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FINREP

FRTB
FV
FVA

Association for Financial Markets in Europe
Available forsale

Additionalvaluationadjustment

Banking booKalso referred to asHon-trading book 0
Basel Committee on Banking Supervision
Competentauthority

Counterpartycredit risk

Creditdefault swap

Currentexposuremethod (also referred to asnark-to-market method
Collective investment undertaking
Constantmaturity swap

Commonreportingframework(in accordance with Commission Implementing Regulation (E
No 680/2014 of 16April 2014

Consultativepaper
Crossproduct netting

Capital Requirements Directive
Capital RequirementRegulation
Correlationtradingportfolio
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Defaultriskcharge
Debtvaluationadjustment
Exposure atlefault

Equity

Expectedshortfall

Financiateportingframeworkin accordance with Commission Implementing Regulation (EL
No 680/2014 of 16April 2014

Fundamentateview of thetradingbook
Fairvalue

Fundingvaluationadjustment
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In April 2016 the European Banking AuthoritfEBA received twocalls for advicdo assist the
EuropeanCommissior(the Commissionin the adoption of a framework for a new S2CR and a
new MKRframework, based on the scalled FRTB, into European legislation. The calls for advice
centred on the need to perform an impact assessment ofriees frameworks proposed by the
BCBSandthe EBA waturther requested fomecommendatioron their implementation.

The present report constitutes the EQAB a4 L2 ya S (2 (0 K Salldf@adwed. Bisieh 2 Y Q &
the limitations in resource and time, the report relies mostly on existing data either from
FNREP/COREP or conducted Qi#®re possible and relevantThe information collected from
COREP and FINREP is provided for two main samples: the sample of 193 large institutions for
which the EBAave access tothis information the EBA sample) and sample of small banks
provided by CAs (small bardamplg, representing more than a thousand EU banks. arradysis
presented in this reportould serve as a basis for an overall impact assessment for any legislative
proposals by the Commission in the aref CCRand MKR subject tosome caveats. In particular,

the EBA has not always been ablefudly perform adequate control$éor data due to the short

time period available for preparing the report. In additiorhet size of the samples used differs
dependng on the raw dataeededand, in some caseshe relevant samples are small. This is due

to the limited number ofinstitutions participating in QISs, as well as the limited number of
institutions submitting relevant FINREP reperFinally it should behighlighted that in the case

of the latest QIS exercises on-S&R and FRTB implementatithrere have been serious concerns
about the quality of thedata collected This idikely to be due tothe novelty of the framework

and their relative complexity, particuldy for small and mediunsizedbanks,using the SA that

have not been previously inveed in QIS exercises in Basel.

Nonetheless, despite reservations as to the quality of the data used, the conclusions drawn in this
report (in the form of a number of recommendationisave considered the uncertainties linked to
data quality. The recommendations set out in the report,dherefore, in the view of the EBA,
based on sufficiently robust evidence.

Introducing greater poportionality

As requested by the Commission in the mandate of the ¢alts foradvice, the EBA provesin

this report its preliminary views on the potential introduction of greater proportionality in the
implementation of the new market and counterparty kiffameworks. The EBA considers that
there is room to increase the proportionality of regulation in general. The consideration of
proportionality is of course particularly relevant in the context of the implementation of the new
Basel standards.

The deelopment and calibration of the new frameworksveebeen conducted at Baskdvelwith
a primary focus on bignternationally active institutiongwhich have always been the traditional

12
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focus ofinternational standard setters In this context it should be highlighied that the vast
majority of institutions in the EU are smadihd nmedium-sized banks thafin most casesapply the
SAdeveloped in Basel argknerallyhave not been involved in the rulemaking process.

In this regard, it is worth rememberindndt one of the key developments that the FRTB will
introducetr once implemented is a new, more ristbased and inevitably more complex SA.
Adding this complexity to the framework was unavoidabli KS w2t RQ {! gl a y2i
internal model portfolios andbecauseone of the key objectives of the new $4hat it worksas a

credible fallback for the internal model.

Regarding the new counterpartyedit risk framework, the changes alsaoly affect thedifferent
methods under theSA leaving the IMM completely unchangethus implementinga new and
complex SA frameworkwill potentially impose excessiveburdens on institutions with limited
trading activitieghat depend orthe SA frameworko calculate their RWAs.

Accordingly, as part of the response to thalls for advicCfA3, the EBA has assessed the
current derogation for small trading activities (contemplated in Art8gleof the CRR), including its

use in the context of the counterpyr framework (i.e. firms allowed to use the OEM). The EBA
KFa aLISOATAOIfte FraaSaaSR aSg@SNIf RSTFAyYyAlA2ZYa
of maintaining or increasing the current thresholds applied for this derogation

Paving the wayfor further impact monitoring and regulatory finduning

The introduction in the EU of twmajor new frameworkswhose impact has been assessed via
various QISsalthough these assessment aressentially based on a certain number of
implementation assumptiost made byinstitutionst will require careful monitoring, aboth the
impact and the scale of potential implementation issues may have hedarestimated

According tdatest QIS data, the introduction dhe SACCR would, for the median bah&adto

an increaseof 27% in the exposure value awd 40% in RW#&for CCRThe effect seems to be

more diluted for banks using a combination of the IMM and MM method; these show a

median increase of 5% in exposure value and 7% in RW@nsidering the low share of
O2dzy Gt SNLIJ NIieé ONBRAG NARA] w2! & Ay olylaQ Gz2alf
should remain limitedHowever,the SACCR will not only impact th@FR for CCR, but also

ol y1Qa SELR&d2NBA ( 2the YA fiskltHe le@gkyrati® Addlthddaigs & =
exposures regime, whose impacts have not been considered as part of this report.

Similarly, be final calibration of the FEB shows that banks would see iacrease in the capital
charges for thdMA, with the median bank showing a 7% increase in capiteen compared to

the current MKR internal model frameworkand a 16% increase on average (simpiean).
However, the overall capital impact of the new SA is quite significant, certainly more pronounced
than that of the IMA. According to the data received, the implementation of the new SA would
increase capital requirements by Q% for the median bank (i.e.72times the current SAgnd by
183% on average (simple mean)
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It is clear that after the implementation 6the sccalled Basel 2.5 package that, among other
elements, introduced @ IRC and 8VaRapital charge (i K S ShBetaR&in many casesnore
advantageous from a capital perspectiv@mpared tothe IMA. This situation eliminateghany of
the previous capital incentives that firms would have had to request modelling permigsien.
substantial increase in capital requirements under tlev SAcanbe considered as contributing
to reverting this situation back to normalleverthelessthe overall impact of the implementation
of the FRTB, includintpe operational burden linked with the implementation and upitet of
reporting (especiallyin the case ofsmall or mediumsized institution} should be further
monitored.

In addition, onsideing the novelty of the FRTB framework ahdt the still substantiglcomplex

and unsolved issues under discussionternationally are likely to pose implementation
challenges, the EBA also considers teahnicalparts of these international standard$iould be
implemented via delegated legislation, using delegated acts or broadly formulated RTS mandates
in accordance with EBAegulation This would allowthe EBA in case unexpected
implementation issues mat@lise during the implementation phase of ¢hnewly adopted EU
legislatiort to reflect key changesn regulationin a timely fashiorthat, if left unaddressed,
would threaten the prudent implementation needed and consistency in the application of
regulation in the EUThis would also allow the politll process to focus on the overall design of
the framework, such as the possibilitied embedding more proportionality in the existing
framework.

