
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Article 72h 
Deduclion of' holding.\' v( eligible liahililies (?I other GS/1 ellfities 

Where they do not ma"-e use of Article 72j, institutions shall make the deductions referred to 
in points (cj and (dl of Article 72e in accordance with the tOilowing: 

!a) they may cakulatc direct, indirect and synthetic holdings of eligible liabilities 
in-.truments on the basis of the net long position in the same underlying exposure 
provided that both the tOll owing conditions are met 

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

ii. either both the long position and the sh011 position are held in 
the tmding book or both are held in the non-trading hook 

(h) they shall dcterminl! the amount to be deducted for direct, indirect and synthetic 
holdings of index securities hy looking through to the underlying exposure to the 
digiblc li<1bilitics instruments in those indices. 

Article 72i 
Dnluction of'eligihle liabilities where the im·filulion doe.1· no! haw? a sign!ficun! inveslmcnl in 

G-S/1 entitie.1· 

1. For the purposes of point (c) of Article 72e, institutions shall calculate the applicable 
amount to b~ deducted by multiplying the mnount referred to in point (a) of this 
paragmph by the t3.ctor derived from the calculation referred to in point (b) of this 
paragraph: 

(a) the aggregate umount by which the direct, indirect and synthetic holdings by 
the institution or the Common Equity Tier I, Additional Tier I, Tier 2 
inwuments of linancial sector entities and eligible liabilities instruments ofG­
Sll entities in none of which the institution has a significant investment 
exceeds 1 0°-~ of the Common Equity Tier 1 items of the institution after 
applying the following; 

(i) Articles 32 to 35: 

{ii) points {a) to (g), points (k)(ii) to (v) and point (I) of Article 36(1), 
excluding the amount to be deducted for deferred tax assets that rely on 
future prolitability and arise from tempomry differences; 

{iii) Articles 44 and 45; 

tb) the amount of direct, indirect and synthetic holdings by the institution of the 
eligible liability instruments of G-Sll entities in which the institution does not 
have a signiticant investment divided by the aggregate amount of the direct, 
indirect and synthetic holdings by the institution of the Common Equity Tier 1, 
Additional Tier I, Tier 2 instruments of financial sector entities and eligible 
liability instruments ofG-SII entities in none of which the resolution entity has 
a signilicant investment. 
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1. Institutions shall exclude underwriting positions held for tive working days or tCwcf 
from the amounts referred to in point (a) of paragraph I and from the calculation of 
the factor referred to in point (b) of paragraph I. 

3. The amount to be deducted pursuant to paragraph I shall be apportioned across each 
eligible liabilities instruments of a O-S II entity held. Institutions shall determine the 
amount of each eligible liabilities instrument that is deducted pursuant to paragraph I 
by multiplying the amount specified in point (a} of this paragraph by the proportion 
sped tied in point (b) of this paragraph: 

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

(b) the proportion of the aggregate amount of direct. indirect and S)nthetic 
holdings by the institution of the eligible liabilities instruments of G-Sll 
entities in which the institution does not have a significant i1westment 
represented by each eligible liability instrument held. 

4. The amount of holdings referred to in point (c) of Article 72e( I) that is equal to or 
less than 10 % of the Common Equity Tier I items of the institution after applying 
the provisions laid down in points (a)(i) to (iii) of paragmph I shall not be deducted 
and shall be subject to the applicable risk weights in accordance with Chaptc1 ~ or J 
of Title II of Part Three and the requirements laid down in Title IV of Part Three, n~ 
applicable. 

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

(a) the amount of holdings required to be risk weighted pursuant to pamgraph 4~ 

(b) the proportion resulting from the calculation in point (b) of paragraph}. 

Arlicle 72i 
Trading book e:r:ceplion.from deduclions.fi·om eliKihle liahilitie.1· ilems 

I. Institutions may choose not to deduct a designated part of their direct, indirect and 
synthetic holdings of eligible liabilities instruments, that in aggregate and measured 
on a gross long basis is equal to or less than 5% of the Common Equity Tier 1 items 
of the institution after applying Articles 32 to 36. provided that all of the l(lllowing 
conditions are met: 

(a) the holdings are in the trading book; 

(b) the eligible liabilities instruments are held lOr no longer than 30 business days. 

2. The amounts of the items that arc not deducted pursuant to paragraph I shall be 
subject to own funds requirements tOr items in the trading book. 

3. Where in the case of holdings deducted in accordance with parugraph I 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. 

58 EN 



EN 

RESTREINT UE/EU RESTRICTED 
------- .. --~----

SECTION 3 

OWN FUNDS AND f:UGlDLE LIABILITIES 

Article 72k 
E/igihle Liabililie.\· 

The eligible liabilities of em institution shall consist of the eligible liabilities items of the 
institution alter the deductions referred to in Article 72e. 

llrlicle 721 
Own Fund\· and eligible /iabilitie~ 

1 he m~n funds and eligible liabilities of an institution shall consist of the sum of its own 
Junds and its eligible liabilities." 

(42) Chapter 6 shall be replaced by the following: 

"Chapter 6 
General requirements for own funds and eligible liabilities 

Arlicfe 7 J 
Dislribuliom 011 im·/l·uments 

Capitul instruments and liabilities fOr which an institution has the sole discretion to 
decide to pay distributions in u form other than cash or own funds instruments shall 
not be capable ofgualifying as Common Equity Tier 1, Additional Tier I, Tier 2 or, 
eligible liabilities instruments, unless the institution has received the prior pcm1ission 
of th~.: comrctent lluthority. 

Competent authorities shall grant the permission referred to in paragraph I only 
where they consider all the following conditions to be met: 

(a) the nbility of the institution to cancel payments under the instrument would not 
be advcr~c!y anectcd by the discretion referred to in paragraph I, or by the 
form in which distributions could be made; 

(b) the ability of the instrument or of the liability to absorb losses would not be 
adversely a!lected by the discretion referred to in paragraph I, or by the fOrm 
in which distributions could be made; 

(c) the quality of the capital instrument or liability would not otherwise be reduced 
by the discretion referred to in paragraph I, or by the form in which 
Jbtributiuns could be made. 

Th'-' competent authority shall consult the resolution authority regarding an 
institution's compliance with these conditions before granting permission . 

. l. Capital instruments and liabilities for which a legal person other than the institution 
issuing them has the discretion to decide or require that the payment of distributions 
on th~.: instrument shall be made in a form other them cash or own funds instruments 
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shall not be capable of qualifYing as Common Equity Tier 1. Additional ·1 icr 1, Tier 
2 or eligible liabilities instruments. 

4, Institutions may use a broad market index as one of the bnses tOr determining the 
level of distributions on Additional Tier 1, Tier 2 and eligible liabilities instrument<;. 

5. 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 to in point (a). 

6. Institutions shall report and disclose the broad market indices on which their capital 
and eligible liabilities instruments rely. 

7. 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 regulatory technical standards to the Commi~sion by 28 
July 20l3. 

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

Article 7.1 
Holdings of capital instruments issued by regulared.financia!.~ector entitie.\ /hal "o not 

qual(fy as regulatmycapitol 

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

Article 75 
Deduction and maturity requirements/or shvrf posiliuns 

The maturity requirements for short positions referred to in point (a) of 1\rtic!e 45, point (a) of 
Article 59, point (a) of Article 69 and point (a) of Article 72h shall be deemed to be met in 
respect of positions held where the following conditions are met: 

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

(b) the counterparty providing the hedge to the institution is contractually obliged to 
purchase from the institution on that specific future date the long position rc!Crrcd to 
in point (a). 
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Artide 76 
Index holding\' c?f"instruments 

l. ror the purposes of point (a_\ of Article 42, point (a) of Article 45. point (a) of Article 
57. point (a) of Article 59, point (a) of Article 67, point (a) of Article 69 and point (a) 
of Article 72h. institutions may reduce the amount of a long position in a capital 
instrument 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 position being hedged and the short position in an index 
used to hedge that long position are held in the trading book or both are held in 
the non-trading book; 

(b) the positions refcned to in point (a) are held at fair value on the balance sheet 
ufthc institution; 

Where the competent authority has given its prior pcm1ission, an institution may use 
a conservative estimate of the underlying exposure of the institution to instruments 
included in indices as an alternative to an institution calculating its exposure to the 
items rclhred to in either or both of points {a) and {b): 

{a) own Common Equity Tier I, Additional Tier I, Tier 2 and eligible liabilities 
instruments included in indices: 

(b) Common Equity Tier 1, Additional Tier 1 and Tier 2 instruments of financial 
sector c:mitics, included in indices; 

tc) eligible liabilities instruments of institutions, included in indcces. 

-'· Competent authmities shall grant the pcnnission referred to in paragraph 2 only 
where the institution has demonstrated to their satis!flction that it would be 
operationally burdensome for the institution to monitor its underlying exposure to the 
items referred loin one or several of the ~wints of paragraph 2. as applicable. 

!-.BA shnll develop draft regulatory technical standards to specify: 

(a) when an estimate used as an alternative to Lhe calculation of underlying 
c.xposure referred to in paragraph 2 is sufficiently conservative; 

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

f:I3A shaH submit those draft regulatory technical standards to the Commission hy 28 
Jul) 2013. 

Power is delegated to the Commission to adopt the regulatory technical standards 
rekrrcd to in the tirst subparagraph in accordance with Articles I 0 to 14 of 
Regulation (Ell) No 1093/2010. 

Ankle 77 
Conditiu/1.\.fur redudny_ Olrll/um/.1· und eligible liabililies 

An institution shall obtain the prior permission of the competent authority to do either or both 
of the fl)\lowing: 
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(a) reduce, redeem or repurchase Common Equity Tier 1 instruments issued hy the 
institution in a manner that is permitted under applicable national law; 

(b) effect the ca!l, redemption, repayment or repurchase of Additional Tier I, Tier 2 or 
eligible liabilities instruments as applicable, prior to the date of their contractual 
maturity. 

Arlicle 78 
Supervismy permission far reducing mmJund.1· and ('ligihle liahilifie.\ 

1. The competent authority shall grant permission for an institution to reduce. 
repurchase, call or redeem Common Equity Tier I, Additional Tier I, Tier 2 or 
eligible liabilities instruments where either of the following conditions 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 v.ith O\\n funds or 
eligible liabilities instruments of equal or higher quality at terms thnt are 
sustainable for the income capacity of the institution: 

(b) the institution has demonstrated to the satisfaction of the competent authority 
that the O\vn funds and eligible liabilities of the institution would. folio\\ ing 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 authorit) before granting 
permission. 

Where an institution provides sufficient safeguards ns to its cnpacit) to operate 
above the requirements laid down in this Regulation, in Directive 201J/36TU and in 
Directive 2014/59/EU, the competent authority, after consulting the resolution 
authority, may provide a general prior permission to that institution to etfect calls. 
redemptions, repayments or repurchases of eligible liabilities instruments, subject to 
criteria that ensure that any such future actions wi!J be in accordance with the 
conditions laid dO\vn in points (a) and (b) of this paragraph. 

The competent authorities shall withdraw the general prior pennission where the 
institution breaches any of the criteria provided for the purposes of such permission. 

2. When assessing under point (a) of paragraph I the sustninability of the replacement 
instruments for the income capacity of the institution. wmpetent authorities shall 
consider the extent to which those replacement capital instruments and liabilities 
would be more costly tOr the institution than those they would replace. 

3. Where an institution takes an action refen·ed to in point (a) of Article 77 and the 
refusal of redemption of Common Equity Tier I instruments refened to in Article 27 
is prohibited by applicable national law, the competent authority may wai\·e the 
conditions laid do\vn. in paragraph 1 of this Article provided that the competent 
authority requires the institution to limit the redemption of such instruments on an 
appropriate basis. 
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..f.. !'he compelent authorities may pem1it institutions to call. redeem, repay or 

rcpurchnse Additional Tier 1 or Tier 2 instruments during the five years following 
their date of issue-where the conditions laid down in paragraph I and point (a), (b), 
(cl. (d) or (c) are met: 

(a) there i~ a change in the regulatory classification of those instruments that 
would be likely to result in their exclusion from own funds or reclassification 
as a lower quality form of own funds , and both the following conditions are 
met: 

(i) the competent authority considers such a change to be sufficiently 
certain: and 

(ii) the institution demonstrates to the satisfaction of the competent 
authority that the regulatory reclassification of those instruments was 
not reasonably tOreseeable at the time of their issuance; 

(b) 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 <md was not reasonably foreseeable at the time of their issuance; 

(c) the instruments are grand fathered under Article 484 of the CRR; 

(d) earlier than or at the same time as the <Jction 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 quality at temts that are 
sustuinable fOr the income capacity of the institution and the competent 
authority has permitted this action based on the determination that this action 
would be beneficial from a prudential point of view and justilied by 
exceptional circumstances; 

(c) the Additional Tier 1 or Tier 2 instruments are repurchased tOr market making 
purposes. 

The competent authority shall consult the resolution authority as concerns these 
conditions be!Ore granting permission. 

EI1A ~hall develop dran regulatory technical standards to specify the following: 

(a) the meaning of sustainable tOr the income capacity of the institution; 

{b) the appropriate bases of limitation of redemption referred to in paragmph 3: 

(c! the process. including the limits mtd procedures tOr granting approval in 
advrmce by competent authorities for an action listed in Article 77, and data 
requirement~ fm an application by an institution for the pcm1ission of the 
competent authority to carry out an action listed in Article 77, including the 
process to be applied in the case of redemption of shares issued to members of 
cooperative societies. and the time period fOr processing such an application; 

(d) the exceptional circumstances referred to in paragraph 4: 

(c) 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 Commission by 28 
July 2013. 

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

Article 79 
Temporwy wail'erfi·om deduction.from own.fimd.1· and eligible liabiliti£·1· 

I. Where an institution holds capital instruments or liabilities or lws granted 
subordinated loans, as applicable, that qualify temporarily as Common Equit) 'I ier I, 
Additional Tier I, Tier 2 in a financial sector entity or as eligible liabilities 
instruments 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 provi~ions 
on deduction that would otherwise apply to those instruments. 

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

EBA shall submit those draft regulatory technicnl standards to the Commission h)' 28 
July 2013. 

Power is delegated to the Commission to adopt the regulatory technical standards 
referred to in the first subparagraph in accordance with A11icles 10 to 14 or 
Regulation {EU) No 1093/2010. 

Al'lic/e 80 
Continuing review oft he quality qfownfinuf.l· and eligible liahilities 

1. EBJ\ shall monitor the quality of own funds and eligible liabilities instruments issued 
by institutions across the Union and shaH notify the Commission immediately where 
there is significant evidence of those instruments not meeting the respecli\'C 
eligibility criteria set out in this Regulation. 

Competent authorities shall, without delay, upon request by EBA. 10rward all 
infom1ation that EBA deems relevant concerning new capital instruments or new 
types of liabilities issued in order to enable EBA to monitor the quality of own funds 
and eligible liabilities instruments issued by institutions across the Union. 

2. A notification shall include the following: 

{a) a detailed explanation of the nature and extent of the shortfall identified: 

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

(c) significant developments in the methodology of EBA for stres.~ testing the 
solvency ofinstitutions. 
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3. EI3A sh~ll provide technical advice to the Commission on any significant changes it 
considers to be required to the definition of own funds and eligible liabilities as a 
resuh of any of the tOilowing: 

(a) relevant developments in market standards or practice; 

(b) changes in relevmlt legal or accounting standards: 

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

4. I~BA shall provide technical advice to the Commission by 1 January 2014 on 
possible treatments of unrcalised gains measured at fair value other than including 
them in Common Equity Tier I without adjustment. Such recommendations shall 
lake into nccount relevant developments in international accounting standards and in 
international agreements on prudential standards for banks." 

(43) In Article 81 paragraph I is replaced by the tOilowing: 

"I. Minority interests shall comprise the sum of Common Equity Tier I capital where the 
tOHowing conditions are met: 

(a) tho.: subsidiary is one of the follov.ing: 

(i) an institution; 

{ii) an undertaking that is subject by virtue of applicable national law to the 
requirements of this Regulation and Directive 2013136/EU; 

(iii) an intem1ediate financial holding company in a third country that is 
subject to the same rules as credit institutions of that third country and 
\'.'here these rules have been judged equivalent with those of the CRR 
by the European Commission in accordance with Article 107(4); 

(b) the subsidiary is included fully in the consolidation pursuant to Chapter 2 of 
'I it!e II of Pm1 One: 

(<.:) the Common Equity Tier 1 capital, referred to in the introductory part of this 
paragraph. is owned by persons other than the undertakings included in the 
consolidation pursuant to Chapter 2 of Title II of Part One. 