Introducingathreshold for small derivative business

While beinghighly significant for the largest EU bks, CCHs generally less relevant for smaller
institutions. Whereas for one EU institutigine sum of CCR and CVA Rk&presens more than
50% of total RW¢, the median ratio is 2.17% for larger EU bartks EBA sample) and 0.01% for
smaller EU bankghe small banks sample).

This diversity is also reflected in the approaches usedfoRWhereas the IMM is more widely
used in the EU than in any other jurisdiction (20 institutions from 10 Member States have been
granted permission to use the IMM), dhOEM is still substantially applied by srsated (or
mediumsized) institutions across the EU, with at least 372 institutions from 13 Member States
using it. As expected, theMappears to be applied by two banks in the EU only, thus confirming
the reldively marginal impact of removing iTthe MtM method appears to be the most widely
used method in the EU.

Thelarge numberof institutions still using the OEM f&CRseems to advocate for keeping the
OEM in the framework, at least f@CRthe OEM seemito be less significantly used for CVAYisk
This should not be an issuges the OEM generally appears to be more conservative than the MtM
method. In addition, the MtM method could also be kept in the framework for smaller banks that
currently use itNaurally, the OEMand the MtMmethod may have to be recalibrated to ensure
that they remain more conservative than the $XCR.
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Theuse of the OEM isurrently only allowedfor institutions with a smallBbusiness, regardless
of the relative size of theiderivative businessithin their TBbusiness. In principle, the use of a
simplified CCRramework should be linked to the size of the derivative business only, regardless
of whether they are in theTB or the nontrading book. This is why, based on the analysis
conducted in the report, it is proposdtat the current requirement to have a smalBbusiness

in orderto use the OEMe removed and, instead a threshold for small derivative businels
appled consistent with the threshold for smallB business in terms of definition and level. A
threshold level ofEURZOm for the sum of the absoluté=V of long and short positions in
derivative instruments is considered appropriate as an option for ingist willing to use the
OEMor the MtM method. However, lased on the analysis, a relative threshold expressed in
terms of total assets does not seem strictly required.

In reaction to the absence of COREP reportinghneshold computation for institutionsvith a
small TBbusiness and considering the difficulty assesmgr immediately and accuratetythe
approaches used by institutions f&ICRthe EBA also recommends clarifying and expanding the
reporting of CCR exposure values and RVA well as includg a COREP template providing
detail on the computation of the new proportionality threshold.

Increasing the thresholdor small TBbusiness

With regard to the overview of EU trading instruments and current market capital charges, the
importance of market RWAs appears to be degaterfor the EBA sample than for smallgainks
MKRRWAs (SA and IMAhcluding CVA, amount to approximately 8.6%total RWAs for large
firms, whik, for the small banks sampl& KRRWASgincluding CVpamount to just below 2% of
total RWAs. As expected, IMA banks generally show a latgeeof RWAs stemming from TB
activities, though a significant part tfis stems from portfolios that remain under standardised
rules.

Regarding the composition of market RWAs underSiewhereasEQand debt position riskare

very significant and far greater than FX and commoditys fsikthe EBA samp)ehe composition
of maket RWAs is very different for the small banks sampleere FX iby farthe largest risk
exposure out othe total market RWAs. The relative large size of FX Wddild, in most cases
be due to BB activities and not because these small banks have great FX risk in the TB.

Finally, for banks usintpe IMA, the S/aR capital charge constitutes the most significant share
(with 53% of total market RWAdollowed by VaR (24%), IRC (20%) @mné (3%).

With regard to the mandate of th€fArequesting the EBA to reassess the derogation for shll
business, the EBA considers, based on the quantitative analysis, that a threshold EBYE56fm

is appropriate. This level would ensure that shanstitutions(out of the small banksamplg are
eligible to apply the derogation, wki at the same time limiting the impact in terms of lost
RW/4A from applying the derogation. Accordingly, the EBA considers that this level would be
adequate for the prpose of introducing a greater degree of proportionality for small TB banks, as
well as consistent with the assumption that the business model for these small institutions tends
to be primarily focused oBBactivities.
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Based on the analysid)d effect of establishing a relative threshold of 5%s aproportion of TB
assets to total assetsh addition to the absolute threshojdas currently required in Articig4 of
the CRR, seems to be nomaterial for most threshold definitions and levels

At the same time, the EBA recommends that the COREP reporting templates be expanded to
include relevant reportindor banks that apply, or intentb apply, the derogation. At a minimuym

GKAA ¢2dzZ R SyidlFAf Y2NB Ay T2N)I {iadyig istyumaentk S | O ¢
and activities fronboth regulatory and accounting perspects/e

Finally with regard to the general mandate of the twGfAsand as stated abovethe EBA
considers that there is room to increase the proportionality of regulatiogeneral In order to
achieve thifor MKR the currentSAcould be kept for institutionshat fall between the threshold

of EURSOm proposed anda higher threshold to be defined. This should, however, be subject to
appropriate recalibratiorof the currentSA.
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In April 2016 the EBA received severahlls for advice' to assist the Commission in the
implementation of the revised international standards, two of which are more specifically related
to CCRand MKR While welcoming th@pportunity to beinvolved in key impact assessments for
the implementation of revised international standaritssthe EU) the EBA pointed ouin a letter

to the Commissionthe difficulty of providingan indepth analysidor all items referred to in the
CfAswithin the challenging deadlines.

The presenteport constitutes the EBARB & LI2 Yy &S (2 (GSin the2areX afGCRA 2 Yy Q&
and MKR Given the limitations in resource and time, the report relies mostly on existing data
either from FINREP/COREP or conducted @Ilssre possible and relevantThis analysis could

serve as a hasis for an overall impact assessmokahy legislative propods by the Commission

in the area ofCCRand MKR subject tosome caveats. In particular, the EBA has not always been

able tofully perform adequate controls of data due to the short time available for preparing the
report. In addition, he size of the sames usedfor different parts of the analysiss different

depending on the raw dataeededand, in some caseghe relevant samples are small. This is due

to the limited number of firms participating in QISs, as well as the limited number of firms
submitting relevant FINREP repoats described below

Nonetheless, despitéhe reservationsabove the conclusionsmwn in this report(in the form of

a number of recommendationshave considered the uncertainties linked tdata quality.
Whereas the overall impacassessmenis generally dependent on the sample used for the
analysis, the conclusions have been testedailmst a number of alternatives. The
recommendations set out in the report areherefore, in the view of the EBA, based on
sufficiently robust evidence

Firstly,in the short first part the report presentgeneral advice on the CRR revjewvocating for
large technical parts of international standards to be implemented via delegated legislation,
especiallyin the case ohew frameworkssuch agshe SACCR and the FRM&hich have not been
sufficiently tested andor which regulatory finduning may be required in the early phase of the
implementation of the new requirements.

After this the two main parts of the report provide the various analyses condyetedequested
by the CfAs, as well #se main conclusios (for CCRPart Two) andMKR(Part Three)).