{44) Article H2 is replaced by the following: 

Article 82 
Qual!f.rin~ AdJiliomrf Tia 1, Tier I. Tier 2 capi!al and qualifYing 0\vnfim(/s 

Qualifying Additional Tier l, Tier!, Tier 2 capital and qualifying own funds shall comprise 
the minority interest. Additional Tier I or Tier 2 capital, as applicable, where the following 
conditions ilrc met: 

(a) the subsidiary is either of the following: 

(i) an institution; 

( i) an unde11aking that is subject by virtue of applicable national law to the 
requirements of this Regulation and Directive 2013/36!EU; 
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(ii) an intermediate 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 equivalent with those of the CRR 
by the European Commission in accordance with Article I 07!4). 

(b) the subsidiary is included fully in the scope of consolidation pursuant to Chapter 2 of 
Title II of Part One; 

(c) those instruments are owned by persons other than the undertakings includeJ in the 
consolidation pursuant to Chapter 2 of Title II of Part One.". 

(45) ln Article 83 paragraph I is replaced by the fOllowing: 

"I. Additional Tier 1 and Tier 2 instruments issued by a special purpose entity, and the related 
share premium accounts, are included until 31 December 2021 in qual it~ ing 
Additional Tier I, Tier 1 or Tier 2 capital or qualifYing 0\\'11 11mds. as ,1pplicable. 
only where the following conditions are met: 

(a) the special purpose entity issuing those instruments is included fully in the 
consolidation pursuant to Chapter 2 of Title ll 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 
Article 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 Article 63 are 
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 i!' included fully in the: 
consolidation pursuant to Chapter 2 or Title II of Part One. the form of which 
satisfies the relevant conditions laid down in Articles 52( 1) or 63, as 
applicable. 

Where the competent authority considers the assets of a special purpose entity other 
than its investment in the own funds of the parent unde11<tking or a subsidiary thereof 
that is included in the scope of consolidation pursuant to Chapter 2 of Title II of Part 
One, to be minimal and insignificant for such an entity, the competent authorit} ma)­
waive the condition specified in point (d) of the lirst Sllbparagraph." 

(46) In Article 92(1) the following is added alter point (c): 

"(d) a leverage ratio of 3%." 

(47) Article 92(3) is replaced by the following: 

"3. Total risk exposure amount shall be calculated as the sum of points (<1) to (I) of this 
paragraph after taking into account the provisions laid down in paragraph 4: 

(a) the risk·weighted exposure amounts for credit risk and dilution risk, calculated 
in accordance with Title II and Article 379, in respect of all the business 
activities of an institution, excluding risk-weighted exposure amounts from the 
trading book business of the institution; 
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(b) the own funds reqtlirements fOr the tradingwbook business of an institution for 
the following: 

(i) market risks as determined in accordance with Article 325, Chapter 1, 
Title IV of this Part; 

(ii} large exposures exceeding the limits specified in Articles 395 to 401, to 
the extent an institution is pcm1itted to exceed those limits. as 
determined in accordance with Part Four. 

(c) the own funds requirements for market risks as detennined in Article 325 
Chapter I, Title IV of this Part for all business activities that generate foreign­
exchange or commodity risks; 

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

(48\ The fOllowing Articles 92a and 92b are inserted atler Article 92: 

"Article 92a 
ELf G-S/1 Requirement .fOr ownjimd.l" and eligible liabilities 

l. Subject to Articles 93 and 94 and the exceptions set out in paragraph 2, institutions 
identi tied as resolution entities that are an ElJ G-SII or part of an EU G-SI! shall at 
u\1 times satisfy the tOllowing requirements for own funds and eligible liabilities: 

{a) a risk-based rntio of 1800, representing the own tlmds 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; 

(b) a non-ri~k-buscd ratio of 6,75%. representing the o\vn funds and eligible 
liabilities of the institution expressed as a percentage of the total exposure 
m.-:asure rdCrred to in Article 429(4). 

2 !"he n.'<Juiremcnt laid down in paragraph (1) shall not apply in the following 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 HS an EU G-SII : 

tb) within the two years following the date when the resolution authority has 
applied the baH-in tool in accordance with Directive 2014!59.:EU; 

(c) within the two years tOllowing the date when the resolution entity has reached 
fl binding agreement with its creditors to convert capital instruments and other 
liabilities into Common Equity Tier l in order to recapitalise the tirm without 
the application of resolution tools [as a recovery measure] in accordance with 
Direct"m~ 2014/59/EU. 

3. Where the sum of the requirements applicable in accordance with Article 92a(l)(a) 
to c.1ch resolution entity of the same G-SII exceeds the requirement of own funds and 
digiblc liabilities calculated in accordance with Article 12, the resolution authority 
of the EU l)<lfenl institution may, after consulting the other rdevant resolution 
authorities may act in accordance with Articles 45d{3) or 45h( I )of Directive 
21Jl4i5()'£U. 
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Article 92h 
Non.EU G·SII Requirement fin· ownjimds and eligible litlbilirie.\· 

Institutions that are material subsidiaries of non·EU G-SHs and arc not resolution entities 
shall at all times satisfy a requirement for own funds and eligible liabilities equal to QO% of 
the requirements for own funds and eligible liabilities laid down in Article 92a. 

For the purposes of paragraph I, Additional Tier I, Tier 2 and eligible liabilities 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: 

"Arlide 9.f 
Derogalionfor .\·ma/1/roding hook bu.1·ines.1 

I. By derogation from Article 92(3)(b), institutions may determine the own funds 
requirement of their trading-book business in accordance with parugta()h 2 provided 
that the size of the institution's on- and otT-balance sheet trading-book business is 
equal to or less than the following thresholds on a monthly basis observation: 

(a) 5% of the institution's total assets; 

(b) EUR 50 million. 

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

(a) for the contracts listed in point I of Annex II, contracts relating to equities 
which are referred to in point 3 of Annex II and credit derivatives, institutions 
may exempt those positions from the own l"unds requirement referred to i11 
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 that same Artie!<:" 
92(3). 

3. Institutions shall detem1ine the size of their on- and off-balance sheet trading book 
business on a given date for the purposes of paragraph I in accordance with the 
following requirements: 

(c) all the positions assigned to the trading book in accordance with Article I 04 
shall be included in the calculation except the following: 

(i) positions concerning foreign-exchange and commodities: 

(ii) credit derivatives that are recognised as internal hedges against non­
trading book credit risk exposures or countcrparty risk exposures: 

(d) all positions shall be valued at their market prices on that date; II" the market 
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 absolute value of long positions shall be summed with the absolute value of 
short positions. 

4. lmtitutions shall notify the competent authorities where they determine, or cease to 
determine. as applicable, the own fund requirements of their trading-book business 
according to this Article. 

5. Where an institution no longer meets any of the conditions of paragraph I, it shall 
inunediatcly notify the competent authority. 

6 The institution shall cease to detem1ine the own fund requirements of their trading­
book business according to this Article within three months of either of the following 
situations happt'ning: 

{aJ the institution does not meet any of the conditions of paragraph ! for three 
consecutive months; or 

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

After ceasing to determine the own fund requirements of their trading·book business 
according to this Article, an institution shall only be permitted to determine the own 
flmd requirements of its trading·book business according to this Article where it 
demonstrates to the competent authority that all the conditions set out in paragraph I 
ha\e been met tOr an unimenupted full year period. 

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

(50) Article 99 is replaced by the tOllowing: 

"Arlicle 99 
Rcporling oil own funds requirements and.fimmcial infilmtalion 

I. Reporting by iustitutions to their competent authorities on the obligations laid down 
in A1ticle 92 shall be carried out in accordance with this Article. 

1:1 Reporting by resolution t•ntities to their competent authorities on the obligations laid 
down in Article 92n and 92b shail be carried out at least on a scrni·annual basis. 

In addition tn the own funds reporting referred to in paragraph I, institutions shall 
report to their competent authorities !inancial information where they are one of the 
!Ollowing: 

ta) <.In institution subject to Article 4 of Regulation (EC) No \606.'2002; 

tb) a credit institution that prepares its consolidated accounts in contOnnity with 
the international accounting standards pursuant to Article S(b) of Regulation 
(l~C) No 16061:2002. 

Competent authorities may require from credit institutions that determine their own 
fumh on a consolidated basis in accordance with international accounting standards 
pt~~suunt to Article 24(2) of this Regulation. to report financial information in 
accordance with this Article. 
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4. The EBA shall develop draft implementing technical standards to speci(v the 
uniform formats, frequency, dates of reporting. definitions and IT solutions for the 
reporting referred to in paragraphs I to 3 and in Article 100. The required frequency 
of reporting shall be on an annual basis for small institutions within the meaning of 
Article 430a and no less frequent than on a semi-annual basi~ 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 natur(' and 
level of risk of their activities. 

The reporting on the financial information referred to in paragraphs 2 and 3 shall 
only comprise information that is needed to provide a comprehensive vinY of the 
institution's risk prolilc and the systemic risks posed by institutions to the tinaneial 
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 1 S of Regulation (EU) 
No 1093/2010. 

S. The E1:3A shall assess the financial impact on institutions Commission Implementing 
Regulation (EU) No. 680/20!4 19 in terms of compliance costs and shafl report its 
findings to the Commission by no later than [31 December 2019). That repo11 shall, 
in particular, examine whether reporting requirements have been applied in u 
sufficiently propot1ionate manner. For those purposes, the report shall: 

(a) classify institutions 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 At1iclc 430a: 

(b) measure the reporting burden to meet the reporting requirements set out in 
Commission Implementing Regulation (EU) No. 680/2014 incurrf'd by each 
category of institutions during the relevant period. taking 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 relevant period: 

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

(v) the relevant period shall refer to each annual period during \Vhich 
institutions have incurred compliance costs to prepare tOr the 
implementation of the rep011ing requirements laid d0\\11 in Commission 

Commission Implementing Regulation (EU) No 680 2014 of 16 April :!014 laying down imp!ementi11g 
technical s1andards wilh regard to supervisory reporting of institulions according lo Regulation ( EU) No 
575.'201 J of I he European Parliament a11d of the Counctl (OJ L I Q I 28.6.20 14. p. )) 
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Implementing Regulation (EU) No. 680i2014 and to continue operating 
thC' reporting systems on an on-going basis; 

(c) ussess whether and to what extent compliance costs substantially prevented 
newly incorporated institutions from entering the market; 

(d) assess the impact of compliance costs, as defined in point (b)(ii), on each 
category of institutions in terms of opportunity costs, with opportunity costs 
meaning the value lost to institutions fbr services not provided to customers 
due to compliance costs; and 

te) where appropriate, in the light of the relevant findings, recommend 
amendments of Commission Implementing Regulation (EU) No. 680/2014 to 
reduce the reporting burden on specitied categories of institutions. The report 
shall, at a minimum, make recommendations on how to reduce the level of 
gnmularity of reporting requirements fbr small institutions as defined in Article 
430a. 

6. Competent authmities considering that institutions, other than those referred to in 
paragraphs 2 and 3 that are subject to an accounting framework based on Directive 
H6,.6351EEC, should report on linancial information in accordance with paragraph 2 
to provide a comprehensive view of those institutions' activities' risk profile and of 
th..: systemic risks they pose to the tinancial sector or the real economy as set out in 
Regulation (EU) No \093/2010, shall consult the EBA on whether to extend the 
reporting requirements on financial intOnnation on a consolidated basis to those 
institutions, except where those institutions are already reporting on a consolidated 
basis. 

fhe EBA shall develop drall implementing tt·chnical shmdards to specify the formats 
to be used by the institutions referred to in the !irst subparagraph .. 

Power is conferred on the Commission to adopt the implementing technical standards 
reterred to in the second subparagraph in accordance with Article I 5 of Regulation 
(l:l ')No 109].'2010. 

Where a wmpdcnt authority considers intbm1ation not covered by the implementing 
technical standards referred to in paragraph 4 to be necessary tOr the purposes set out 
in paragraph 5, it shull notil)' EBA and the ESRB of the additional in!Onnation it 
deems necessary to include in the implementing technical standards referred to in 
that paragraph". 

\51) Article 100 is replaced hy the following: 

"Anicfe 100 
Repm·ting require me /II.\· on a.nelencumbmnce 

ln~titutions shall report to their competent authorities on their level of asset 
encumbrance. 

fhc report rdi:rrcd to in paragraph (I) shall provide fOr a breakdown by type of asset 
cncumbnmcc, such as repurchase agreements, securities lending, sccuritised 
e>;posures <md loans attached as colhllcral to covered bonds. 
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(52) In Article 101 the introductory part to paragraph I is replaced by the tOllmving: 

"I. Institutions shall report to their competent authorities on a semi-annual basis the 
following aggregate data for each national immovable property marJ,;et to which they 
are exposed: 

(53) In Article I OJ paragraphs 4 and 5 are replaced by the !Oil owing: 

"4. EBA shall develop draft implementing technical standards to speci(v uniform 
fomtats, definitions, frequencies and dates of reporting, as well as the IT solutinns. of 
the aggregate date referred to in paragraph I. 

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. 

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

(54) Article 102 is replaced by the following: 

"Arlicle /02 
Requiremenl.l'.fhr !he Jrarfing book 

\. Positions in the trading book shall be either free of restrictions on their trndability or 
capable to being hedged. 

2. Trading intent shall be evidenced on the basis of the strategies. policic~ and 
procedures set up by the institution to manage the position or por!IO!io in accordance 
with Article 104. 

3. Institutions shall establish rmd maintain systems and controls to manage their trading 
book in accordance with Articles I 03. 

4. Trading book positions shall be attributed to trading desks established b) the 
institution in accordance with Article 1 04b. unless the institution is eligible for the 
treatment set out in Article 94 or has been granted the waiver referred to in paragraph 
3 of Article 104b. 

5. Positions in the trading book shall be subject to the requirements for prudent 
valuation specified in A11icle 105. 

6. Institutions shall treat internal hedges in accordance with Article 106.". 

(55) Article I 03 is replaced by the fOllowing: 

"Article /03 
,\!anagemenf O.(lhe 1/'ading book 

]. Institutions shall have in place clearly defined policies and procedures for the m·cral! 
management of the trading book. These policies and procedures shall at least 
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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lb) the extent to which a position can be marked-to-market daily by reference to an 
acti\'e, liquid two-way market; 

(c) for positions that are marked-to-model, the extent to which the institution can: 

(vi) idcntil)'all material risks of the position; 

(vii) hcJge all material risks of the position with instruments for which an 
active, liquid two-way market exists; 

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

(d) the extent to which the institution can, and is required to, generate valuations 
fur the position that can be validated externally in a consistent manner; 

(e! the extent to which legal restrictions or other operational requirements would 
impede the institution's ability to effect a liquidation or hedge of the position in 
the short term: 

(/) the extent to which the institution can, and is required to. actively manage the 
risks or positions within its trading operation; 

(g) the extent to which the institution may transfer risk or positions between the 
non-trading and trading books and the criteria for such transfers, in accordance 
with Article 104b. 

2. In mnnaging its positions or portfolios of positions in the trading book the institution 
shall comply wilh all of the following requirements: 

(a) the institution shnll have in place a clearly documented trading strategy for the 
position or portlOiios in the trading book, which shall be approved by senior 
managt'ment and include the expected holding period; 

lbJ the institution shnll have in place clearly defined policies and procedures tOr 
the active management of positions or portfolios in the trading book. Those 
policies and procedures shall include the following: 

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

(ii} position limits are set and monitored fOr appropriateness: 

(iii) dealers have the autonomy to enter into and manage the position within 
agreed limits and according to the approved strategy: 

(iv) positions are rcp011ed to senior management as an integral part of the 
institution's risk management process; 

{v) positions are actively monitored with reference to market infOnnation 
sources nnd an assessment made of the marketability or hedgeability of 
the position or its component risks, including the assessment, the 
quality and availability of market inputs to the valuation process, level 
of market turnover, sizes of positions traded in the market: 

(\-i) active anti-fraud procedures and controls. 
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(c) the institution shall have in place clearly defmed policies and procedures to 
monitor the positions against the institution's trading strategy including the 
monitoring of turnover and positions for which the originally intended hol{ting 
period has been exceeded.". 