For these twamain partsthe EBA has based its analysis on information collected from COREP and
FINRERom two main samples:

1 http://www.eba.europa.eu/aboutus/missionsand-tasks/callsfor-advice
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A The sample of 193 large institutions for which the EBseivesthis information the EBA
sample)

A Asample of smalbanksprovided by CA(the small banksamplg, representing more than a
thousandEU banks

In order toform the small banksample, he EBA requested CAs to submit relevant COREP and
FINREP templatdsr those instititions that had less thaBURS00m in FVassets and liabilities
including derivatives but excluding the AfS portfolio. The intention was to have relevant
information to provide an overview of trading activities for small firms &mde able to assess

the derogation for small trading portfolio@bviously, the institutionghat are neither big enough

to be in the EBA group nor smathoughto be in the small barksample are not represented in
this analysis.

Whereas thequality of CORERBata for the small bardksample was generally gooBINREP figures
were, for a large part of the data requestedery limited or not available at all. The reason for this

is that according to Article 99 of the CRRNREReporting is not currently requiredfor all EU
banks usingational GAAP reporting. The implication of this is that only a subsample of the full
population of EUbanks below the thresholdf EURRO0m has been used for the analysis in this
report, with some jurisdictionsvell representedand othersnot represented at all

Due to the issues described aboaed the fact that QIS data hadeen used in addition to
COREP/FINREP datee different analysis sections in this repate based on different sample
sizeslnformation on the differensample sizes usdddisclosedunder each analysis section.

In addition, the information included in COREP/FINREP was not always granular enough or
sufficient for the purposes of the analysis. In particular, the absence of any information on the
computation of the current threshold for smalBbusiness in COREP deait difficult to identify

the institutions currently applying the derogatiohikewise accounting FINREP data had to be
used as a proxiyn both CCRand MKRsections for the assessment of thresholds

Finally it should be highlighted that, in the casktbe latest QIS exercises tme SACCR anthe

FRTB implementation, there have been serious concebasit the quality ofthe data collected.

This is likelyo be due to the novelty of the frameworks and their relative complexity, partidular

for smalland medium standardised firms that had not been previously involved in QIS exercises in
Basel.The second parbf the reportfirst provides an analysis of the relevance @CRor the

banks in both samples. It theshows the important diversity in the approaches used @2Rn

the EU, including the identificatiqwia CORBBf an important number of banks using the OEM.

This second parthen assesses the possibility of introducing a threshold linked to the sieeof
derivative business orderto permitinstitutions touse the OEMinstead ofonly relying on the
derogation forsmallTBbusinesdor the use of the OEMas itstandstoday). To thisend, the sum
of derivative assets and liabilities held for tradilsgconsidered for a limited subsample of the
small bank samplebased orthe available FINREP datarelative threshold expressed in terms of
total assetshas been alstested,although itdoes notseem tobe strictly required.
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Finally,based on the QI8ata from the Basdll monitoring exercisehe analysis showthat the
introduction ofthe SACCR wouldienerally leado an increase iboth exposure value an@€CR
RWAs.

The third partof the report provides the EBR& NX to lth2 Y énission for e of the
sections of the CfAn MKR To provide an overview of the current size and compositioMKER
activities and capital requirements the EU, the ER analysed the composition &Vinstruments
and RWAwithin the two samples of banks used in theport.

This analysis showed that there are significant divergences between the two samileboth
FV instruments and market RWAs being far more material for the larger basipecially IMA
banks. In terms of types of risk, position riglovedto be the mast significant for the larger
banks while FX risk is the main comparidor the smaller banks.

Following this, the derogatianapplicable to institutions with smallBbusnesg was assessed

by conductinga quantitative analysis of the data submitted by CAs for small banks with less than
EURS00m in FV assets and liabilities (excluding AfS instruments) based on four different
threshold definitions:

A Thresholdl is defined as the absolute sum of financiaisats and liabilitie$ield for Trading
(HfT) and financial assets and liabilities designated at FV thr&&jh

A Threshol® is defined as the absolute sum of financial assets and liabilities HfT without
financial assets and liabilities designated at FgughP&L

A Threshold is defined as the absolute sum of financial assets and liabilities HfT without
financial assets and liabilities designated at FV thrde&hand excluding FX and commodities
derivatives that would not be considered under the curreRRCtreatment

A Threshold4 is defined as the absolute sum of notional value of trading derivatives, financial
assets and liabilities HfT and financial assets and liabilities designated at FV through profit or
loss but excluding the FV of derivative asseid kabilities

Additionally, the impact of applying a relative threshold of &% a proportion of TB assets to
total assetspn top of the absolute thresholdias assessed.

This analysis showdthat, in all cases, the loss in market R¥&& a percentagef total RWA
from applying the derogation is very limitegven though the loss in market RWAs a
percentage of total market RV¢ can be substantial in some cases. Additionally, the analysis
showed that establishing a téshold at around EURS0Om would limit the amount of market
RW/4slost and at the same timeensure that most banks with smdlBbusiness would be able to
apply the derogationAt this threshold levelan extra relative threshold would only txénding for
very few banks.
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Finally, the anlysis concluded by looking at the operational and capital impact of the FRTB using
QIS data and other inpsireceived from stakeholders. The final calibration of the FRTB showed
that banks would see a small increase in the capital charges for thewhi& there would be a
substantial increase according to the SA. This analysis also highlighted a number of other areas of
the FRTB that would benefit from further calibration prior to adoption in legislation.
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EBARecommendation 1 on a threshold for smallBbusiness

The EBA recommends keeping a threshold for siiglusiness below which institutions are ak
to use the norrading book approach for the computation of capital requirements. In any ¢
the EBA considers that institutions below the threshold should not be exempt from ci
requirements.

The threshal should be applicable in the case of position risk only. Institutions would st
required to compute FX and commaoglitapital requirements for BB and TB according to
corresponding provisions in the relevant sections.

Considering the still matetiadivergences in terms of accounting acrossNEeinber Sates, the
EBA recommends the definition of a threshold in termshef sum of the absolute market value
2F Iy AyaildAaddziazyQa € 2y HQahd2dabk ifskugngnis intluddrl indt
TB(i.e. subject to position risk) The computation of the threshold would be a mandatory field
all institutions in COREP. In addition to the computation of the threshold, information oR\t
of derivative and nosterivative positions in the reguiary TBwould be inserted in COREP f
supervisors to perform consistency checks.

To ensure a holistic view odfstitutionsQTB business, information orTB positions could be
mappedonto FINREP information on the market value of trading and held forngaassets anc
liabilities, as well as the market value of-bfflancesheet derivative instruments when derivati\
instruments are ofbalancesheet according to the relevamational GAAPThis mapping coulc
also include other relevant FINREP informatonassets in the regulatofiB such as informatior
on financial assets and liabilities designated-sfthrough P&Lor measured aFVthrough other
comprehensive income. A single COREP template could be used for the infororatorall TB
business, thehreshold for small derivative busingsand the threshold for prudent valuatio
purposesasall of them need to be checked against accounting data.

With regard to the level of the threshold, the EBA recommends the definition of a relativel
threshold level of EURS0m, as evidenced in the report. Were a low absolute threshold ¢
defined a=EURB0m, a relative threshold would probably have a limited added value.
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EBARecommendation 2 on a threshold for small derivative business

The EBA recommes introducing a threshold for small derivative business below w
institutions are allowed to use a simple, conservative approach for the computatiGCBfapital
requirements, which could include the use of the current OBMMtM method subject to
appropriate recalibration. In any case, the EBA considers that institutions below the thre
should not be exempt from capital requirements.

Instead ofusingnotional values, the EBA recommendbat the thresholdbe definedin terms of
theadzy 2F (GKS F0&a2fdziS YIN]JSG @IfdzS 2F |y
derivative instruments included in both ifBB and nontrading book. The computation of th
threshold would be a mandatory fieldifall institutions in COREP

For consistency reasons, the threshold for small derivative business should be lower thi
threshold for smalTBbusiness and could be establishededaiR20m, as evidenced in the report.

EBARecommendation 3 for consideration of additional proportionality solutions

Whereas the calls for advice requested the EBA to essentially reassess thélBipafliness
derogation, including with regard to the use of the OEM, the EBA recommends the conside
of additional proportionality solutionthat could include for both CCR and MKR purposdhe

definition of higher thresholds below whic®¥s that are snpler and more conservative than tr
ones developed in Basel could be applied for smaller banks not included in the scbpeBakel
standards.

The additional thresholds should broadly be consistent in terms of definition with the
proposed in thiseport, as well as subject to reporting under COREP.

In particular, forMKR the current SA(subject to appropriate recalibratigncould be kept for
institutions that fall between the thresholaf EURSOm proposed in Recommendatidhand the
higher threslold to be defined. Although being broadly consistent with the threshofd
EURS0m, this second threshold would need to consider all financial instruments subje
market capital requirements, including those subject to FX and commodity risks.

For CCReither aconservativesimplified version of S&CR othe currentMtM method (subject
to appropriate recalibration could be used by institutions falling between the threshal
EUR20m proposed in Recommendatidnand the higher threshold to be defined.

The use of these approaches would be reassessed in light of international regt
developments
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EBARecommendation 4 for a higher reliance on delegated legislation in the implementatior
the SACCR and #h FRTB frameworks

Considering the novelty of the S2CR and the FRTB frameworks, the still substantaiplex
and unsolved issues under discussion in Baaall the expected upcoming implementatic
challenges, the EBA recommenttsatt in order to allav for flexible implementation large
technical parts of these international standards should be implemented via delegated legis
using delegated acts or flexibly formulated RTS mandates, so as to allow the EBA tckegf]
changesin regulationin atimely fashionthat, if left unaddressed, would threaten the prude
implementation needed and consistency in the application of regulation in the EU.

In accordance with EBw&gulation, RTS mandates would only be limited to the technical par
the newframeworks, without implying strategic decisions or policy choices.

EBARecommendation S5on COREP proportionality monitoring

In light of the issues raised by the analysis conducted in the report and for the purposes
monitoring of additional prportionality granted in the framework, the EBA recommends
inclusion of:

A One or more CCR COREP templates giving an overview GfGRef institutions, including
exposures to central counterparties and the method(s) used to compute CCR exposure
and corresponding RV¢A

A COREP cells/templateroviding(where relevan} details on the computation of the different
proportionality thresholds included in legislation and links with broadly esponding
accounting categories

The EBA, therefore, recommends that the legal basis for the EBA to design or revise
templates is kept in the CRR and that sufficient time is allowed tioga this task. Considerin
the need to update COREP in order to reflect the implementatiaineBSACCR and the FRTB
deadline of2 years should bset, excluding the time needed by the Commission to adopt the f
templates.
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1.1 Building ornthe EBA) @xperienceg Avoiding a new CVA
conundrum

Considering discussions in Bastle EBA expectto receive substantial RTS mandatesthie
revisedCRRECRRR Some ofthese mandateswill require the EBA to start working as soon as the
legislativeproposal is publishedisthese mandatedave to come into force at the same time as
CRR2 or shortlthereafter. In addition, COREP templates relating to CCR and MKR will have to be
fully revised.

Three years afer the adoption ofthe first CRR T&andates, it appears that some TS have
contributed more directly to improving convergence in the implementation of ltbeell text

than others. In particular, the broadly defined RTS mandates omdelta risks, prudent
valuation, model changes or assessment methodology ensured highly effective final products,
regardless of whether they were simply implementing parts of the Basel framework in the EU
(RTS on nodelta risks), developing new ambitisuframeworks (prudent valuation, model
changes) or enshrining model assessment best pradtickes/el2 regulation

In other cases, the outcome appesatelatively modest despite the intensity of the resources
involved.

CVA risk is a good example of@ldiwhere a better balance betwedmrvell requirements and
delegated legislation would have bottnsured better consistency in the implementation of
regulation across the EU and reduced the time and resources needed to draft RTS(imthieh
end) could do little to improve the issues or inconsistencies present indlel1 text.

The EBA) aesources and supervisory resources have often been kept busy addressing
inconsistencies in the CRR detailed text. In some cases, those inconsistenciesleeiedran the
RTS mandates themselvesd addressed at the same time:

A RTS omroxy spread¢ Opinion on CVexpressing scepticism on the appropriateness of a
unified proxy methodology for both market and CVA risks, as suggested by the letter of
Article 383(7)(a)f the CRR;

A RTS on NBEC, Clarification of the interpretation of Articlg@82(4)(a)of the CRRn RTS recitals
in order to restore convergence in the implementation of the CRR, this being probably the
most important part of these RT@hich arepl NIi A Odzf + NI @ )WSYLIieQ 23GKSNB

220 December 2013.
3 20December 2013.
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In other cases, issues and inconsistencies emefméite naturally in the case of the adoption of a
radically new frameworkin the last months of the finalisation of the implementation by banks or
later, when the CRR hadready been published. This gave rise to numerous Q&As on intragroup
exemptions, pension fund exemptionand CVA treatment of fundge.g. UCITStreatment of
exchangetraded derivatives® computation of EABtreatment of SFTsand CVA hedgés This

also usually delayed the RTS adoption process. In particular, two consultations on the RTS on
proxy spread were necessary before the publication of the finaf &Sto issusin terms ofthe

NB T S NB y O StheigaestighN\ot thie siggR fame @xying for sovereign/local administration

and parent/subsidides; andthe apparent link made in the CRR between the proxy methodology
used for CVA risk and the one usedNtR’

Those issuegasimplementation issuésvere also experienced by other jsdictions angdin some
caseswerebrought to the Basel table through Basedquently asked questiorFAQ (LGDQks, no
backtesting requirement for CVA VaR, frequency of calculation, CVA hedges). Some of them were
solved before the actual finalisation @ie CRR, which could be reflected in the final CRR text
(monthly frequency of calculation). However, some issues were either of a more fundamental
nature in Basel (CVA hedges), thus requiring a rules change in Basel, or simply not reflected in the
CRRsud as the Basel FAQ on LD causing divergence in implementatidhin contrast, other
jurisdictions (US, Canada, Switzerland) were able, due to the higher adjustment ability of their
legal framework," to address those issues swiftly once they appeared.

It should also be noted in relation to CVA risk thdespite being empowered as per
Article456(2) of the CRRto amend all provisions of the CVA risk Tutle(apart from EU
exemptions) via delegated acthe Commission could never seize the opportunity to improve the
text on some key CVA implementation issues.

Given the novelty of the FRTB, it appears likely that the framework will evolve as implementation
progressegboth in the industry, but also by sapvisors in terms of model approyalhis is a very
similar situation to the CVA framework, which was also a new approach. In the past, the EBA and
the European supervisory authoritiecE$Ashave already shown that they are able to implement

a broad andcomplex framework successfully througim & T$ namely the RTS on bilateral
margins.

Therefore, the experience advocates both for:

EBA Q&A 2013_637
EBA Q&A 2013_692

EBA Q&A 2013_616

EBA Q&R013 3602013_4022014 949
8 20 December 2013.