(56) Article 104 is replaced by the following: 

"Article 10-1 
inclusion in the trading book 

I. Institutions shall have in place clearly defined policie.s and procedures for 
detennining which position to include in the trading book for the purposes of 
calculating their capital requirements, in accordance with the requirements set out 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 institution's risk 
management capabilities and practices. The institution shall fully document its 
compliance with these policies and procedures, shall Stl~icct them to internal audit at 
least yearly and make available to the competent authorities the results of this audit 

2. Positions in the following instruments shall be assigned to the trading book: 

{a) instruments meeting the criteria for the inclusion in the conclation trading 
portfolio in accordance with paragraphs 6 to 9; 

(b) financial instruments that are managed on a trading desk established in 
accordance with article I 04b; 

(c) financial instruments giving rise to a net short credit or equity position; 

(d) instruments resulting from underwriting commitments; 

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

(f) instruments resulting from market-making activities: 

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

(h) listed equities; 

(i) trading-related repo-style transaction: 

G) options including bifurcated embedded derivatives from instruments in the 
non-trading book that relate to credit or equity risk. 

For the purposes of point {c), an institution shall have a net short equity position 
when a decrease in an equity price would result in a profit for the institution. 
Correspondingly, an institution shall have a net short 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. 

3. Positions in the following instruments shall not be assigned to the trading boo!..: 

(a) 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 additional own funds shall remain constant until the position matures 
unlcs.~ the competent authorities penni! the institution to phase it out at an earlier 
date. 

5. The re-classilic;~tion of a position in accordance with this article shall be irrevocable. 

Article 10-lh 
Requiremenl.ljiJr trading desk 

Institutions shall e:,tablish trading desks in accordance with the requirements set out 
in this Article and attribute each of their trading book positions to one of these 
twding desks. Tmding book positions shall be attributed to the same trading desk 
on!) when~ they satisfy the agreed business strategy for the trading desk and are 
consistently nmnaged and monitored in accordance with paragraph 2. 

Institutions' trading desks shall be subject on an ong,oing basis to all the following 
requirements: 

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

{b) Each trading desk shall have a clear organisational structure. Positions in a 
given trading desk shall be managed by designated dealers within the 
institution. 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 overseeing the activities and the other dealers of 
the trading desh.; 

I c) Position limits shall be sd within each trading desk according to its business 
strategy; 

{d) Reporb on the t~ctivities, prolitability, risk management and regulatory 
requirements at the trading desk level shall be produced at )east on a weekly 
basis and communicated to the management body oft he institution on a regular 
ba~is; 

(c) Each trading desk shall have in place a clear annual business plan including a 
\Vell-ddincd remuneration policy based on sound criteria used for perfOrmance 
measurement. 

Institutions shall submit a notification to the competent authorities selling out the 
manner in which they comply with the trading desk requirements laid down in 
paragraph 2. Competent authorilies may require an instiwtion to change the structure 
or organisation of their trading desks to comply with this Article. 

-1. L'\y derogation from paragraph I, institutions using the approaches set out in points 
(a) and (c) of paragraph I of Article 325 to determine the own funds requirements for 
market risk may apply for a \Vaiver of part or all the requirements set out in this 
Ankle. Competent authorities may grant the waiver where the institution 
demonstrates that: 
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(a) non-compliance with the requirements in paragraph 2 would not have a 
material adverse impact on the institution's ability to manage :md monitor the 
market risks of its trading book positions effectively; 

{b) the institution complies with the general trading book management 
requirements set out in A1ticle 1 03.". 

{58) Article 105 is replaced by the following: 

"Article 105 
Requiremen!sfnr pruden! vafualinn 

I. 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 Article. 
Institutions shall in particular ensure that the prudent valuation of their trnding book 
positions achieves an appropriate degree of certainty having regard to the d)namic 
nature of trading book positions and non-trading book positions measured nt fair 
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 \'alue. 

2. Institutions shall establish and maintain systems ~md controls sufficient to provide 
prudent and reliable valuation estimates. Those systems and controls shall include at 
least the following clements: 

(a) documented policies and procedures for the process of valuation. inciHding 
clearly defined responsibilities of the various areas involved in the 
detennination of the valuation, sources of market infom1ation and rt.'\ iew of 
their appropriateness, guidelines for the use of unobservable inputs retlecting 
the 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-hoc ,·erilication 
procedures; 

(b) reporting lines for the department accountable for the valuation process that arc 
clear and independent of the front office, which shall ultimately be to the 
management body. 

3. Institutions shall revalue trading book positions at fair value at least daily anJ 
changes in the value of these positions shall be reported in th~ pro/it and loss 
account. 

4. Institutions shall mark their trading book positions and non-trading book positions 
measured at fair value to market whenever possible, including when applying the 
relevant capital treatment to those positions. 

5. 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 rnnke 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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6. Where marking to market i~ not possible, institutions shall conservatively mark to 
model their positions and portfolios, including when calculflting own funds 
requirement~ for positions in the trading book and positions measured at fair value in 
the non-trading book . 

7. 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·valucd positions which are subject to mark to model and shall 
understand the materiality of the uncertainty thereby created in the reporting of 
the riskipertOrmance of the business; 

(b) institutions 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; 

(c) where available. institutions shall use valuation methodologies which are 
accepted market practice tOr pa11icular financial instruments or commodities; 

(d) whl're the model is developed by the institution itsell~ it shall be based on 
upproprinte assumptions, which have been assessed and challenged by suitably 
qualified parties independent of the development process; 

(c) institutions shull have in place fOm1al change control procedures and shall hold 
a secure copy of the model and use it periodically to check valuations; 

(I) risk rm.magement shnll be aware of the weaknesses of the models used and how 
best to rcllectthose in the valuation output; and 

(g) institutions' models shall be subject to periodic review to detenninc tlw 
accuracy of their pertOrmance, which shall include assessing the continued 
appropriateness or assumptions, analysis of pro lit and loss versus risk factors, 
:md comparison of actual close out wlues to model outputs. 

For the purposes of point td), the model shalt be developed or approved 
independently of the trading desks and shall be independently tested, including 
validation oft he mathematics, assumptions and sothvare implementation. 

Institutions shall perfOrm independent price verification in addition to daily marking 
to market or marking to model. Verification of market prices and model inputs shall 
be pcr!Ormed by u person or unit independent from persons or units that benefit from 
the trading book, at least monthly, or more frequently depending on the nature of the 
market or trading activity. Where independent pricing sources are not available or 
pricing sources are more subjective, prude111 measures such as valuation adjustments 
may be appropriate. 

rJ Institutions shall establish and maintain procedures !Or considering valuation 
adjustments 

l U. Institutions shall tOtmally consider the fOllowing valuation adjustments: uncamcd 
credit spreads, close-out costs, operational risks, market price uncertainty, early 
termination, investing and funding costs, future administrative costs and, where 
relevant. model risk. 
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II. Institutions shall establish and maintain procedures for calculating an adjustment to 

the current valuation of any less liquid positions, which can in pa1ticuh1r arise from 
market events or institution-related situations such as concentrated positions and.'or 
positions for which the originally intended holding period has been exceeded. 
Institutions shall, where necessary, make such adjustments in addition to any changes 
to the value of the position required for financial 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 following: 

(a) the additional amount of time it would take to hedge out the position or the 
risks within the position beyond the liquidity horizons assigned to the risk 
factors of the position in accordance with Article 32Sbc: 

(b) the \'olatility and average of bid/offer spreads; 

(c) 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; 

(t) the extent to which valuation relies on marking-to-model; 

(g) the impact of other model risks. 

12. When using third party valuations or marking to model, institutions shall conskle1 
whether to apply a valuation adjustment. In addition, institutions shall consider the 
need to establish adjustments for less liquid positions and on an ongoing basis rcYiew 
their continued suitability. Institutions shall also explicitly assess the need for 
valuation adjustments relating to the uncertainty of parameter inputs used by models. 

13. With regard to complex products, including securitisation exposures and n-th-to­
default credit derivatives, institutions shall explicitly assess the need for valuation 
adjustments to retlect the model risk associated with using u possibly incorrect 
valuation methodology and the model risk associated with using unobservable (and 
possibly incorrect) calibration pammeters in the valuation model. 

14. EBA shall develop draft 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 draft regulatory technical standards to the Commi~sion 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 to 14 of 
Regulation (EU) No 1093/2010.". 

(59) Article 106 is replaced by the following: 
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"Article 106 
Internal Hedges 

I. An internal hedge shall in particular meet the fOllowing requirements: 

(a) it shall not be primarily intended to avoid or reduce own funds requiremenls; 

(b) it shalt be properly documented and subject to particular intemal approval and 
audit procedures; 

(') it shall be dealt with at market conditions; 

(d) the market risk that is generated by the intemal hedge shall be dynamically 
managed in the trading book within the authorised limits; 

(e) it shalt be carefully monitored in ae,ordance with adequate procedures. 

These rct]Uircments apply without prejudice to the requirements applicable to the 
hedged position in the non-trading book or in the trading hook, where relevant. 

2. When an institution hedges a non-trading book credit risk exposure or counterpm1y 
risk exposure using a credit derivative booked in its trading book, this credit 
derivative position shall be recognised as an internal hedge of the non-trading book 
credit risk exposure or eounterparty risk exposure for the purpose of calculating the 
rbk-weighted exposure nmounts referred to in Article 92(3)(a) where the institution 
enters into another credit derivative transaction with an eligible third party protection 
provider that meets the requirements tOr unfunded credit protection in the non­
trading book and perfectly offsets the market risk of the internal hedge. 

Both an internal hedge recognised in accordance with the lirst sub-paragraph and the 
credit deriH1tivc entered into with the third party shall be included in the trading 
book for the purposes of calculating the own funds requirements for market risks . 

.1. When an mstitution hedges a non-trading book equity risk exposure using an equity 
derivative booked in its trading book, this equity derivative position shall be 
re..:ogniscd as an internal hedge of the non-trading book equity risk exposure tOr the 
purpose of cakulating the risk-weighted exposure amounts referred to in Article 
1>2(3)(a) where the institution enters into another equity derivative transaction with 
an eligible third party protection provider that meets the requirements for unfunded 
credit protection in the non-trading book and perfectly offsets the market risk or the 
internal hedge. 

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

When an institution hedges non-trading book interest rate risk exposures using an 
interest rate risk position booked in its trading: book, this position shall he considered 
as an intemal hedge tOr the purposes of assessing the interest rate risks arising from 
non-trading positions in accordance with Articles 84 and 98 of Directive 20 I 3/36,.EU 
when the follo\\·ing conditions are met: 

{<~) the position has been attributed to a trading desk established in accordance with 
the requirements set out in Article 104b which business strategy is solely 
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dedicated to manage and mitigate the market risk of internal hedges of interest 
rate risk exposure. For this purpose, this trading desk may enter into other 
interest rate risk positions with third parties or other trading dc~ks of the 
institution, as long as these other trading desks perfectly olrsetthe market risk 
of these other interest rate risk positions by entering into opposite interest mte 
risk positions with third parties; 

(b) the institution has fully documented how the position mitigates the interest mtc 
risks arising from non·trading book positions for the purposes of the 
requirements laid down in Articles 84 and 98 of Directive 20 13/36/EU; 

5. The o\\ln funds requirements for market risks of all the positions assigned to or 
entered into by the trading desk referred to in point (a) of paragraph 3 shall be 
calculated on a standalone basis as a separate portfolio and shall be additional to the 
own funds requirements for the other trading hook positions.". 

(60) Al1icle I 07(3) is replaced by the following: 

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

(61) Article 128 is replaced by the following: 

"Article 118 
Items associated with particular high ri.l"k 

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

2. For the purposes of this Article. speculative immovable proper!) financing shall be 
considered to be associated with particularly high risks. 

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

(a) whether there is a high risk of loss as a result of a default of the obligor; 

(b) whether it is impossible to assess adequately whether thr: exposme falls under 
point (a).'". 

(62) Article 132 is replaced by the following: 

"Arlicle 132 
Own funds requirements/or C/Us 

I. Institutions shall calculate the risk weighted exposure amount tOr their exposures in 
the fom1 of units or shares in ClUs 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 shnll exclude from the calculations refened to in the first subparagraph 
exposures that according to Article 36must be deducted IJ·om Common Equity Tier 1 
items. 

Institutions may exclude from the calculations referred to in the tirst subparagraph 
exposures to funds fl1ltilling 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 
associ<Jtcd with those exposures. 

~ Where the conditions set out in pamgraph 3 are met, institutions may apply the look­
through approach in accordance with Article 132a(l) 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, a risk weight of I ,250 % ("'fall­
back upproach'') shall be assigned. 

Where the conditions set out in paragraph 3 are met, institutions may calculate the 
risk weighted exposure amount associated with an individual exposure in the fom1 of 
units or shares in C!Us using a combination of the fall-back approach, the look­
through approm:h and the mandate-based approach. 

1. JnstiHHions may determine the risk weight for a CIU in accordance with the methods 
set out in Article 132a, where the following eligibility criteria are met: 

!<tl the CIU is one of the following: 

(i.x) an undertaking tOr collective investment in transferable securities 
( UCITS) governed by Directive 2009/65/EU; 

(.x) an EU AIF managed by an EU AIF\1 registered under Article 3(3) of 
Directive 2011/61/EU; 

(:-.i) an /\IF managed by an EU AIF~1 authorised under Article 6 of 
Directive 2011161/EU; 

(xii) an AIF managed by a non-EU AIFM authorised tinder Article 37 of 
Di1ecti\e 2011/61/EU; 

(xiii) a non-EU Air managed by a non-EU AIFM and marketed in 
accordance with Atticle 42 of Directive 2011/61/F:U.; 

(b) the CIU's prospectus or equivalent document includes the tOilowing: 

(63) the categories of assets in which the CIU is <1uthorised to invest; 

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

(a) reponing by the CIU to the institution complies with the following 
requirements: 

(64) the l1usin~·ss of the en; is rcpotted at least as frequently as that of the institution: 

(65) the granularity of the tinancial information must be sufticient to calcul<1te the 
corresponding risk weighted asset amounts; 
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(66) where the look-through approach is applied. infonnation about the underlying 

exposures is verified by an independent third party. 

4. Institutions not having adequate data or information to calculate and repm1. in 
accordance with the methods set out in Article 132a, a risk weight for the CIU. may 
rely for that calculating and reporting on the following third parties: 

(a) the depository institution or the depository financial institution of the CIU, 
provided that the CJU exclusively invests in securities and deposits all 
securities at that depository institution or the tinancial institution: 

(b) for CIUs not covered by point (a}, the CIU management company, provided 
that the CIU management company meets the criteria set out in paragraph J(a). 

An external auditor shall confim1 the correctness of the calculation rcfCrrcd to in 
the first subparagraph. 

The risk weighted exposure amount shall be multiplied by a factor of 1.2. where 
an institution relies on a third party to calculate the risk weighted asset amounts 
for a CIU and that third party applies the method set out in Article 132a(1 ). 

Where an institution applies the approaches set out in Article 132a for the purpose of 
calculating the risk-weighted exposure amount of a ClU. and the underlying 
exposure of the ClU is an exposure in the form of units or shares in another CIU. the 
risk-weight for the exposure in the other ClU may be detemlincd using any of the 
three approaches described in paragraph 2. Risk-weighted exposure amounts of ClUs 
in subsequent layers must be determined in accordance with the t"all-back approach. 
unless the look-through approach is used for the preceding layer, in \\hich case the 
look-through approach may also be used for the subsequent layer. .. 

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

"'Arlicle I 32a 
Spec(fic melhvdsfor C!U.1· 

1. Where the conditions of Article 132(3) are met. institutions that arc !\\\arc of the 
underlying exposures of a CIU shall look through to those underlying exposures to 
calculate the risk weighted exposure amount of the ClU, risk weighting all 
underlying exposures of the CIU as if they were directly held by those institutions. 

2. Institutions that are not aware of the underlying exposures of a ClU may calculate 
the risk weighted exposure amount tOr their exposures in the fOrm of a unit or share 
in the CIU in accordance with the limits set in the CJU"s mandate and relevant 
legislation as a sum of the following items. subject to the assumption that the CIU 
first incurs exposures to the maximum extent allov..-cd 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 exposures that are risk-weighted according to the methods set out 
in this Chapter. 
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(h) cxposun.' values for underlying risk of a derivatives exposure or off·balance 
sheet items. calculated in w.:cordance with Article 111 .. 