% Also addressed ithe EBA Q&A 2014686

10 Considering LGRy the EBA got confirmation during the CVA PRI®IS exercise (February 2016) that some banks
in the EU were applying the Basel FAQ despite the currently missing clear legal basis for it.

Yin the US, the Bas€&VA risk charge was transposed into US law as part of joint FRB/OCC/FDIC Regulatory Capital
rules; in Canada, as part of OSFI Capital Adequacy Requirements Guidelines; in Switzerland, via FINMA circular.

4
5
6
7

25



BANKING
AUTHORITY

RESPONSE TO EURORPEAM a L { { L h b THE SA£LCR AND BPHE FRTB 7
ﬁu - EUROPEAN
\

A large technicaparts of international standards to be implemented via delegated legislation
instead ofLevell, be it throgh Commissiodelegatedacts or EBA RTS

A Hexiblyformulated RTS mandates when delegation is conferred to the EBA.

This is all the more relevant in the context of the first implementation of radically new
international standards such as CVA rible, SACCR and the FRTB, which may require regulatory
monitoring and finetuning in the first years of implementation arahywayremain subject to
industry changes and innovations in practice.

Where delegation is considered to be better achieved through EBA tfRS Commission
delegated add, RTS mandates woualdn accordance with EBr#egulatiort only be limited to the
technical parts of the new framewaorks, without implying strategic decisions or policy chdtes
recommendation to relyto a higher extenton Level2 legislation acknowledges the limitations of
Level2 legislation, particuldy the fact that it should not be used to address fundamental issues.

1.2 Examples of technical parts of international standards best
suited for delegated legislation

Based on th above the EBAprovides here someexamples 6 possible elements that can be
recommended to be included as secondary legislation.

1.2.1 P&L attribution

The P&L attribution test is a central requirement for the approval ofIMA. The fact that the
issue is sl unsolved and discussed in Bapebbablyleaves no other choicbut to include an
empowerment for delegated legislation in thevell text, thus allowing for an inclusion of the
test at a later stage and preventing any delay in the adoption of thel&iye proposal.

Notwithstanding this, the test is alsof a very technicahature and in a new area of theMKR
framework, which may require phaskilg measures or further amendments in the near future
based on industry feedback on implementation.

For all these reasons, the P&L attribution test would be best implemented via RTS mandated to
the EBA.

1.2.2 Model validation standards

Many FRTB requirements linked with model validation would probably bettertdittive revised
version of the RTS @assessmnt methodology Therefore, ageneral higHevel mandate to define
model validation criteria used b§/s appeas to bemore appropriate.

The supervisory approval process is generally considered a technical issue. As industry practices
evolve, it will be mportant to also continuously reflect this in the supervisory approval
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requirements. An overall mandatebased onthe principles in thelevell legislatiom could
reflect the supervisory approval processesnore detail

1.2.3 Reduced SBA

The fact that the reduoed SBR & A WilLjiroBably not be as well documented in Baasthe
IMA or the SBA is a good reason for itsusidn in delegated regulation.

1.2.4 Other examples

Broader parts of the FRTB could be included via delegated legislation, such as the specification of
backtesting requirements. Generally speakirify,the technical requirements in the Basel
framework are not considered controversial, these are wsllited br delegated actsas they

would anyway need implementation monitoring.

1.3 Conclusion

Building onthe EBA) éxperienceand bearingin mind thelegislative process taome the EBA
consides that a better balance betweel®vell andLevel2 legislationould be achieved in the
revised CRR. This would entailge technical parts of international standardsrmmplemented
via delegated legislatigrthus allowinghe political process to focus on the overall design of the
framework, such as the possibilitiessembedmore proportionality in the existing framework.

EBA recommendation for a higher reliance on delegated legislation in the implementatiol
the SACCR and the FRTB frameworks

Considering the novelty of the S2CR and the FRTB frameworks, s$titk substantial complex
and unsolved issues under discussion in Baaed the expected upcoming implementatic
challenges, the EBA recommentisatt in order to allow for flexible implementatianlarge
technical parts of these international standards slibbe implemented via delegated legislatit
using delegated acts or flexibly formulated RTS mandates, so as to allow the EBA tckegf]
changesin regulationin a timely fashiorthat, if left unaddressed, would threaten the prude
implementation neeeéd and consistency in the application of regulation in the EU.

In accordance witlthe EBAregulation, RTS mandates would only be limited to the technical
of the new frameworks, without implying strategic decisions or policy choices.
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TheCfAto assist the Commission in the implementation of the@2ZR requests the EBA to gather
information on the use of the currerdpproaches applied under the SA framewagk the SM,
the MtM method and the OEM and to assess the impact of introducitige SACCR in the EU.

The following sectioffirst provides an overview dECRRW/4A as a share of credit risk Rwand
total RWA. It then highlights the approaches currently used@gRurposes in the EU, including
the OEM. Then, based dhe available dataa specific threshold for small derivative business is
assessed for a reduced sample of smaller institutions. Finally, the impact of mowirgS&CCR

is assessed. Ake SACCR will impact not only tHeCRramework, but also the large exposures
and the leverage ratio frameworks, impact figures are providetiere available not only in
terms of RWA, but also in terms of exposure value.

2.1 Overviav of CCRRWAS

COREP data provides very limited informatinrrelation to CCRCCRinformation is currently
reported as part of credit risk data and appears to be both insufficiently granular and difficult to
disentangle.

Regarding CCR exposure value, no information is available on the methodology used to compute

the exposure value.€. the MtM method, the OEM the SM the IMM). The aggregated exposure

value for derivatives is reported @OREP ieither the CRSA template or the GRRB1 template,

depending on whether the counterparty is subject to SA or IRB under the credit risk framework.

This exposure valus given in Colum@10 of the CFBA template and Colun®20 of the CRRB1

template €2 f dzYy WhNAIAYlf SELR&dZNBE LINBE O2yBSNBAZY ¥
{SGdtSYSyil ¢NIyalOiA2yaQ o diNE R & (AWheriNd®we T N Y
SFTs anderivative transactions are netted and reported jointly.

Smilarly, with regardto CCROFR, no information came immediately identified or used. Rather,

it has to be reconstructed based on the different COREP templRi&'gs for CCRare available in

Columm 220 of the CFSA template and in Colun#60 of IRBAnd IRBF sutbemplates of the CR

IRBM G SYLJX I (S -wéighed exposire Smodnddfter SMEdzLILI2Z NI Ay 3 FI Ol 2 NDO

In the EBA sampf€on reference date31December 2015, 1hanks repored a nonzero
SELR &dz2NB G t dzS Ay NR NP ROXH VinSaiginkdydaidiclz295(c) NP 4 &

12 contractual cross product netting agreement igfided in Articlei THOHPO 2F GKS [/ ww & | Yo |
agreement between an institution and a counterparty which creates a single legal obligation (based on netting of

covered transactions) covering all bilateral master agreements and transachefonging to different product
OF{iS32NASa GKFEG FNB AyOfdzRSR gAUGKAY GKS FINBSYSyidiQs 6KSN
transactions included in Annélx(i.e. excluding credit derivatives).