(c) exposure values for counterparty credit risk incurred by the CIU, calculated in 
<~ccordance with the methods set out in Sections 3 to 5 of Chapter 6, as 
applicable. 

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

4. EBA shall develop drall implementing technical standards to detem1inc the methods 
ru:cording to which the risk weighted exposure amount shall be determined for the 
exposures referred to under points (b) and (c) of paragraph 2 where the inputs 
required tOr the methods referred to in these points are not available. 

EI3A shall submit those draft implementing technical standards to the Commission 
by lninc months after entry into force]. 

Power is conll:!rred on the Commission to adopt the implementing technical standards 
referred to in the first subparagraph in accordance with Article 15 of Regulation (EU) 
No IO<:lJ/2010.". 

(68) Ar1icle !52 is replaced by the following: 

"Ar!fcle J 51 
Trealmt'lll of expo.wres in thefi.wm of units or .l"h(ll"e.\· in C!Us 

ln-.titutinns shall calculate the risk weighted asset llmounts and expected loss 
amounts <JSsoci<~tcd with exposures in the form of units or shares in ClUs in 
accordance with Article 132. 

Where the conditions or Article 132(3) are met, institutions that are aware of the 
underlying exposures of a CJU shall look through to those underlying exposures in 
order to calculate the risk weighted exposure amount of the CIU, risk weighting all 
umkrlying expo.<.ures of the ClU as if they were directly held by the institutions. 

Uy way of derogation from point (d) of Article 92(3), institutions that calculate the 
ri~k weighted exposure amount of the ClU in accordance with paragraphs I or 2 of 
this Article may replace the own funds requirement for credit valuation adjustment 
by multiplying by 1.5 the exposure value !Or the relevant exposures calculated under 
Sections 3, 4 and 5 of Chapter 6, as applicable. 

1. Institutions applying the look-through approach in accordance with pnragraph 2 that 
fullil the conditions fOr permanent partial use in accordance with Article 150, or do 
not meet the conditions !Or using the methods set out in thi" Chapter lOr all or parts 
nf the underlying e.xpo'\urcs of the ClU, shall calculate risk weighted exposure 
amounts and expected loss amounts in accordance with the following principles: 

tal lOr exposurt'S belonging to the equity exposure c!as..'> referred to in point (e) of 
At tide 147(2), institutions shall apply the simple risk-weight approach set out 
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in Article 155(2). Where the institution is unable to differentiate between 
private equity exposures, exchange-traded exposures and other equity 
exposures. it shall treat the exposures concerned as other equity exposures: 

(b) for exposures belonging to the securitisation exposure class, institutions shall 
apply the ratings based method set out in Article 261; 

(c) for all other underlying exposures, institutions shall apply the Stm1<lardiscd 
Approach laid down in Chapter 2. 

4. Where the conditions of Article 132(3) are met, institutions that are not aware of the 
underlying expo:mres of a CIU may calculate the risk weighted exposure amount for 
their exposures in the fonn of a unit or share in the CIU in accordance with the 
mandate-based approach set out in Article 132a(2). However, for the exposures li<oted 
in points (a), (b) and (c) of paragraph), the approaches set out therein shall be 
applied. 

5. Institutions not having adequate data or information to calculate and report. in 
accordance with the methods set out in paragraphs 2, J and 4. a risk weight for the 
CIU may rely for that calculating and reporting on the ti.1llowing third parties: 

(a) the depository institution or the depository financial institution of the CIU, 
provided that the CJU exclusively invests in securities and dcpi.lSits all 
securities at that depository institution or the financial institution; 

(b) for C!Us not covered by point (a) of this paragraph. the CIU management 
company, provided that the CIU management company meets the criteria set 
out in point (a) of paragraph 3. 

Where an institution relies on a third party to calculate the risk weighted asset 
amounts for a CIU and the look-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 sha!l be 
confinned by an external auditor.•·. 

(69) Point (h) of Article 201(1) is replaced by the following; 

"(h) qualifying central counterparties.". 

(70) The following Article 204a is inserted after At1icle 204: 

"Article 20.Ja 
Eligihle types of equity derivatives 

I. Institutions may use equity derivatives, which arc total return swaps orarc 
economically effectively similar, as eligible credit protection only fOr the purpose of 
conducting internal hedges. 

Where an institution buys credit protection through a total return swap and records 
the net payments received on the swap as net income, but does not record the 
offsetting deterioration in the value of the asset that is rrotected either through 
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reductions in fnir vnlue or by an addition to reserves, that credit protection does not 
qualify ns eligible credit protection. 

2 Where an institution conducts an internal hedge using an equity derivative, in order 
for the internal hedge to qualify as eligible credit protection for the purposes of this 
Chapter, the credit risk transferred to the trading book shall be transferred out to a 
third pllrty or parties. 

Where an internal hedge has been conducted in accordance with the first 
subpamgraph and the requirements in this Chapter have been met, institutions shall 
npply the rules set nut in Sections 4 to 6 for the calculation of risk-weighted exposure 
amounts and expected loss amounts where they acquire unfunded credit protection.". 

( 71) Art ide 223 is replaced by the following: 

"Article 223 
Finu1u-ial Co!lt!leral Comprehensive Me.rhud 

J. In order to take account of price voli:ltility, institutions shall apply volatility 
adjustnwnls to the market value of collateral, as set out in Articles 224 to 227, when 
valuing tinanciat collateral for the purposes of the Financial Collateral 
Comprehensive Method. 

Where collateml is denominated in a currency that differs from the cumncy in which 
the underlying exposure is denominated, institutions shall add an adjustment 
n:tlecting currency volatility to the volatility adjustment appropriate to the collateral 
as set out in Articles 224 to 227. 

In the case of OTC derivati\'es transactions covered by netting agreements 
recognised by the competent authorities under Chapter 6, institutions slmll apply a 
volatility adjustment rc!lecting currency volatility when there is a mismatch between 
thc collateral currency and the settlement currency. Even where multiple currencies 
arc invol\'ed in the tn:msactions covered by the netting agreement, institutions shall 
apply a single volatility adjustment. 

Institutions shall calculate the volatility-adjusted value of the collateral (CvA) they 
need to take into account as JO!lows; 

whn~: 

C =the value of the co!!ateml; 

ll the volatility adjustment appropriate to the collateral. as calculated under 
A nicks 224 and 227; 

H1, the volatility adjustment appropriate to currency mismatch, as ca!eu!ated under 
Articles 224 and 227. 

Institutions shall use the fonnula in this paragraph when calculating the volatility­
adjusted value of the collateral !Or all transactions except for those transactions 
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subject to recognised master netting agreements to which the provisions set out in 
Articles 220 and 221 apply. 

3. Institutions shall calculate the volatility-adjusted value of the exposure (EVA) they 
need to take into account as follows: 

EvA= E · (1 +HE) 

where: 

E "'the exposure value as would be detem1ined under Chapter 2 or Chapter 3, as 
applicable, where the exposurewas not co\lateraliscd: 

HE "'- the volatility adjustment appropriate to the exposure, as calculated under 
Articles 224 and 227. 

In the case ofOTC derivative transactions institutions using the method laid down in 
Section 6 of Chapter 6 shall calculate EvA as ti)llows: 

EvA =E. 

4. 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 I shall be 100% of that item's value rather than the exposure value 
indicated in Article 111(1); 

(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 fbctor of I 00% rather than the conversion 
factors or percentages indicated in those paragraphs. 

5. Institutions shall calculate the fully adjusted value of the exposure (E*), taking into 
account both volatility and the risk-mitigating effects of collateral as follows: 

E• = max{O, EvA- CvM.tJ 

where: 

EvA =the volatility adjusted value oft he exposure as calculated in paragraph 3: 

CvNvl -- Cv,, further adjusted for any maturity mismatch in accordance with the 
provisions of Section 5; 

In the case of OTC derivative transactions, institutions using the methods laid do\\ n 
in Sections 3 to 5 of Chapter 6 shall take into account the risk-mitigating effects of 
collateral in accordance with the provisions laid down in these Sections, as 
applicabie6. Institutions may calculate volatility adjustments either b) using the 
Supervisory Volatility Adjustments Approach referred to in At1icle 224 or the Own 
Estimates Approach referred to in Article 225. 

An institution may choose to use the Supervisory Volatility Adjustments Approach 
or the Own Estimates Approach independently of the choice it has made bct\\Cen the 
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Standardised Approach and the IRB Approach for the calculation of risk-weighted 
ex posurc amounts. 

However. where an institurion 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 Adjustments Approach. 

(l \\'here the collateral consists of a number of eligible items, institutions shall calculate 
the volatility oldjustment (H) as follows: 

II= ?a,·H, 

where: 

a, -the proportion ot" the value of an eligible item i in the total value of collateral; 

Hi the volatility adjustment applicable to eligible item L". 

(72) Article 272 points (6), (7) and (12) are replaced hy the following: 

"(6) ··hedging set'' means a group of transactions within a single netting set for which full or 
partial o11S~:ning is allowed for detern1ining the potential future exposure under the 
methods set out in Pan 3. Title 11, Chapter 6, Sections 3 or 4; 

(7) ··margin agreement" means an agreement or provisions of an agreement under which one 
counterpart)" must supply collateral to a second ctmnterparty when an exposure of 
that second counterparty to the lirst counterparty exceeds a specified level; 

( 1:!) ··cmrcnt Mmket V<~lue'" or '·CMV" means the net market value of all the transactions 
within a nelfing set gross of any collateral held or posted where positive and negative 
mm~ct values are netted in computing the CMV;''. 

(73) In Article 272, the following point is inserted alter point 7: 

"17a) "'one way margin agreement'" means a margin agreement under which an institution is 
required to post variation margins to a counlerparty but it is not entitled to receive 
variation margin from that countcrparty or vice-versa;". 

! 74) In Artiek 272, the fOllowing point is inserted after point 12: 

"(12al ··net independent colhlleral amount'· or "'NlCA" means the sum of the volatility· 
adjusted value of net collateral received or posted, as applicable, to the netting set 
other th<m variation margin;". 

(75) Article 273 is replaced by the tOilowing: 
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"Article 273 
Methods/(Jr cafcufaling the expo.\'1/l'e I'Ctlue 

I. Institutions shall calculate the exposure value for the contracts listed in Annex ll 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 Chapter. An institution which does not 
meet the conditions set out in Article 273a(3) shall not use the method set out in 
Section 5 of this Chapter. 

To determine the exposure value for the contracts listed in point 3 of Annex II an 
institution shall not use the method set out 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 pemtanent 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. 

2. Where permitted by the competent authorities in accordance with Article 283(1) and 
(2), an institution may calculate the exposure value for the following items using the 
Internal Model Method set out in Section 6 of this Chapter: 

(a) the contracts listed in Annex II; 

(b) repurchase transactions; 

(c) securities or commodities lending or borrowing transactions; 

(d) margin lending transactions; 

(e) long settlement transactions. 

3. When an institution purchases protection through a credit derivative against a non­
trading book exposure or against a countcrparty risk exposure, it may calculate its 
O\VJ\ funds requirement for the hedged exposure in accordance with either of the 
following: 

(a) Articles 233 to 236: 

(b) in accordance with Article 153(3). or A11icle 183. where permission he~s 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 299(2). 

4. Notwithstanding paragraph 3, an institution may choose consistently to include for 
the purposes of calculating own funds requirements for counterparty credit risk all 
credit derivatives not included in the trading book and purchased as protection 
against a non-trading book exposure or against a countcrpat1y credit risk exposure 
where the credit protection is recognised under this Regulation. 

5. Where credit default swaps sold by an institution are treated by an institution as 
credit protection provided by that institution and are subject to 0\\ll funds 
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requirement tOr credit risk of the underlying tOr the full notional amount, their 
e:-:posurc value !Or the purposes ofCCR in the non-trading book shall be zero. 

b. Untler all methods set out in Sections 3 to 6 of this Chapter, the exposure value for a 
given counterpart)' shall be equal to the sum of the exposure values calculated tOr 
cad1 nt!tling set v.ith that countcrparty. 

By the way of derogation lfom the tirst subparagraph, where a single margin 
agreement applies to multiple netting sets with that counterparty and the institution is 
using the method set out in Section 3 and Section 6 of this Chapter to calculate the 
exposure value of these netting sets, the exposure value shall be calculated in 
acwrdancc with that Section. 

For a gi\-en counterparty, the exposure value for a given netting set of OTC 
deri\·ative instruments listed in Annex II calculated in accordance with this Chapter 
~hall 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 CV A for that 
counterparty bemg recognised by the institution as an incurred write·down. The 
credit valuation adjustments shall be calculated without taking into account any 
ofL~ctting debit value adjustment attributed to the own credit risk of the firm that has 
been already excluded from own funds in accordance with Article ]J(I )(c). 

7 In ncconlance with all the methods set out in Sections 3 to 5 of this Chapter, 
institutions may treat two OTC derivative contracts included in the same netting 
agreemenl thm are perfectly matching as if they were a single contract with a 
notional principul cqtwb to zero. 

for the purpose:-> of the first subparagraph, two OTC derivative contracts are 
pcr!tctly mulching when they meet all of the following conditions: 

l<~J tiH.·ir risk positions are opposite: 

!b) thdr features, with the exception of the trade date, are identical; 

(c) their cash-tlows fully offset each other. 

8 ln:-.titutions shall deterllline the exposure value tOr exposures arising from long 
:-.ettlcmcnt transactions by any of the methods set out in Sections 3 to 6 of this 
Chapter, regardless of which method the institution has chosen !Or treating OTC 
dcrivatin·s nnd repurchase transactions, securities or commodities lending or 
borro\\ing transactions, and margin lending transactions. In calculating the own 
funds requirements !Or long settlement transactions, an institution that uses the 
:tpproach set out in Chapter J may assign the risk weights under the approach set out 
in Chapter 2 on a permanent basis and irrespective of the materiality of such 
positions. 

9. For the methods set out in Sections 3 to 6 of this Chapter, institutions shu[[ treat 
transactions where specific wrong way risk has been identified in accordance with 
Article 291.". 

{76) Th.: following new Articles are introduced after Article 273: 
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Article 273a 

Condiliomfor using simpl(fied methods for calculating I he I'XJ)O.\IIre value 

1. An institution may determine the exposure value Qf deriyative 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 total assets; 

(b) EUR !50 million; 

For the purposes of this paragraph, institutions shall determine the size of their on­
and off-balance sheet derivative business on a given date by including all its 
derivative positions except credit derivatives that are recognised as internnl hedges 
against non-trading book credit risk exposures. 

2. 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 tOJinwing 
conditions on a monthly basis observation: 

(a) (a) 5% of the institution's total assets; 

(b) (b) EUR 20 million; 

for the pullJoses of this paragraph, institutions shall determine the size of their Oil­

and off-balance sheet derivative business on a given date by including all its 
derivative positions referred to contracts in paragraphs I and 2 of Annex II: 

3. For the purposes of paragraphs 1 and 2. when determining the size of its on- and oJl'.· 
balance sheet derivative business on a given date. institutions shnll appl) the 
following provisions: 

(a) derivative positions shall be valued at their market prices on that date. If the 
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 long positions shall be summed with the absolute value or 
short positions. 

4. Institutions shall notify their competent authorities of the methods set out in Section 
4 or 5 that they use, or cease to use, as applicable, to calculate the exposure \alue of 
their derivative positions 

5. Institutions shall not enter into a derivative transaction tOr the only purpose of 
complying with these conditions at the monthly observation dates. 
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Article 27 Jb 
Brradu:.,· n{conditio/1\'for using .l·implified methodsJOr calculating !he exposure value of 

derimfil'l:s 

I. Where an institution no longer meets any of the conditions set out in of paragraphs I 
or 2 of Article 273a, as applicable, it s.hall immediately notify the competent 
authority. 

2. The institution shall cease to apply paragraphs I or 2 of Article 273a, as applicable, 
within three months of either of the following situations happening: 

(a) the institution does not meet any of the conditions of paragraphs or 2 of 
Article 273a, as applicable, tOr three consecutive months; or 

(b) the institution docs not meet any of the conditions of paragraphs or 2 of 
/\11icle 273o, as applicable, during more than 6 out of the last 12 months; 

3. After ceasing, to apply paragraphs 1 or 2 of Article 273a, as applicable, an institution 
~hall only be permitted to determine the exposure value of its derivatives positions 
with the use of the methods set out in Section 4 or 5 of this Chapter, as applicable, 
where it demonstrates to the competent authority that all the conditions set out in 
paragraphs 1 or 2 nf Article 273a, as applicable have been met tOr an uninterrupted 
full year period. 

\77) Section 3 of Chapter 6 of Title II in Part Three is replaced by the fOllowing: 

11 SECTION 3 

STANDARDISED APPROACH FOR COUNTER PARTY CREDIT RISK 

Arlide 27-1 
E:r:pO.'i/11"(! Fllll!<' 

!. An institution may calculate a single exposure value at netting set level for all the 
tran~actions covered by a contractual netting agreement where all the fOllowing 
condition~ arc met: 

(a) the netting agreement belongs to one uf the type of contract netting agreement 
referred to in A11icle 295; 

(b) the netting agreement has been recognised by competent authorities in 
accordance with Article 296; 

(c) the institution has fulfilled the obligation~ laid down in in Article 297 !Or this 
netting agreement. 

Where any (lfthe conditi1ms in the lirst subparagraph are not met, the institution shall 
treat each transClction as if it were its own netting set. 

Institutions shall calculate the exposure value of a netting set under the Standardised 
Approach tOr Coumcrparty Credit Risk Method {hereinafter referred to as "SA·CCR 
Method") as follow~ 
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Exposure tmlue =a· (RC + PFE) 

where: 

RC the replacement cost calculated in accordance with Article 275; 

PFE the potential future exposure calculated in accordance with Article 278: 

0. 1.4. 

3. The exposure value of a netting set subject to a contractual margin agreement shall 
be capped at the exposure value of the same netting set not subject to any form of 
margin agreement. 

4. Where multiple margin agreements apply to the same netting set. institutions shall 
allocate each margin agreement to the group of transactions in the netting set it 
contractually applies to and separately calculate an exposure value for each or these 
grouped transactions. 

5. Institutions may set to zero the exposure value of a netting set that satislics ull the 
following conditions: 

(a) the netting set is solely composed of sold options; 

(b) the current market value of the netting set is at all times negative: 

(c) the premium of all the options included of the netting set has been rccein·d 
upfront by the institution to guarantee the perfonmmce oft he contracts; 

(d) the netting set is not subject to any margin agreement. 

6. Institutions shall replace, in a netting set, a transaction which is linear combination of 
bought or sold vanilla call or put options hy 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. 

An ide 275 
Replacement Cost 

I. Institutions shall calculate the replacement cost (henceforth "RC") for netting sets not 
subject to a margin agreement or subject to a one-way margin agreement under 
which the institution posts variation margin to the counterparty but does not receive 
variation margins from the counterparty, in accordance with the fOllowing formula: 

RC = nwxjCMV -- NICA,OI 

2. Institutions shall calculate the replacement cost for single netting sets subject to a 
margin agreement in accordance with the following formul<l: 
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Ill nw,jCMV- VM- NICAJII + MTA- NICA,O] 

where: 

V,\1 the volatility-adjusted value of the net variation margin received or 
posted. us applicable, to the netting set on a regular basis to mitigate changes in the 
netting :-.et's 0..-tV; 

TH the margin threshold applicable to the netting set under the margin 
agreement below which the institution cannot call for collateral; 

MTA, the minimum transfer amount applicable to the netting set under the 
margin agreement 

J. lnstitlHions sh;~ll calculate the rcpla~:cment cost tOr multiple netting sets subject to a 
mnrgin agreement in accordance with the follmving fotmula: 

~vhere: 

C\1V, 

VM~n 

RC "'"' {~ mnx{CMV1.0) · mru(VM,I)I t N/CA 11A.O].Ol 

< "'"-' ~~ tum{CMV1,0j · tuw[VM.,A + N/CA11A.O).Oj 

- the index that denotes the netting sets subject to the single margin 
agreement: 

the CMV of netting set i: 

the sum of the volatility-adjusted value of ~:ollateral received or 
posted, as applicable, on a regular basis to multiple netting sets to 
mitigate changes in their CMV; 

= the sum of the volatility-adju<;tcd value of collateral received or 
posted. as applicable, to multiple netting sets other than VMMA· 

Fur the purpose or the lirst subparagraph, NlCAMr.. may be calculated at trade-leveL 
at nclling set-lc\el or at the level of all the netting sets to which the margin 
agreement applies depending on the level at which the margin agreement applies. 

Article 276 
Rewgniliml ond lrea/menl of co{}(l/eml 

1. for the purpose of this Section, institutions shall detem1ine the collateral amounts 
V\1, Yt\h1 1 NICA. NJCAM,1, by applying all of the tOIJowing requirements: 

(a) \-\-here ull the tnmsactions included in a netting sel belong to the trading book, 
only collatcr:~l that is eligible under Article 299 shall be recognised: 
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(b) where a netting set contains at least one transaction that belong to the non­
trading book, only collateral that is eligible under A11icle 197 shall be 
recognised; 

(c) collateral received from a counterparty shall be recognised wilh a positive sign 
and collateral posted to a countcrparty shall be recognised with a negative sign. 

(d) the vo\atility~adjusted value of any type of collateral received or posted shall be 
calculated in accordance to Article 223. For the purpose of this calculation. 
institutions shall not usc the method set out in Article 225. 

(e) the same collateral item shall not be included in both VM and :-JJCA at the 
same time; 

(t) the same collateral item shall not be included in both VMw, and NlC A\IA at 
the ~arne time; 

(g) any collateral posted to the counterparty that is segregated Hum the assets of 
that cotmterparty and, as u result of that segregation, is bankruptcy remote in 
the event of the default or insolvency of that counterparty shall not be 
recognised in the calculation ofNlCA and NICAM,\, as applicable. 

2. For the purposes of the calculation of the volatility-adjusted value of collateral 
posted in point (d) of paragraph l, institutions shall replace the formula in paragraph 
(2) of Article 223 with the following formula: 

CvA ~ C · (1 +He+ H1,) 

3. For the purpose of point (d) of the first subparagraph, institutions s\1all determine the 
liquidation period relevant to the calculation of the volatility-adjusted value or any 
collateral received or posted in accordance with the following time horizon relevant: 

(a) for the netting sets referred to paragraphs l of Article 276(1 ). the time horizon 
shall be one year; 

(b) for the netting sets referred to paragraphs 2 and 3 of Articles 276. the time 
horizon shall be the margin period of risk determined i11 accordnnce with 
Article 279d(l)(b) 

;1/o/idu 277 

.\lapping qflran.mclions /o risk calegories 

l. Institutions shall map each transaction of a netting set to one of the tO! lowing six risk 
categories in order to determine the potential future exposure of the netting set as set 
out in Article 278: 

(a) interest rate risk; 

(b) foreign exchange risk; 

(c) credit risk: 

(d) equity risk; 
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(el commodity risk; 

(t) other risks. 

2. The mapping referred to in paragraph I shall be based on the primary risk driver of 
the transaction. 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 I, institutions shall take into 
;lccountthe fOllowing: 

(a) where the primary risk driver of a transaction is an inflation variable, 
institutions shall map the transaction to the interest rate risk category; 

(b) where the primary risk driver of a transaction is a climatic conditions variable, 
institutions shall map the transaction to the commodity risk category. 

Arter the entry into force ofCimpters 2 and 3, Title IV, for a derivative transaction 
tltloc<~ted to the trading book for which an institution use either the approaches set 
out in those Chapters to calculate the own funds requirements tOr market risk, the 
primary risk driver shall be the risk lilctor associated with the highest absolute 
sensitivity among all the sensitivities calculated tOr this transaction in accordance 
with Chapter 2, Title IV. 

By the \\Hy of derogation from paragraph 2. tOr derivative transactions that have 
nwre than one material risk driver, institutions shalt map those transactions to more 
than one risk category. Where all the material risk drivers of one of those 
transuctions belong to the same risk category, institutions shall map one time this 
transaction to this risk category hased on the most materia! of these risk drivers. 
Where the material risk drivers of one of those transactions belong to different risk 
~.:atcgorics. institutions shall map one time this transaction to each risk category for 
which the transaction has at least one material risk driver, based on the most material 
ofthl'" risk drivers in each risk category. 

S. LilA shall Uevdop dran regulatory technical standards to specify in greater detail: 

{a) u method tOr idcntit)'ing the only material risk driver of transactions other than 
those referred to in paragraph 3: 

{b) a method tOr identi(ying transactions with more than one material risk driver 
'dllt.! f1.1r identifying the mo~t material of these risk drivers for the purposes of 
pumgraph 3; 

El3A shall submit those draft regulatory technical standards to the Commission by [6 
months uftcr the entry into lOree of this Regulation]. 

Power is delegmed to the Commission to adopt the regulatory technical standards 
referred to in the first subparagraph in accordance with Articles 10 to 14 of 
Rcgu!atiol\ (I::U) No 1093,2010 
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Article 277a 
f-ledging ,\'CIS 

I. Institutions shall establish the relevant hedging sets for each risk category of a 
netting set and assigned each transaction to those hedging sets in accmdancc \\ith the 
following provisions: 

(a) transactions mapped to the interest rate risk category shall be <~Ssig.ned to the 
same hedging set only if their primary risk driver is denominated in the same 
currency. 

(b) transactions mapped to the foreign exchange risk category shall be assigned to 
the same hedging set only if their primary risk driver is \1ascd on the same 
currency pair; 

(c) all the transactions mapped to the credit risk category shall be assigned to 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 commodity risk category shall be assigned to one of 
the following five hedging sets based on the nature of their primary risk dri\'cr: 

(xv) energy; 

(xvi) metals; 

{xvii) agricultural goods; 

{xviii) climatic conditions; 

(xix) other commodities. 

(t) transactions mapped to the other risks category shall be assigned tn the same 
hedging set only if their primary risk driver is identical. 

For lhe purpose of paragraph (a), transactions mapped to the interest rate risk 
category that have an inflation variable as primary risk driver shall be assigned to 
other, separate hedging sets than the hedging sets 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 hedging set only it' their 
primary risk driver is denominated in the same currency. 

2. By the way of derogation from paragraph I, institutions shall establish separate 
individual hedging sets in each risk category tOr the tOll owing 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 ditlCrencc bet\vcen two 
risk drivers mapped to the same risk category or transactions which L'onsist in 
two payment legs denominated in the same currency and for which a risk 
driver from the same risk category of the primary risk driver is contained in the 
other payment leg than the one containing the primmy risk d1iver. 
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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 
identify them contained in the transaction is identical and only if the two risk drivers 
included in one of those transactions arc positively correlated. Where the two risk 
drivers included in one of those transactions are not positively conelated, institutions 
shall ussign the transactions to one of the hedging established in accordance with 
par<Jgmph I, on the basis of only one of its risk drivers. 

The institutions shall, tOr each risk category, make available upon request to the 
competent authorities the number of hedging sets established according to this 
paragraph, the primary risk driver or the pair of risk drivers of each of these hedging 
sets and the number of transactions in each of these hedging sets. 

Arlide 278 
Potentia/fill/Ire expu.1·w·f! 

1. institutions shall calculate the potential future exposure (henceforth 'PFE') of a 
nclling set as fbllows: 

PF£ =multiplier • L Addon<a) 

\\here: 

u the index that denotes the risk categories included in the calculation of 
the potential future exposure of the netting set: 

Addnn(''1 the <Jdd-on fur risk category "a" calculated in accordance with 
Articles 280a to 2801: as applicable; 

multiplier the multiplier tflctor calculated in accordance with the 
applicable IOrmula in paragroph 3. 

For the purposes of this calculation, institutions shall include the add-on of a given 
risk category in the calculation of the potential future exposure of a netting set where 
at !ea~t one transllttion of the netting set has been mapped to this risk category. 

J'he potential future exposure of multiple neuing sets subject to a single margined 
agreement, as referred 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 
margin agreement. 

3. For the purpose of paragraph l, the multiplier shall be calculated as tO !lows: 
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uwlli)llicr = f ( I l (')l min ( 1. Flom;,. + I - F om;" · l'XP y . otllf'JWtSI' 

where: 

F\oorm 

y 

' 

2 · (1- Floor,,)· L Addon<"l 

(

CMV- NICA 
CMV- VM- NICA 
CMV,- NICA, 

" 

for the hedging ~cl<, n:fcrrcd to in Art~ek 275{ I) 
for the hedging !-t'h td~rn:d 10 in Artidl' 275(2) 
for the hedging wt'>refeno;.>d tn in AttiLk ~75( ~) 

NICA, = the net independent collateral amount calculated only for transactio11s 
that are included in netting set "i". NICA, may be calculated at trudc-lcYel or at 
netting set-level depending on the level of applicable of the margin agreement. 

Article 279 
Calculation ofrixk position 

Institutions shall calculate the risk position of each transaction of a netting sd for the purposes 
of calculating the risk category add-ons in accordance with Article 280a to 280f. institutions 
shall calculate the risk position of each transaction of a netting set. as follo\vs: 

RiskPosition = /i ·Ad} Not· MF 

where: 

the supervisory delta of the transaction calculated in accordance with 
the applicable lbrmula in Article 279a: 
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AdjNot 
the adjusted notional 11mount of the 

determined in accordance with the provisions set out in Article 279b; 

MF 

tnmsaction 

the maturity tactor of the transaction calculated in accordance 
with the applicable tOnnula in Article 279c; 

Arlicle 279o 
Superl'ismy tlelta 

Institution shall dctennine the supervisory delta {0) as follows: 

ta) for call and put options that gives the right H.1r the option buyer to purchase or 
sell nn 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 tOllo\Ving fonnula: 

where: 

~ign 

type 

Nt x) 

--1, if the transaction is a put option 
L if the transaction is a call option 

1f the n·,m!';action is a bought opt1on 
1fwhen the transaction is a sold option 

the cwnulutive distribution function lOr a standard nonnal 

random vari<lbk (i.e. the probability that a nom1al random variable with mean 
zero and variance of one is less than or equal to x): 

I' the spot or forward price of the underlying instrument of the 
option. as applicable: 

K the strike price of the option; 

the expiry date of the option which is the only future date at 
\\hich the option may be exercised. The expiry date shall be expressed in years using 
the rele\ ant business day convention. 
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the supervisory volatility of the option determined in accordance with 
Table Jon the basis of the risk category of the transaction and the nature of the 
underlying instrument of the option. 

Table 1 

·--;:-·- ---t Undorlylng-l~-;~~~~~;~o~- --
15 category instrument I volatility 

-~""";;-;,,, ~-- -,;:;;------~~-- -- 5~-~~Q------~-
Foreign Exchan~~---~---+--~-: _____ _ 

,

1 

Single-name ' \OO~-O 
Credit instrument 

M~ltiple-names SO% 

Instrument -j-' ---------- _,_,______ -~------

s_mgle-namc I 120% 
Equity mstrument } 

>-,---~~-~,--------~--

1 mstrument 
~- ---~- -+------------ - -

M~Llhp\e-nam:s~ I ?S'Jo 

I Electnctty powe1 150% ,_____ -~- --
1 Other 
, commod1hes Commodity 

(excluding 
electricity power) 

Others All 

70~o 

150% 
---------- __j__ _______ , __ 

Where an institution uses the fOrward price of the underlying inst1ument of an option 
it shall ensure that the price is consistent with the characteristks of the option, that it 
is calculated using a relevant interest rate pre' ailing at the reporting date and that it 
integrates the expected cash-tlows of the underlying instrument before the expiry of 
the option. 