¥ The EBA sample consists of &iguropean banks that the EBA receives COREP and FINREP reports from. Currently,

the sample size is 193 banks.
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of the CRRonly banks that have been granted IMM approval are allowed to treat contraCaill
agreements as riskeducing* The tdaal RWAT 2 NJ / / w NBLI2NISR Ay NR§
t NERdzOG DbSGGAYIQ O2NNBaLRyYyRSHE COR foderNaivds/ dhd 13
contractual Cross Product Nettifig

In aggregate, for the EBA sample, the RWoA CCR (SFTs included) repres05% of the total
RW5As (as shown on Figurd0), while CVA risk represents 2.32%.

In the following,CCRuwillt unless indicated otherwigeonly refer to derivative transactions and
transactions included in contractu@PNagreements. RWastemming from SFTare disregarded.

211 Ratioof CCR RWg%o credit risk RWA

CCR is far from being negligible for some basé&genbanks of the EBA sample have thajarity
of their credit risk RWAdue to CCRthe ratio of CCR RV¢A0 gedit RWAs ishigher than 50%).
Among thosesevenbanks,two banks have a ratio greater than 70%. Thesgenbanks are all

concentrated in one Member State (UK). However, in general, this ratio is below 5% for most

banks of the sample, as shownthe table below.

Fgure 1.TheEBA sample Distribution ofthe ratio of CCR RWAo credit risk RWA

Distribution ofthe ratio of CCR RW&o0 aedit risk
RW4

Min 0.00%

25% percentile 0.39%

Median 1.68%

75% percentile 4.35%

Max 81.64%

Regarding the sample 4f094 smaller banks, C@HR (derivatives and crogwoduct, excluding
SFTsgouldonly be retrieved for a subsample 0013 banks.

14According to the same article, CAs shall report to the EBA a list of the contractual CPN agreements approved.
1y vy2dzyia NB L2 NICBrivactual Crose M2 Re®@ Yb SGiAy3IQ KI ¢S 0SSy O2y
y I

YFAyfe FTNRBY RSNAGI(GA@®SAE YR GKSNBFT2NBX | RRSR {2
the exposure values or OFRs for derivative transactionshaajightly overestimated.
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Figure 2. Smaller banksSubsample of D13 banks Distribution ofthe ratio of CCR RWs%0
credit risk RWA

Distribution ofthe ratio of CCR RWs4o aedit risk

RWA
Min 0.00%
25% percentile 0.00%
Median 0.00%
75% percentile 0.02%
Max 27.73%

2.1.2 Ratioof CCR and CVA R\ total RWAs

Asthe SACCR will impact both CCR (SFTs excluded) an®@ERAthe proportion of impacted
OFR can be assessed using the ratidCCR+CVA R\t total RWA.

Figure 3TheEBA sample Distribution ofthe ratio of CCR+CVA R\&#A total RWA

Distribution ofthe ratio of CCR+CVA R\&/#o total

RWA
Min 0.00%
25% percentile 0.85%
Median 2.17%
75% percentile 5.28%
Max 55.75%

Figure 4. Smaller banksSubsample of 013 banks; Distribution ofthe ratio of CCR+CVA RWA
to total RWA

Distribution ofthe ratio of CCR+CVA R\&/to tal

RWA
Min 0.00%
25% percentile 0.00%
Median 0.01%
75% percentile 0.06%
Max 18.21%
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2.1.3 Breakdown by business model

Figure 5TheEBA sample Average othe ratio of CCR RWs&o credit risk RWAandthe ratio of
CCR+CVA Rwha total RWA

Banks Averageratio Averageratio
CCR/CREDIT CCR+CVA/TOTAL
Auto & cons. 5 2.64% 3.11%
CCP 2 3.66% 8.08%
Caooperatives 15 6.88% 6.46%
Custodian inst. 3 0.92% 1.41%
Div. no retail dep. 14 0.02% 0.05%
Local Universal 52 0.02% 4.37%
Mrtg. & Build.Soc 13 10.97% 12.19%
Othertaking retail dep 2 0.05% 0.19%
Other no retail dep. 8 1.78% 1.95%
Passthrough 1 30.86% 42.52%
Savings 10 0.94% 1.30%
Sec. trading house 4 5.94% 5.63%
Univ. Cros8order 33 4.64% 4.49%
Unclassified 31 9.92% 8.12%
TOTAL 193 5.55% 5.55%

Figure 6. Smaller banksSubsample of 013 banks; Average othe ratio of CCR RW&o credit
risk RwWAandthe ratio of CCR+CVA RWté total RWA

Banks Averageratio Averageratio

CCR/CREDIT CCR+CVA/TOTAL
Auto & cons. 16 0.04% 0.06%
CCP 0 - -
Caooperatives 505 0.26% 0.28%
Custodian inst. 3 0.60% 0.42%
Div. no retail dep. 3 0.13% 0.33%
Local Universal 210 0.22% 0.29%
Mrtg. & Build.Soc. 26 0.19% 0.56%
Othertaking retail dep 28 0.82% 1.38%
Other no retail dep. 12 0.38% 0.64%
Pasgthrough 0 - -
Savings 144 0.13% 0.16%
Sec. trading house 6 0.88% 0.35%
Univ. Cros$8order 13 0.43% 0.31%
Unclassified 47 0.19% 0.34%
TOTAL 1013 0.25% 0.31%
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2.2 Use of the existing approaches

Four methods are available in the CRR to compute the exposure value of derivative transactions:
the MtM method, the OEM, the SM and the IMM accordancewith Article273(1), institutions

are allowed to use those methods in combination on a permanenshaishin a group, but not at
anindividual level.

221 M

Considering the limited information in COREP on the methoddlemped to compute the
exposure value, CAs were asked to provide the number of institutions in their jurisdiction that are
using theSMset out in Article276 of the CRR.

Based on the information provided by Meember States’only 2banks in Member States
seem to be using th&M Assuming the method is not usedthe remaining Member States, the
SMdoes not appear to be significantlsed in the EU and the impact i removal should be
limited.

222 OEM

Only institutions that are eligible for the derogation for smaB businessin accordance with
Article94 of the CRR are allowed to apply the OEM. Despite the lackoomition in COREP, a
proxy of the number of institutions using the OEM can be obtained based on:

A The leverage ratio COREP template, which includes a cellef@rage ratioexposures
computed using the OEM

A The CVA risk COREP template, which includes the CVA risk computed usatigrtiaive
method based on the OEM set out in ArtiB5 of the CRR.

In the EBA sampléiye institutions fromfour jurisdictions® reported a nonzero OEM exposure in
the leverage ratio COREP template. None of these firms regariCVA risk charge based on the
aternative method for CVA risk. Only one bank (UK) reggbat nonzero CVA risk charge based
on the OEM. This bank reped zero for the corresponding cell of the leverage ratio COREP
template.

8rhe MtMmethod, the OEM, the SM ahe IMM.
1 AT, BE, BG, CZ, DE, DK, EL, ES, FI, FR, HR, LT, PT, SE, SI, UK
18 AT,IT, LU and PT.
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In the sample of D94 smaller bank¥ 63 bank& reported a nonzero OEM exposure in the
leverage ratio COREP template. Among those banks, only one bank (EQdrapartrzero CVA
risk chargebased on the OEM.