(b) for !ranches of a synthetic securitisation, institutions shall usc the following 

formula: 

15 
0 :::: si qn · o-;--,-:c;--;c~c;-:-:-;-= 

'(1+14,A),(l+14'D) 
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where: 

I I, if_ credit_ protedi~n has been obtai~ed through the transaction 
-1, 1f cred1t protectiOn has been provided through the transaction 

the attnchment point oft he tranche; 

the detachment point oft he tranche. 

tOr tnmsactiuns not referred to in points (a) or (b), institutions shall use the 
following supervisory delta 

S _ f 1, 1! tlw transaction is a long position in the pn/muy dr;k driver 
1 

- ( -1, 11"the transaction is a short position in tlw pn!na1y risk driver 

Fur the purposes of this section, a long position in the primary risk driver means thnt 
the market value of the transaction increases when the value of the primary risk 
driver incre<Jses and a short position in the primary risk driver means that the market 
nJluc of the transnction decreases when the value of the primary risk driver 
increasl;'s. 

ror transactions referred to in Article 277(3), n long position is a tmnsaction for 
\vhich tlw ~ign of the sensitivity of the primary risk driver is positive and a short 
position is a transaction for which the sign of the sensitivity oft he primary risk driver 
b negative. For transactions other than the ones referred to in Article 277(3), 
institut"1ons shall determine where these trans<!ctions are long or short positions in the 
primary risk driver based on objective infonnation about their structure or their 
int~ntion . 

.1. J·or those trans<Jctions with more than one material risk drivers. institutions shall 
determine whether the tnmsaction 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. 

4. The I::BA shall develop drafl regulatory technical standards to speciJ)': 

(a) a formula that institutions shall use to determine the supervisory delta of C<lll 
and rut options mapped to the interest rnte risk category compatible with 
market conditions in 1vhich imerest rates may be negative: 

(h) which objective information about the structure and the intention of a 
tran::.nclion shall be. used by institutions to detennine where a transaction that is 
not referred to in p<Jragraph 2 of A11iclc 277 is a long or short position in its 
primary risk driyer; 

The EBA shall submit those draft regulatory technical standards to the Commission 
by [6 months a tier the entry into li.Jrce of this Regulation]. 
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Power is delegated to the Commission to adopt the regulatory technical standards 
referred to in the tirst subparagraph in accordance with Articles 10 to 14 of 
Regulation (EU) No \093/2010. 

Article 2 79h 
Adjusred notional (/11101111/ 

l. For the purposes of Article 279, institutions shall detennine the adjusted notional 
amount as follows: 

(a) for transactions mapped to the interest rate risk category or the credit risk 
category, institutions shall calculate the adjusted notional amount as the 
product orthe notional amount of the derivative contract times the supen·isory 
duration factor calculated using the following formula: 

. . . exp(-R·S)- cxp(-R·E) 
supervtsory duratwn fclctor = R 

where: 

R the supervisory discount rate; R"" 5%: 

S the start date which is the date at which a transaction $!arts ti.xing or 
making payments, other than payments related to the e.xchange of collateral in a 
margin agreement If the transaction had already been fixing or making payments <1\ 
the repm1ing date, the start date shall be equal to 0. The stan 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 terminate the transaction earlier than its contractual 
maturity, the start date shall be equal to the earliest date between: 

i. the date or the earliest of the multiple future dates nt which 
the institution or the counterparty may decide to terminate the 
transaction earlier than its contractual maturity: and 

ii. the date at \vhich a transaction starts llxing or making 
payments, other than payments related to the e:-.changc of 
collateral in a margin agreement. 

Where a transaction has a financial instrument as underlying instrument that nmy 
give rise to additional contractual obligations beyond the contractual obligations of 
the transaction, the start date of the transaction shall be determined ba~cd on the 
earliest date at which the underlying instrument starts fixing or making payments. 

E the end date which is the date at which the ya[uc of the last contractual 
payment of a transaction is exchanged between the institution and the countcrpatt). 
The end date shall be expressed in years using the relevant business day convention. 

Where a transaction has a financial instrument as underlying instrument that ma) 
give rise to additional contractual obligations beyond the contractual obligations of 
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the trans<Jction, the end date of the transaction shall be determined based on the last 
contractual payment of the underlying instrument of the tramaction; 

(b) fOr transactions mupped to the foreign exchange risk category, institutions shall 
determine the adjusted notional amount as tO! lows: 

(i) \vhere the transaction wnsists in one payment leg, the adjusted notional 
shall be the notional runount of the derivative contract; 

(ii) where the transaction consists in two payment legs and the notional 
amount of one payment kg is denominated in the institution's reporting 
currency, the adjusted notional amount shall be the notional amount of 
the other payment leg. 

(iii) where the transaction consists in two payment legs and the notional 
amount of each payment leg is denominated in another currency than 
the institution's reporting currency, the adjusted notional amount shall 
be the largest between the notional amount of the two payment legs 
<1fter their conversion into the institution's reporting currency at the 
pre\ ailing spot exchange rate. 

(iv) lOr trunsactions mapped to the equity risk category or commodity 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 tnmsaction times the number of units of the 
underlying instrument referenced by the transaction. 

Where a transaction mapped to the equity risk category or commodity risk 
category is contractually expressed with a notional amount instead of the 
number or units of the underlying instrument, institution shall use the notional 
amoun! as !he adjusted notional. 

In order to d~o:termine the notional amount or number of units of the underlying 
instrument, as applicable. tOr the purpose of calculating the adjusted notional amount 
of n transaction in accordnnce with paragraph 1, institutions shall apply the following 
n.·gutrements: 

(a) where the notional amount or the number of units oft he underlying instrument, 
as applicable. of a tmnsaction is not fixed until its contractual maturity: 

(i) llw de!erministic notional amounts and numbers of units of the 
underlying instrument, the notional amount shall be the weighted 
average of all the deterministic values of notional amounts or number 
of units of the underlying instrument, as applicable, until the contractual 
maturity of the transaction, where the weights are the proportion of the 
time period during which each value of notional amount applies; 

{ii) !Or stochastic notional amounts and numbers of units of the underlying 
instrument, the notional amount shall be the amount detem1ined by 
fixing current market values within the formula for calculating the 
future market values that is used to dctcnninc the notional amount or 
the 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 vnluc of 
the possible states of the option payoff at the expiry of the option. 

Without prejudice to the tirst subparagraph, if a po~~iblc state or the option 
payotf is stochastic, institution shall use the method set out in point (a)(ii) to 
determine its value; 

(c) for contracts with multiple exchanges of the notional amount. the notional 
amount shall be multiplied by the number of remaining. payments still to be 
made in accordance with the contract; 

(d) for contracts that provides a multiplication of the cash tlows payment~ or a 
multiplication of the underlying of the contract, the notional amount shnll l;'le 
adjusted by an institution to take into account the etlects of the nmltiplication 
on the risk structure of that contract. 

3. Institutions shall convert the adjusted notional amount of a transaction into its 
reporting currency at the prevailing spot exchange rate when the HdjuSied notional 
amount is calculated under this Article lfom a contractual notional amount or a 
market price of a number of units of the underlying instrument denominated in 
another currency. 

Ar!icle 279c 
Marurily Factor 

I. For the purpose of Article 279, institutions shall calculate the maturity ractor 
(henceforth 'MF') as follows: 

(a) for transactions included in netting sets referred to in Article 276( 1 ). institution 
shall use the following fonnula: 

MF ~ )min[max(M, 10/0neBHsinessYea!"], 1} 

where: 

M the remaining maturity of the transaction which is nJua\ 
to the length of the lime interval until all the contractual obligations of the 
transaction terminate. For this purpose, any optionality feature of a dcrivati\"e 
contract shall be considered as a contractual obligation. The remaining maturity shall 
be expressed in yeors using the relevant business day convention. 

When a transaction has another derivative contract as underlying instrument that ma) 
give rise to additional contractual obligations beyond the contractual obligations or 
the transaction, the remaining maturity of the transaction shall be the length of the 
time interval until all the contractual obligations of the underlying instrument would 
terminate. 

Onef3usinessYear 
business day convention. 

one year expressed in business days using the relevant 
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(b) tOr transactions included in the netting sets referred to in paragraphs 2 and 3 of 
Article 275, the maturity factor is detined as: 

3 MPOR 
MF ~-

2 OneBusinessYear 

where: 

\1POR tl1e margin period of risk of the netting set detemtined in 
accordance with using the provisions set out in paragraphs 2 to 5 of A11icle 285. 

When determining the margin period of risks for transactions between a client and a 
cle<lring member, an institution acting either as the client or as the clearing member 
shall replace the minimum period set out in point (b) of Article 285(2) by 5 business 
duys. rhc other provisions of Article 285 still apply to these transactions. 

For the purpose of paragraph I, for transactions that are structured to settle 
outstanding exposure tO!!owing spccilicd payment dates and where the tem1s are 
reset ~o that the market value of the contract is zero on those specified dates, the 
remaining m<Jturity shall be equal to the time until the next reset dare. 

Anid,• 280 
Hedging .lei .11tpervi.mryfi.tc/or coeflicir!lll 

For the purposes of determining the add-on of a hedging set in accordance with Al1icles 280a 

to 28(1!~ the he<lging set supervisory factor coefticient E is de tined ns JOltows: 

I I. lor the hedging ~l·ts e~tablished <Kl"O!"ding co parJgr;Jph l or Article 275 
c = S.tor the hedging sets es\;Jblished according to paragraph 2{a) of Article 275 

0.\ tor the hedging sets eswbh~hed acconhng to paragraph 2{b) of Article 275 

Arlide 280u 
lnfere~"! mte risk cmegoryadd-on 

1. !"or the puqmse of Article 278. tOr a given netting set, institution shall calculate the 
interest rate risk category add-on as !Ollows: 

Add0n 1
R =I Addony 

I 

J the ind..:x that denotes all the interest mte risk hedging sets established in 
acconlance with Article 277a( ()(a) and Article 277a(2J for the netting set; 

AddOnJR the add-on of hedging set j of tile interest rate risk category 
lktermined in accordance with paragraph 2 
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2. The add-on of hedging setj of the interest rate risk category shall be determined a~ 
tOllows: 

AddOn}R == Ej * SF1R * Ef{Notional~R 

where: 

Ej the hedging set supervisory factor coeflicient of hedging set i 
detcm1ined in accordance with the applicable value specitied in At1icle 280; 

SF 1R the supervisory factor for the interest rate risk categor) 1\ith n 
value equal to 0.5%; 

EffNotJR the effective 110tional of hedging set i calculated in nccordancc 

with paragmphs 3 and 4; 

3. For the purpose of calculnting the effective notional of hedging set j, institutions 
shall first 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 transaction as 
determined under Article 279b(l)(a): 

________ TE!lf_I!..J. ______ _ 

End date 
Bucket 

(in years) 
------------ --T ------------

, >Oand<=l -·------ -1--------
--~---2-- -=L_ >~ a:d5 <~ 5 

The institution shall then calculate the effective notional or hedging set; in accordance 
with the following formula: 

EffNotJR ::::- [(01,1/ + (Dj, 2)
2 + (Dj,3)

2 + 1.4 · Dj.l · 0;.2 + 1.4 · Dp · D1.1 + 0.6 · D;. 1 · Dp] 

where: 

=the index that denotes the risk position; 

Dj.k =the effective notional of bucket k of hedging set_/ calculated as follows: 

I RiskPosltion1 

l E Bucket k 
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Arfid(• 280h 
Foreign Exchange risk categwy add-on 

l. For the purpose of Article 278, for a given netting set, the foreign exchange risk 
category add-on shall be calculated as follows: 

where: 

AddOnFX = L AddOnfX 
; 

j the index that denotes the fOreign exchange risk hedging sets established in 
accordance with Article 277a(l )(b) and Al1icle 277a(2} for the netting set; 

AddOn[x the add-on of hedging set j of the foreign risk category 

determined in accordance with paragraph 2. 

The add-on of hedging set j the !Oreign exchange risk category of shall be 
determined as JO!lows: 

where: 

,, the hedging set supervisory f~IC\or coefticient of hedging set "j" 

determined in accordance with the applicable value specif1ed in Article 280; 

SFFX the supervisory f~tctor for the fOreign exchange risk category with fl 

\ alue equnl to 4°-o; 

the ef!l!ctive notional of hedging setj calculated as fOllows: 

EffNot;x = I RiskPosition1 

IE lledgi11g set 1 

Arllde 28f!c 
Credit risk wtegory add-on 

l. I-'m the purpose of paragraph 2, institutions shall establish the relevant credit 
reli:rcnce entities of the nelling: set in accordance with the tOllowing provisions: 

(n) There shall be one credit reference entity for each issuer of a reference debt 
instrument that underlies n single-name transaction allocated to the credit risk 
category. Single-name transactions shall be assigned to same credit reference 
entity only if the underlying reference debt instrument of those transactions is 
hsued by the same issuer: 

\b) There shall be one credit reference entity for each group of reference debt 
instruments or single-name credit derivatives that underlie a multi-name 
mmsaction nllocated to the credit risk category. t\lulti-narnes transactions shall 
be assigned to the same credit reference entity only if the group of underlying 
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reference debt instruments or single-name credit derivatives, as applicnblc. of 
those transactions has the same constituents. 

2. For the purpose of Article 278, for a given netting set, institution shall culcltlate the 
add-on for the credit risk category as follows: 

where: 

Addoncreclit = L llddonyredLt 

I 

j the index that denotes all the credit risk hedging sets established in 
accordance with Article 277a(l){c) and Article 277a(2) for the netting set; 

AddOnyredit = the credit risk category add-on for hedging set j calculated in 
accordance with paragraph 2. 

3. Institutions shall calculate the credit risk category add-on of hedging set j the credit 
risk category as follows: 

Addonyredit =: c1 · [<z:ipfredit · Add0n(Entity1))
2 + EJ(l- (pfe•lit) 2) · 

( AddOn( Entity1)) 
2li 

where: 

j the index that denotes the credit reference entities of the netting 
setestablished in accordance with paragraph I; 

Ej '" the hedging set supervisory factor coefficient of hedging set "j" dctennincd 
in accordance with the applicable value specified in Article 280(3): 

AddOn(Entityi) 
=the add-on for credit reference entity i detern1ined in 

accordance with paragraph 4; 

pfredit = the correlation factor of entity f. Where the credit reference entity f 
p~rec/ft = SO% 

has been established in accordance with paragraph !(a), 1 .Where 
the credit reference entity f has been established in accordance with paragraph l{n), 

P?·cdit = SOO/o 

4. Institutions shall calculate the add-on for credit reference entity) as fo!tows: 

AddOn(Entityj) = £ffNotj"'"1
'
1 

where: 
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EffNot~redit 

fOllows: 

\\here 

the effective notional of credit reference entity "j" calculated as 

I sp.Cred!t. RiskPosition 
J,! I 

IE Credit re{eren.ce entity j 

- the index that denotes the risk position: 

sr~redit ,, the supervisory factor applicable to credit reference 

entity j determined in accordance with paragraph 5. 

:l. For the purpose or paragraph 4, institutions shall calcuiAIC the supervisory tactor 
applicahlc to credit reference entity_/ as fi:.1llows: 

{al For credit reference entity j established in accordance with paragraph (l)(a), 

SFf{et!it :.hall be mapped to one of the six supervisory factors set out in Table 3 
b<Jscd on <1n extemal credit assessment by a nominated ECAI of the 
corresponding individual issuer. For an individual issuer for which a credit 
assessment by a nominated ECAI is not available: 

(i) an institution using the approach in Title II, Chapter 3 shall map the 
internal rating of the individual issuer to one of the external credit 
assessment; 

(ii) an institution using the approach in Title II, Chapter 2 shall assign 

0,54 u'o to this credit reference entity. However, if an 
institution uses Article 128 to risk weight countcrparty credit risk 
exposures to this individual issuer. SFi~("dit- I ,6% shall be assigned; 

(b) For credit re!erence entity j established in accordance with paragraph (I )(b): 

til where the position I is a credit index listed on a recognised exchange, 

(ii) 

SF~rcdil 
J.l 

shall be mapped to one of the two supervisory factors set 
out in Table 3 based on the dominant credit quality of its individual 
constituents; 

SFf{~dit 
for positions not referred to in points (i), shall be the 
weighted average of the supervisory faetors mapped to each constituent 
in m:conJance with the method set out in point (a), where the weights 
are detined by the proportion of notionol of the constituents in the 
position. 

Tablt'J 

Credit C]Uality 
step 

r 

Ill 

SuperYisory 
factor for single-
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-----~· . 

--------~--J name transactions 

I o.38% 

-1-·····-~ 
2 0.42'%, 

3 0.54% 

4 I I 06% 

~-=-~- ---r -~ 6-~,~.-
6 6 Q0,o 

------- --- ------

Table -1 

. ·----~-·----·· 

. . I Supervisory Dormnant credJt 
1
. , 

1 
d 

)' actor tO!' C]UO C 

qua tty J indices 
-------- ·---------

Investment grade r' 0.38% ______ ,.___ -- - ------

Non-investment J.OG% 
grade I ___________ __l ________ _ 

Article 180d 
Equity ri.1·k categmy add-011 

J. tor the purpose of paragraph 2, institutions shall establish the relevant equity 
reference entities of the netting set in accordance with the following provisions: 

(a) there shall be one equity reference entity for each issuer of a reference equity 
instrument that underlies a single-name transaction allocated to the equity risk 
category. Single-name transactions shall be assigned to same equity reference 
entity only if the underlying reference equity instrument of those mmsactions is 
issued by the same issuer; 

(b) there shall be one equity reference entity for each group of rethencc equit} 
instruments or single-name equity derivatives that underlie a multi-name 
transaction allocated tu the equity risk category. Multi-names transnctions shall 
be assigned to the same equity reterencc entity only if the group of underlying 
reference equity instruments or single-name equity derivatives, as applicable. 
ofthose transactions has the same constituents. 
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2 For the purpose of Article 278, tOr a given netting set, institution shall calculate the 
equity risl,. category add-on as follows: 

where: 

AddonEquity = I Addonruity 

J 

.1 the index that denotes all the credit risk hedging sets established in 
accord~nce with Article 277a( I }(ti) and Article 277a(2) for the netting set; 

AddOn
1
Equiry add-on of hedging set j of the credit risk category 

det~nnined in cKcordance with paragraph 3. 

Institution shall calculate the equity risk category add-on for hedging set "j" as 
\Ollows: 

Artrtonruity = f.1 · [Ci~,pJ·qutty · Addon(Entity1))
2 + z.:, ( 1- (pr!tlty)

2
) · 

(Add On( Entity1)) T 
\\lll'n:: 

j the index that denotes the equity reference entities of the netting set 
estab]ighed in accordance with paragraph 1: 

f.1 the hedging set supervisory lftctor coetlicient of hedging set "j" detennined 

in accordance with the applicable value specified in Article 280: 

Add On( Enti ty1) 
the add-on lOr equity reterence entity j determined in 

accordam:~ with paragraph 4: 

the correlation factor of entity j. 

Where the equit) rethence entity has been established in accordance with 

p~redit = sooth 
pamgmph Ita) 1 .. Where the equity reference entity j has been 

PCn!clit = 80% 
e::.tablished in accordance with paragraph I (a) J 0 

4. Institutions shall calculate the add-on of equity reterence entity j as follows: 

Addon(Entityi) = sFt'uuy · EffNotrquity 

where: 

SF~quuy = the supervisory factor applicable to equity reference entity j. When 

the equity rdhence entity f has been established in accordance with paragraph \(a), 
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SF.Equity SQ0'-
1 = 10 

; when the equity reference entity f has been established in 

SFHquity =son;., 
accordance with paragraph 1 (a), 1 

EffNotiEquity 

follows: 
the etfective notional of equity reference entity i calcul<~ted as 

£f{Not?uity = L RiskPosition1 

I o:; Equityre{enmce entitY j 

An ide 280e 
Commodity risk category add-on 

I. For the purposes of Article 278, for a given nclling set, institutions shall calculnte the 
commodity risk category add-on as follows: 

AddOncom- 'AddOnCom 
-~ j 

' 
where: 

j the index that denotes the ~;ommodity hedging sets cstt~hlished in 
accordance with Articles 277a(l)(e} and 277a(2) for the neHing set; 

Add0n
1
com = the commodity risk category add-on for hedging set j determined in 

accordance with paragraph 4. 

2. For the purpose of calculating the add-on of a commodity hedging set of a git·cn 
nelling set in accordance with paragraph 4, institutions shall establish the relevant 
commodity reference types of each hedging set. Commodity derivative transactions 
shall be assigned to same commodity reference type only if the underlying 
commodity instrument of those transactions has the same nature. 

3. By the way of derogation from paragraph 2, competent authorities may require an 
institution with large and concentrated commodity derivative portfolios to consider 
additional characteristics other than the nature of the underlying commodit) 
instrument for the purpose of establishing the commodity reference types of a 
commodity hedging set in accordance with paragraph 2. 

EBA shall develop draft regulatory technical standards to specify in grentcr detail 
what constitutes a large and concentrated commodity derivative portfolio a~ referred 
in the first subparagraph. 

EBA shall submit those draft regulatory technical standards to the Commission hv 
ll5 months after the entry into force 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 A11icles 10 to 14 of 
Regulation (EU) No 109312010. 

-L Institution shall calculate the commodity risk category add-on tOr hedging set} shall 
be determined as follows: 

AddOnfom = 

'i • [(p'""' · J;,AddOn(Typei))' +(I- (p'"m)') · L> ( AddOn(Typei) )']
1 

where: 

I- the index that denotes the commodity reference types of the netting set 
e'itablished in accordance with paragraph 2; 

E1 the hedging set supervisory factor coefficient of hedging set 
"j"determined in accordance with the applicable value specified in Article 280; 

AddOn(Typel) 
= the add-on of commodity retCr~ncc type k d~termined in 

m:corduncc with paragraph 5; 

pCom 

to40% 
the correlation factor of the commodity risk category with a value equal 

5. Institution shall calculate the add-on tOr commodity rete renee type k as follows: 

AddOn(Typek) = SFtmn * EffNotEom 

where: 

SF~um the supervisory factor applicable to commodity rett-rence type k. 

When the commodity reference type "k" corresponds to transactions allocated to the 
hedging set rcl'erred to in point (e}(i) of Article 277b( I), SF[om = 40%; otherwise, 
SF[""'= 18%: 

EffNot~om 
t'ollows· 

the effective notional of commodity reference type k calculated as 

Ef{Notfom = L RiskPosition1 

IE Commodity reference type k 

Arliclo> 28W 
U1her ri~·ks categ01:v add-on 

h. For the purposes of At1icle 278, t'or a given netting set, institutions shall calculate the 
other risk c<~tegory ur.lr.l-on a~ follows: 
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where: 

1-REsT-RE=I=N=T""'u=E=/~E=uc-:R::-::E=,s=T=RICTED i 
I.. - ·---------------------- ---- --

AddOnOther = L AddOnfther 

J 

j =the index that denotes the other risk hedging sets established in accordance 
with Article 277a(l)(f) and Article 277a(2) for the netting set: 

AddOnfther -" 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 set .i as 
follows: 

where: 

Ej =the hedging set supervisory tbctor coetlicient of hedging sctj determined in 
accordance with the applicable value specified in Article 280; 

SFOther 

8%; 
=the supervisory factor for the other risk category with a\ alue equal to 

EffNotfther =the effective notional of hedging set_; calculated as follows· 

EffNotJther = I RiskPositlon1 
IE Hedging set j 

(78) Section 4 of Chapter 6 of Title II in Pan Three is replaced by the tOIIo\ving: 

SECTION 4 

SIMPLIFIED STANDARDISED APPROACH FOR COUNTER!) ARTY CREDIT RISK 

METHOD 

Artidr 281 
Calculatifm (Jf the £.\postwr 1•alur 

1. Unless specified otherwise in paragraph 2, institution shall calculate the expnsurc 
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) institutions shall not apply the treutment referred to in Article 274{6): 

(b) institutions shall replace paragraph I of Article 275 with the following: 

For netting sets not referred to in paragraph 2 of Al1ic!e 275, institutions shall 
calculate the replacement cost in accordance with the following formula: 

RC = max(CMV, 0) 
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(c) 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 
sets of transactions that are centrally cleared in accordance with Regulation (EU) 
G48l2012 or nclling sets of transactions for which collateral is exchanged bilaterally 
with the counterparty in accordance with Article 11 of Regulation (EU) 64812012, 
institutions shall calculate the replacement cost in accordance with the following 
formula: 

RC=TH+MTA 

where: 

Ill the margin threshold applicable to the netting set under the margin 
agreement below which the institution cannot call for collateral; 

the minimum transfer amount applicable to the netting set under the 
m<Hgin agreement 

(d) in~titution~ shall replace paragraph 3 of Article 275 with the following: 

ror nclting set~ subject to a margin agreement, where the margin agreement applies 
tn mul!i[Jlc netting sets, institutions shall calculate 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. 

It:) institutions slm!! not establish specific hedging sets in accordance with Article 
277a(2). Therefi.)re. all the hedging sets will be established in accordance with 
Article 277:..~(1 ). 

1 l) in~titutions shllll set to I the multiplier in the formula used to calculate the 
potenti<1l future exposure in 1\rtide 278( l ), as follows: 

(g) institutions shall replace paragraph I of Article 279a with the tbllov.ing: 

For all transactions, institutions shallt:akulate the supervisory delta as follows: 

-II, II thl' t!;/ilsadion i~· .!lOIII: po.\ition in tin• pmllii!J' n~~·k drive~;· 
(~ - -- 1, tf tlw tl<ms,l£·tton is a short JWS!(ion in tht' prim,uy risk drive1;· 

(h) institutions shall replace the formula used to compute the supervisory duration 
factor in Article 27%( I )(a) with the following lbrmula: 

supervisory duration factor= E- S 

( i 1 institutions shall replace paragraph 1 of Article 279c with the following: 
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The maturity factor shall be calculated as follows: 

(i) (a) for transactions included in netting sets rcterred to in Article 275( I). 
MF~ \; 

(ii) (b) for transactions included in netting sets referred to in parn~;raphs 2 
and 3 of Article 275, MF o~ 0.42; 

m institutions shall replace the fonnula used to compute the elrecti\'e notional of 
hedging setj in Article 280a(3) with the following formula: 

EffNottonaLj• = IDi,,l' + IDi.,l' + lopj': 
(k) institutions shall replace the formula used to compute the credit risk catcgor~ 

add-on !Or hedging set} of the credit risk category in Article 280c(3) \\ith the 
following fonnula: 

(l) institutions shall replace the fommla used to compute the equity risk category 
add-on for hedging set,; of the equity risk category in Attide 280d(3) with the 
following fommla: 

Addonruity = L11Addon(Entityi)l: 

(m) institutions shall replace the formula used to compute the commodity risk 
category add-on for hedging set "j" of the commodity risk category in Article 
280e{3) with the following fbmmla: 

Addonf'm ~ l:,iAddDn(Typei)l. 

(79) Section 5 of Chapter 6 of Title 11 in Part Three is replaced by the following: 

SECTIONS 

ORIGINAL EXPOSURE METHOD 

Arricle 282 
Colcu!ation [!(the Etposure Falue 

I_ Institutions may calculate a single exposure value fOr all the trnnsactions within a 
contractual netting agreement where all the conditions set out in A1ticle 274{ l) art' 
met. Othenvise, institutions shall calculate an exposure value separately f'or each 
transaction treated as its own netting set. 

2. The exposure value of a netting set or transaction is the product of I A times the sum 
of the current replacement cost and the potential future exposure; 

3. The current replacement cost referred to in paragraph 2 shall be determined as 
follows: 
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(a) For netting sets of transactions that lire traded on a recognised exchange, or 
nclling sets of transactions that are centrally cleared in accordance with 
Regulation (Ell) 64812012 or netting sets of transactions for which collateral is 
exchanged bilaterally with the countcrparty in accordance with Article II of 
Regulation (EU) 648.12012, institutions shall calculate the current replacement 
t.::ost referred to in paragraph 2 as follows: 

RC = TH +MTA 

where 

Tl I the margin threshold applicable to the netting set under the margin 
agreement below which the institution cannot call for collateral: 

rvn A- the minimum transter amount applicable to the netting set under the 
margin agreement 

(b) klr all other netting sets or individual transactions, institutions shall calculate 
the current repltu.:ement cost refened to in paragraph 2 as follows: 

RC = max{CMV, 0} 
In order to calculate the current replacement cost, institutions shall update current 
market values at lenst monthly. 

4. ln'>titutions shall determine the potential future exposure rererred to in paragraph 2 as 
follows: 

(a) the potential futtm: exposure of a netting set is the sum of the potential future 
e.xposme of all the transactions included in the netting set, as calculated 
according to point (b): 

(h) the potenti:tl future exposure of a single transaction is its notional amount 
multiplied by: 

(i) {J.5~.-;, times the residual maturity of the transaction tOr interest-rate 
contracts: 

(ii) 4% for contracts concerning foreign-exchange rates; 

(iii) 18~0 for contmcts C"Oncerning gold; 

(c) the notion:1l amount referred to in point (b) shall be detennined in accordance 
with points (b) and (c) of paragraph land paragraphs 2 and 3 of Article 27%. 
as applirablc; 

(d) the potential fu!Ure exposure of netting sets referred to in point (a) of paragraph 
3 shall be multiplied by 0,42: 

For calculating the potential exposure of interest-rate contracts in accordance with 
point (b)(1i), an insti(ution may choose to use the original maturity instead of the 
residual maturity oft he contracts.". 
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(&0) Article 283 is replaced by the following: 

Arlicle 283 
Permission to use tile Infernal Model Methml 

I. Provided that the competent authorities are satistied that the requirement in 
paragraph 2 have been met by an institution, they shall permit that institution to usc 
the Internal Model 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), (c) and (d); 

(c) transactions in Article 273(2)(a) to (d), 

Where an institution is permitted to use the IMM to calculate exposure value 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). 

Notwithstanding the third subparagraph of Article 273( I), an institution may t:hoosc 
not to apply this method to exposures that are immaterial in size and risk. In such 
case, an institution shall apply one ofthe methods set out in Sections J to 5 to these 
exposures where the relevant requirements for each approach are met. 

:2. Competent authorities shall pem1it institutions to use IMM for the calculations 
referred to in paragraph I only if the institution has demonstrated that it complies 
with the requirements set out in this Section, and the competent authorities vcrilied 
that the systems for the management of CCR n1aintained by the institution arc sound 
and properly implemented. 

3. The competent authorities may pennit institutions for a limited period to implement 
the IMM sequentially across different transaction types. During this period of 
sequential implementation institutions may use the methods set out in Sedion 3 or 
Section 5 for transaction type for which they do not usc the 1~-JM. 

4. For all OTC derivative transactions and for long settlement transactions for \\hich an 
institution has not received pennission under paragraph I 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 pennancnt basis within a group. 

5. An institution which is permitted in accordance with paragraph 1 to use the \Mf\ I 
shall not revert to the use of the methods set out in Section 3 or Section 5 unless it is 
permitted by the competent authority to do so. Competent authorities shall giw such 
permission if the institution demonstrates good cause. 

6. If an institution ceases to comply with the requirements laid down in this Section. it 
shall notify the competent authority and do one of the following: 

{a) present to the competent authority a plan tOr a timely retum to compliance: 

(b) demonstrate to the satisfaction of the competent authority that the effect of 
tlon-compliance is immaterial." 
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(81) Artide 298 is replaced by the following: 

"Arlicle 198 
tjjec/s of'recoj{nifiun ofnelfing as risk-reducing 

Netting fnr the purposes of Section 3 to 6 shall be recognised as set out in those Sections." 

(82) Article 299 is replaced by the fOllowing: 

I. 

Aniclr! 299 
flem.\· in the trading hook 

For the purpo"es of the application of this Article, Annex II shall include a reference 
to derivative instruments tOr the transfer of credit risk as mentioned in point (8) of 
Section C of Annex I to Directive 2004/39/EC. 