Figure7. Smaller banks using the OENSample of D94 banks; Breakdown by business model

Auto & cons. 0
CCP 0
Caooperatives 30
Custodian inst. 0
Div. no retail dep. 1
Local Universal 12
Mrtg. & Build.Soc. 1
Othertaking retail dep 1
Other no retail dep. 0
Pasghrough 0
Savings 15
Sec. trading house 0
Univ. Cros$3order 0
Unclassified 3
TOTAL 63

In Sectiorb.2.8 of the CVA report published on B&bruary 2015, the EBA already noted that,

according to information provided by Member States, ofiye EU banks were using the

alternative method based on the OEM for CVA risk. As a result, the EBA recommeéndgalicy
Recommendation 18 WNB Y 2 @ A t¢riativd &pproathfof Articl885 of the CRRinstitutions

using theOEM) as the approach is applied by very few institutions across the EU and its outputs

do not reflect CVA risks in a sufficiently #sl 5y a A 0 A @S 6+ 8Qd Ly LINI OGAOSSZ
have decided to move to th8Afor CVA risk based on the recommendatioade by the EBA in

the CVA report.

Based on the extraction 62OREE 45.00.a; Leverage ratio templa@CAswere requested to
count institutions for which Columd30 Row050 (OEM) is different from zero. A naaro
number would in principle mean thatat least one institution within the scope of consolidation of
the institution uses the OEM. In the subsample obtained after the previous §tégwere
requested to keep only institutions for which Colu®30 Row040 (MtM method) is zero or

¥ This is the sample of small banks for which the EBA received the data from CAs.
2047 DE, 2ES, 1 FR, 11T, 1LV, 4 PT, 2RO, 1.5, 4 UK
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blank. This igxpected to remove institutions that use a combinatiortted MtM method andthe
OEM atthe group levef* thus limiting doublecounting of institutions.

Twentyonemembers provided answers as shown in the figure below.

Figure8. Number of institutiongising the OEM in the EU

Member State Total OEM
HR 26
LV 1
HU 3
DK 0
LT 0
Ccz 0
BE 1
LU 27
Sl 1
BG 0
AT 176
IE 0
FR 5
UK 8
PT 2
EL 0
ES 4
EE 0
DE 117
IT 1
SE 0
TOTAL 372

The following impact figures are based on the data used fordlkierageratio report, which is

taken from a Basel QIS exercise. As the purpose of the Basel QIS was not t€@sbessather

the leverage ratio, data is necessarily limited. In particular, only exposure values are available, not
OFR.

L accordance with Articl273(1) of the CRR, institutions are, in principle, not allowed to use a combination of
F LILINR F OKS& | ( InstituBlonsSyay aséd & cdmBimatdn e rdéthods eet in Section8 to 6 on a
permanent basis within a group. A single institution shall not use in combination the methods set out in Sdoti®ns
on a permanent basis but shall be permitted to use in combination methods set out in SgéetiwhS wherone of the
methods is used for the cases set out in ArR82(612
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On a sample of 246 bankk5 banks provided exposure value figures for both the OEM and the
MtM method (replacement cost anBFEadd-on) that are acceptable from a data quality point of
view. Generally, the OEM is more conservative than the MtM methiael the ratio of the OEM

to the MtM methodis greater than 1.

Figure9. Distribution ofthe ratio of OEM to MtM exposure values

Distribution ofthe ratio of OEMto MtM exposure values

Min 19%

25% percentile 89%

Median 234%

75% percentile 320%

Max 1016%
2.2.3 IMM

Based on COREP, 20 institutions in the EBA sample hadzzirmdDFRfor CVA risk based on the
advanced method for CVA as of December 2015. This includes institutions from AT (1), BE (1), DK
(1), FI (1), FR (3), DE (2)2)T L (1), SE (1) and UK (7).

2.3 Assessment of a threshold for small derivative business

The use of the OEM is currentbnly possible for institutions having a smalB business,
regardless of the relative size of their derivative business in thiBibusiness However,in
principle the use of a simplifie€CRramework should be linked to the size of the derivative
business only.

Two different threshold are therefore considered herethe sum of derivative assets and
liabilities held for tradingthresholdl) and the sum of derivate assets and liabilities held for
trading or used under hedge accounting (thresh®)dThe ratio of tle respectivahreshold value
to total assets is then computed.

Due to a limited number of institutions providing exploitable FINREP data, espetiadiyg
smaller banks, the following analysis relies on the FINREP information from 134 banks out of the
1094-bank sample.
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Figure 10. Breakdown of banks by threshold values for small derivative business

. Ratio below Ratio below Ratio below

Thresholdl (derivative only) Sample 5% 10% 15%
<EURS m 93 93 93 93
> EUR m and €URLOm 7 7 7 7
>EUROmM and <€URROm 10 9 10 10
>EUROmM and <cURBOM 8 8 8 8
> EUROmM and <€EURL50m 8 7 7 7
> EURS50mM and
<EUR300m 8 6 ! !
>EUR300m 0 0 0 0

. Ratiobelow Ratio below Ratio below
Threshol® (incl. hedge acc) Sample 50 10% 15%
<EUR_BmM 83 83 83 83
> EURB M and <€EURLOm 11 11 11 11
>EUROmM and <EURROmM 10 8 9 9
>EUROmM and <€cURBOM 9 9 9 9
> EURBOmM and <EURL50m 7 6 6 6
> EURS50m and
<EUR300m 9 ! 8 8
>EUR300m 5 5 5 5

Fourbanks out of those 134 banks are usthg OEM. Among thos®ur banks,three banks are
included in the 110 bark(thresholdl) or 104 banks (threshol) below EUR20 m, with almost
all banks with a ratio below 5% of total assets.

The vast majority of banks in the sample show a sum of derivative assets and liabilities held for
trading belowEUR20 m, regardless of the threshold definitipmvith only a few banks using the
OEM at present. Therefore, a threshold level BIR20m would most probably expand the
number of banks permitted to use the OEM for proportionality reasons.

Whereas banks areurrently required to be eligibldor the derogation for smallBbusiness in
order to use the OEM, the definition of a threshold for smaliicative business would make this
condition irrelevant. Nonetheless, consistency would still have to be maintained between
thresholds, both in terms of definition (i.e. use of market value for derivatives instead of notional
value and level (i.e. the sntladerivative business threshold should be lower than the sim&ll
business one), although the threshold for small derivative business would have to consider all
derivative instrumentsregardless of whether they are in thiéBor the nontrading book (excet
derivatives used for credit risk mitigation). A threshold valu&EbiR20m would be consistent

with the proposedEURS0 m contemplated for small Bbusiness.
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Finally, based on the information above, a relative threshold expressed in terms of tot#d ass
does not seem to be strictly required. Only two banks in the above sample would exceed a 5%
threshold. For simplicity, it could therefore be proposed to rely on an absolute threshold only,
even if the present analysis is based on a relatively limigeadpse of banks.

The OEM, including recalibrated adds for consistency witlthe SACCR, would be made
available as an option for banks below the small derivative busthesshold.

2.4 Assessment of the impact tie SACCR

24.1 BCBS Basdl monitoring exercise

The following impact assessment is performed based on the data submitted by EU institutions to
the BCBS for the purposes of the BaHefmonitoring exercis& This QIS exercise covered the
impact of the revisions of the C@Rmework, which igelevant for the purposes of assessing the
impact of the SACCR®

For the purposes of this sectipwe usethe Basel naming convention tie WEMXo refer to
what the CRR caltke WItM methodQAll values are reported in EUR wiighit 1. It should alsde
clarified that, for the purposes of the below analydise IRB approacland the proposals for
amendmentgo credit riskby the BCBS for the SA are not considered. The fodastsad on the
introduction of the SACCR for the calculation of the exquwe to transactions subject to CCR,
which will be an input for the calculation of RWAs under the relevant SA and/or IRB approach.