When calculating risk-weighted exposure amounts for counterparty risk of items in 
the trading book, institutions shull comply with the tO !lowing principles: 

(al institutions shall not use the Financial Collateral Simple ~1ethod set out in 
Article 222 fOr the recognition of the etli!cts of tinancial collateral; 

(b) in the case of repurchase transactions and securities or commodities lending or 
bon-owing transactions booked in the trading book, institutions may recognise 
as eligible collateral all financial instruments and commodities that are eligible 
to be induded in the trading book; 

(c) lOr exposures arising from OTC derivative instruments booked in the trading 
book, institutions may recognise commodities that are eligible to be included in 
the trnding book as eligible collateral; 

(d) for the purposes of calculating volatility adjustm~nts where such linancia! 
instruments or wmmoditics which are not eligible under Chapter 4 are lent, 
sold or provided. or borrowed, purchased or received by way of collateral or 
othcnNise under such a transaction, and an institution is using the SupervisorY 
Volatility Adjustments Approach under Section 3 of Chapter 4, institutionS 
shall treat such instruments and commodities in the same way as non-main 
index equities listed on a recognised exchange; 

(c) where an institution is using the Own Estimates of Volatility adjustments 
Approach under Section 3 of Chapter 4 in respect of financial instruments or 
commodities which are not eligible under Chapter 4, it shall calculate volatility 
adjustments for each individual item. Where an institution has obtained the 
approval to use the internal models approach de lined in Chapter 4, it may also 
apply that approach in the trading book; 

(!) in relation to the recognition of master netting agreements covering repurchase 
transnctions, securities or commodities lending or borrowing transactions, or 
other capital market driven transnctions, institutions shall only recognise 
netting across positious in the trading book and the non-trading book when the 
netted transactions fulfil the IOIIowing conditions: 
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(i) all transactions are marked to market daily~ 

(ii) any items borrowed, purchased or received under the transactiom may 
be recognised as eligible financial collateral under Chapter 4 without 
the application of points (c) to (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 recognised under this Regulation in 
accordance w-ith Article 204, institutions shall apply one of the !Ollowing 
approaches: 

(iii) treat it as if there were no counterparty risk arising from the position in 
that credit derivative; 

(iv) consistently include for the purpose of calculating the oWl\ funds 
requirements for counterparty credit risk all credit dcri\'atives in the 
trading book fanning pE~rt of internal hedges or purchased as protection 
against a CCR exposure where the credit protection is recognised us 
eligible under Chapter 4. 

(83) In Article 300(1) the following are added after point (4): 

"(5) "cash transactions" means transactions in cash, debt instruments und equities as 
well as spot foreign exchange and spot commodities transuctions: repurchase 
transactions and securities or commodities lending and securitie~ or commodities 
borrowing transactions arc not Cilsh transactions; 

(6) "indirect clearing anangement" means an arrangement that meets the conditions 
laid down in the second subparagraph of A11icle 4(3) of Regulation (r~U l N0 
64812012: 

(7) "multi-level client structure" means an indirect clearing arrangement under which 
clearing services are provided to an institution by an entity which is not a din:ct 
clearing member, but is itself a client of a clearing member or another clearing client: 

(8) "higher-level client" means the entity providing c\ee~ring services; 

(9) "lower-level client" means the entity clearing transactions through a highcr-\e\·e\ 
client; 

(10) "unfunded contribution to a default fund" means a contribution that on 
institution acting as a clearing member has contractually committed to provide to a 
CCP after the CCP has depleted its default fund tn cover the losses it incurred 
following the default of one or more of its clearing members; 

(II) "fully guaranteed deposit lending or borrowing transaction" menns a full) 
col\ateralised money market transaction in which two counterparties cxchang~: 
deposits and a CCP interposes itself between them to ensure lhe per!Omlam:e or 
those counterparties' payment obligations.". 

(84) Article 301 is replaced by the following: 
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"Arricle 301 
Material scope 

I. This Section applies to the lOt lowing contracts and transactions for as long as they 
nre outstanding with a CCP: 

(a) the contracts listed in Annex ll and credit derivatives; 

(b) SPTs and tUlly guaranteed deposits lending or borrowing transactions: 

{cl long settlement transactions. 

This Section does not apply to exposures arising from the settlement of cash 
transactions. Institutions shall apply the treatment laid down in Title V for trade 
exposures arising from those transactions and a Q%, risk weight to default fund 
contributions covering only those transactions. Where default fund contributions 
cover any of the contracts listed in the first subparagraph in addition to cash 
transactions, institutions shall apply the treatment in At1icle 307 to those 
contributions. 

!. For the purposes of this Section, initial margin shall nul include contributions to a 
CCP lbr nuttualiscd loss sharing arrangements but includes collateral deposited by an 
institution acting as a clearing member or by a client in excess of the minimum 
<tlllount 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 
uppropriate C<l'~cs, prevent respectively the institution acting as a clearing member or 
client from withdrawing such excess collateral. Where a CCP uses initial margin to 
mutualise losses among its clearing members, institutions acting as clearing members 
shall treat that initial margin as a default fund contribution.". 

(HS) Article 302(2) is replaced by the following: 

··2. Institutions shall assess, through appropriate sc~nario analysis and stress testing, 
whether the le,·el of own funds held against exposures to a CCP, including potential 
tlnure or contingent credit expo~ures, exposures from dethult fund contributions and, 
where the institution is acting as a clearing member, exposures resulting !Tom 
contmctual arrangements us laid clown in Article 304, adequately relates to the 
inherent risks of those exposures.". 

(86} Article 303 is replaced by the following: 

··Article 303 
]i"ealmml of" dearing members' expo.\"1/res lo CCP.1· 

Where an instillltion act:-\ as a clearing member. either for its own purposes or as a 
1inancial intermediary between a client and a CCP, the institution shall calculate the 
o\\ n timds requirements /Or its exposures to a CCP as lbllows: 

(H) it '>hall apply the treatment set out in Article 306 to its trade exposures with the 
C'CP; 

tb) it shall apply the treatment set out in Article 307 to is det3ult fund 
contributions to the CCP. 
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2. Por the purposes of paragraph 1, the sum of an institution's own funds requirements 
for its exposures to a QCCP due to tmde exposures and default fund contributions 
sha\\ be subject to a cap equal to the sum of own funds requirements that \\Ou\d be 
applied to those same exposures if the CCP were a non-qualifying CCP.'. 

(87) Article 304 is replaced by the following: 

"Article 30-1 
Treatment q{ clearing member.1' expv.wres lo c!ienls 

I. Where an institution acts as a clearing member and. in that capacity. acts as a 
fmandal intermediary between a client and a CCP, the institution shall calculate the 
own funds requirements for its CCP-re\ated transactions with the client in accmdance 
with Sections 1 to 8 of this Chapter, with Section 4 of Chapter 4 of this Title and 
with Title VI. as applicable. 

2. Where an institution acting as a clearing member enters into a contHI.ctunl 
arrangement with a client of another clearing member that facilitates. in accordance 
with Article 48(5) and (6), of Regulation (EU) No 648/2012, the trnnster of positions 
and collateral referred to in Article 305(2)\b) of this Regulation for that client. and 
that contractual agreement gives rise to a contingent obligation for that institution. 
that institution may attribute an exposure value of zero to that contingent obligation. 

J. Where an institution acting as a clearing member uses the methods set out in Section 
3 or 6 of this Chapter to calculate the own funds requirement lOr its exposures, the 
following apply: 

(a) by way of derogation from Article 285(2), the institution may usc a margin 
period of risk of at least five business days for its exposures to a client; 

(b) the institution shall apply a margin period oflisk of at \east \0 business days 
for its exposures to a CCP: 

(c) by \vay of derogatio11 from Article 285(3), where a netting set included in the 
calculation meets the condition set out in point (a) of that paragraph the 
institution may disregard the limit set out in that point provided that the netting 
set does not meet the condition in point (b) of that parograph and docs not 
contain disputed trades; 

(d) where a CCP retains variation margin against a transaction, and the institution's 
collateral is not protected against the insolvency of the CCP. the institution 
shall apply a margin period of risk that is the lower between one yem nnd the 
remaining maturity of the transaction, with a floor of \0 business days. 

4. By way of derogation from point (h) of Article 281(2), where an institution a~:ting as 
a clearing member uses the method set out in Section 4 of this Chapter to calculate 
the 0\\10 fund requirement for its exposures to a client, the institution may usc a 
maturity factor equal to 0.21 for its calculation. 

5. By way of derogation from point (d) of Article 282(4), where an institution a(ting us 
a clearing member uses the method set out in Section 5 of this Chapter to calculate 
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the own fund requirement tOr its exposures to a client, it may use a maturity factor 
e(]ual In 0.21 in that calculation. 

6. /\n instillltion acting as a clearing member may usc the reduced exposure at detilu!t 
tesulting from the calculations in paragraphs 3 to 5 for the purposes of calculating its 
own funds requirements for CVA risk in accordance with Title VI. 

7. Where a clearing member collects collateral from a client tOr a CCP-rclatd 
transaction and this colla!cral is passed on to the CCP. the clearing member may 
recognise this collateral to reduce its exposure to the client for that CCP-related 
transaction. 

In case of rnulli-level client structures the treatment set out in the first subparagraph 
may be applied at each level of the structure." 

(88) i\.rtide 305 is replaced by the following: 

··Ar!ide 3U5 
1i·etl{menl uf dienr.1·' exposures 

Where an institution is a client, it shall calculate the own funds requirements for its 
CCP-related transactions with its clearing member in accordance with Sections I to 8 
of this Chapter, with Section 4 of Chapter 4 of this Title and with Title VI, ns 
applicable. 

Without prejudice to the approach specified in paragraph I, where an institution is a 
client, it may calculate the own fUnds requirements for its trade exposures for CCP­
rclated transactions with its clearing member in accordance with Article 306 
provided that all the following conditions are met: 

(a) the positions and assets of that institution related to those transactions arc 
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 
dicnts of !hal clearing member and as a result of !hat distinction and 
segregation those positions and assets are bankruptcy remote in the event of the 
default or insolvency of the clearing member or one or more of its other clients; 

(b) lmvs. regulations. rules and contractual arrangements applicable to or binding 
that institution or the CCP facilitate the tnmsfer of the client's positions relating 
to those contracts and transactions and of the corresponding collateral to 
another clearing member \Vithin the applicable margin period of risk in the 
event of delfwlt or insolvency of the original clearing member. In such 
circumstance, the client's positions and the collateral shall be transfen·cd at 
market value unless the client requests to close out the position at market 
value; 

(c) the client has conducted sullicient legal review, which it has kept up to date, 
tha! concludes that, in the event of legal challenge, the relevant courts and 
udmini!.trative authorities \\ould lind that the arrangements that ensure that the 
condition in point (h) is met are legal, valid, binding and enforceable under the 
relevant laws of the relevant jurisdiction or jurisdictions; 
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(d) the CCP is a QCCP. 

An institution may take into account any clear precedents of transfers of client 
positions and of corresponding collateral at a CCP, and any industry intent to 
continue with this practice, when the institution assesses its compliance with the 
condition in point (b) of the first subparagraph. 

3. By way of derogation from paragraph 2 of this Attic!c, where an institution that 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 client or 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-rdatcd 
transactions with its clearing member in accordance with Article 306. SHbject to 
replacing the 2 % risk weight in point (a) of paragraph 1 of that At·tic\e with a 4 °o 
risk \veigh!. 

-l. In the case of a multi-level client structure, an institution that is a lower-level client 
that accesses the services of a CCP through a higher-level client may apply the 
treatment set out in paragraph 2 or 3 only where the conditions in each paragraph arc 
met at every level of the structure." 

(89) Article 306 is replaced by the following: 

"Arlic/e 3()6 
{)wnfwJIIs requiremem~_(or tmdc exposures 

I. An institution shall apply the following treatment to its trade exposures with CCPs: 

(a) it shall apply a risk weight of 2 \\'0 to the exposure values of a\\ its trade 
exposures with QCCPs; 

(b) it shall apply the risk weight used for the Standardised Approuch to credit risk 
as set out in Article I07(2)(b) to all its trade exposures with non-qualii)'ing 
CCPs; 

(c) where the institution is acting as a financial intermediary bet\~cen a client and a 
CCP and the tenns of the CCP-related transaction stipulate that the institution 
is not obligated to reimburse the client for any losses suffered due to chan~cs in 
the value of that transaction in the event that the CCP defaults. it may set lht: 
exposure value of the trade exposure with the CCP that corresponds to that 
CCP-related transaction to zero; 

(d) where an institution is acting as a linancial intermediary between a client and ~ 
CCP and the terms of the CCP-related transaction stipulate that the institution 
is obligated to reimburse the client for any losses suffered due to changes in the 
value of that transaction in the event that the CCP defaults. it shall apply the 
treatment in point (a) to the trade exposure with the CCP that corresponds to 
that CCP-rc\ated transaction. 

2. By way of derogation from paragraph I, where assets posted as col!ntera\ to a CCP 
or a clearing member arc bankruptcy remote in the event that the CCP. the clearing 

\26 EN 



EN 

r REsTREiriil.iE:II•:u R.EsfR.IcTEn J ------ "---·---- -- -----' - ---- ---------~-~-~~~-

m.:mber or one or more of the other clients of the clearing member becomes 
insolvent, an institution may attribute an exposure value of zero to the counterparty 
credit risk exposures for those assets. 

J. An institution shall calculate exposure values of its trade exposures with a CCP in 
accordance with Sections I to 8 of this Chapter and with Section 4 of Chapter 4, as 
<~pplicable. 

4. An institution shall calculate the risk \veightcd exposure amounts for its trade 
exposures with CCPs for the purposes of Article 92(3) as the sum of the exposure 
values of its trude exposures with CCPs. calculated in accordance with paragraphs 2 
und 3 of this Article. multiplied by the risk weight determined in accordance with 
paragraph I ofthis Article:' 

(90) Art ide 307 is replaced by the following: 

"Article 307 
Own (und1 requirement\ j(Jr wntrihution.l·fo !he deji:w/{ jimd {/fa CCP 

An institution acting as a clearing member shill I apply the following treatment to its exposures 
<lfi~ing from its coll(rihutions to the delimit fund of <1 CCP: 

(a) it shall cakul<~te the own funds requirement tOr its pre- funded contributions to 
the default fund of a QCCP in accordance \\lith the approach set out in Article 
308: 

(b) it shall calculate the own hmds requirement tOr its pre-funded <ltld unfunded 
contributions to the default fund of a non-qualifying CCP in accordance with 
the upproach set out in Article 309; 

tc) it shull cakulntc the own (unds requirement for its unfunded contributions to 
tht• delimit fund of u QCCP in uccordnnce with the treatment set out in Article 
31 0~" 

(91) Article 308 is replaced by the following: 

"Anic/e 308 
Ou•n/wul.\ rl!quiremenlsfor pre~fimded conlrihution.l·to the de/{lllltfimd of a QCCP 

I. The exposure value fOr an institution's pre-funded contribution to the default fund of 
a QCCP {DPi) shall be the anlount paid in or the market value of the assets delivered 
b) that institution reduced by any amount of that contribution that the QCCP has 
already used to absorb its losses fOllowing the detault of one or more of its clearing 
members. 

'~ An institution shall calculate the own funds requirement (Ki) to cover the expostJrc 
arising fro111 its pre-funded contribution (DFi) as fOllows: 

Ki =max (KeeP· D Dfj F. ,Bo/o · 2% · DFi~ 
FccP + D eM 

where: 
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i = the index denoting the clearing member: 

KeeP -- the hypothetical capital of the CCP communicated to the institution by the 
CCP; 

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 SOc of 
Regulation (EU) No 648.120\2; 

DFeCP =the pre-funded financial resources of the CCP communicnted to the 
institution by the CCP in accordance with Article 50c of Regulation (EU) No 
648/2012. 

3. An institution shall calculate the risk weighted exposure amounts lOr exposures 
arising from an institution's pre-funded contribution for the purpose,.; of Article 92(3) 
as the own funds requirement (KeM.) determined in accorda11ce with paragraph 2 
multiplied by 12,5." 

(92) Article 309 is replaced by the fOllowing: 

"Article 309 
Own funds requireme/JI~for pre-funded conlrilmtiuns 10 the de{ault.fimtf o(unon-1JIIa!itj·ing 

CCP and for unfimded conlribuliom /u a non-qualif.i·inf,! CCI' 

1. An institution shall apply the following formula to calculate the 0\\-!1 fUnds 
requirement (Ki) for the exposures arising from its pre-fi.mded conttibutions to the 
default fund of a non-qualifying CCP (DF,) and from unfunded contributions (UC',) 
to such CCP: 

Ki = DFi + UCi. 

2. An institution sha\1 calculate the risk weighted exposure amounts for exposures 
arising. from an institution's pre-funded contribution for the purposes of A11ic\e 92(3) 
as the own funds requirement (K) detennined in accordance with pnragraph I 
multiplied by 12,5.'' 

(93) Article 310 is replaced by the following: 

'Article 310 
O,..·nfunds requiremenls.for unfimded contrfbutiom to the d~fau/1 /u11d of t1 Q( 'Cf' 

An institution shall apply a 0% risk weight to its unfi.nlded contributiom to the 
default fund of a QCCP." 

(94) Chapter 1 of Title IV in Part Three, is replaced by the fo!IO\\·ing: 
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