It is noted that the SACCR will apply to OTC derivatives, exchdraged derivatives and long
settlement transactions, butot to SFT&" therefore, this section does nadiirectly cover this last
type of transaction. Nevertheless, some results presented basedon banks using the IMM for
CCR and also Cross Product Netting, for those banks that have received prior approvhlefro
CAto estimate their exposure to CCR using the IMM.

The followingtable exhibits(per country the number of banks that repoetl current exposures
different from zero on their derivative transactions. In addition, only one institution reported a
non-zero exposure to derivatives and SFTs under Cross Product Netting.

“please refer tahttp://www.bis.org/bcbs/qis/index.htm particularly to the ad hoc monitoring exercise associated
with the template available underhttp://www.bis.org/bcbs/gis/biiiimplmoniwb__adhocex_may16.xland to the
instructions available undérttp://www.bis.org/bcbs/gis/biiiimplmoninstr _adhocex_aprl6.pdf

z Please refer to the BCBS-SBR standards, available undép://www.bis.org/publ/bcbs279.pdf

24 SFTs arelefined in Basel as transactions such as repurchase agreements, reverse repurchase agreements, security
lending and borrowing and margin lending transactions, where the value of the transactions depends on the market
valuation and the transactions are oftesubject to margin agreements.
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Figure 1. Number of banks reporting nexero exposures in deritige transactions

Number ofbanks reporting Number ofbanks reporting Number ofbanks reporting

exposure in derivative exposure in derivative exposure in derivatives
Country transactions currently transactions currently and $Ts under CPN unde!
underthe CEM/SM underthe IMM the IMM
AT 1
BE 2
DE 29 2
DK 3
ES 5
FR 4 2
GB 9 3
GR 4
IT 10 1
MT 1
NL 12 1
NO 6
PL 3
SE 7 2 1
Total 96 11 1

2.4.2 Exposures under the CEM tire SM for CCR

Nineteen banks that did provide exposure values for their derivative transactions utider

CEM/SM did not provide exposure vadder those derivative transactions recalculated under the
SACCRTherefore they were not considered as part of this secti@s it was not possible to

analyse the relative impact of the introduction of the-S&R with respect tthe CEM/SM. In

addition, nine banks presenting exposws@nder the CEM/SMilsoreported exposure under the

IMM.% The followingtables exhibit the distribli A 2y 2F o6l y14Q SELRadzNBa G2
under the CEM/SM, as well as the RWAs arising from them, @ad propose their impacts

following the implementation of the SECR.

% Since the focus is on the impact of the-SBR with respect to the CEM/SM, all impacted exposures under the
CEM/SM are assessed to better understand the effect. Exposures under the IMM are not considered as part of this
section.
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Figure 2. Impact of moving fronthe CEM tothe SACCR for exposuresirrently underthe CEM

in terms of exposure value

Exposure value for
derivative transactiors
currently under CEM/SM

Exposure value for
derivative transactiors
currently under the
CEM/SM, recalculated

Ratio B/A (the ratio is
computed at bank level)

) under the SACCR (B)
# banks 77 77 77
Min 594645 832503 62%
25% percentile 203968000 325038000 100%
50% percentile 598086753 823780050 127%
75% percentile 2377619620 4295534811 148%
Max 91499207219 128680531587 281%

Figure B. Impact of moving fronthe CEM tothe SACCR for exposures currently undiee CEM
in terms of CCR RWA

RWAs for derivative

RWAs for derivative transactiors currently Ratio B/A (the ratio is
transactiors currently under the CEM/SM, ted at bank level
underthe CEM/SM (A) recalculated under the S~ compPuted atban evel)

CCR (B)
# banks 77 77 77
Min 297323 416252 61%
25% percentile 75675000 97014700 100%
50% percentile 281620047 414862397 140%
75%percentile 1196823763 2028524767 157%
Max 29728882561 46283335885 453%

The variables reported in the tablssould be read independentljrom each other, and values appearing in the same
row shouldnot be associatetvith the same reportindpank.

From the tables abovyét is possible to see thgbn averaggthe introduction ofthe SACCR would
raise the exposure value for derivative transacti@md this, in turn, would be reflected in the
RWAs arising from those exposurd¥ith regardto the increase in exposure, for the bank
representing the median of the considered sample, the implementation of thR€ SR leagito a
27% increase in its exposure for derivative transactions.

The table below reports the share of exposures for derivatiamdactions currently under the
CEM/SMrecalculated under the SBCR and for whichthe SA orthe IRB approach to credit risk
are applied out of the total exposurefor derivative transactions currently under the CEM/SM
recalculated under the SECR. It isgssible to see that most exposures are covered by the SA to
credit risk for the purposes of calculating RWAs (for exan§leout of 77 banks calculate RWAs
with the SA to credit risk for more than 82% of their CCR expssuirderivative transactions
under the CEM/SM). Nonethelessany banks alsase thelRB approach to calculate RWAs for
CCR exposures undie CEM/SM.
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Figure 4. Share of derivative exposures undee SA orthe IRB approach to credit risk

Share of exposures for derivative
transactionscurrently underthe CEM/SM

Share of exposures for derivative
transactions currently undethe CEM/SM
recalculated under the S&ACR, and for recalculated under the S&ACR, and for
which SA to credit risk is applied, out of  which IRB to credit risk is applied, out of
total exposures for derivative transactions total exposures for derivative transactions
currently underthe CEM/SM recalculated currently underthe CEM/SM recalculated
under the SACCR under the SACAR

# banks 77 77

Min 0% 0%

25% percentile 15% 0%
50% percentile 82% 18%
75% percentile 100% 85%
Max 100% 100%

The variables reported in this tab#ould be read independentlyrom each other, and values appearing in the same
row shouldnot be associatedvith the same reporting bank.

2.4.3 Banks with exposures both under the CEM/SM atieé IMM

In this sectionwe analyse the aggregated impact due to the introductiothefSACCR for banks

that apply boththe CEM/SM andhe IMM approaches for calculating their exposure value for
transactions subject to CCR. We consider exposures for derivatives and CPN, but not SFTs. The
sample in this case consistsrifie banks.

Figure B. Overall impact of moving frothe CEM tothe SACQR for banks using botthe CEM
and the IMM in terms of exposure value

Exposure value for
derivative transactiors
currently under boththe
CEM/SM andhe IMM
(CPN included), aftethe
SACCR has replaced the

Exposure value for
derivative transactiors
currently under boththe

CEM/SM andhe IMM

(CPN included) (A)

Ratio B/A (the ratio is
computed at bank level)

CEM/SM(B)
# banks 9 9 9
Min 8792685815 9014611215 99%
25% percentile 21545797109 21378955156 103%
50% percentile 53721581635 53721581635 105%
75% percentile 77692878981 81305891043 115%
Max 116252244720 153433569089 132%
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Figure B. Overall impact of moving frorthe CEM tothe SACCR for banks using bate CEM
and the IMM in terms of RWA

RWAs for derivative

RWAs for derivative transactions currently
transactiors currently under boththe CEM/SM Ratio B/A (the ratio is
under boththe CEM/SM andthe IMM (CPN ted at bankevel
andthe IMM (CPN included), afterthe SACCR computed at bankevel)
included) (A) has replaced the CEM/SM
(B)
# banks 9 9 9
Min 1322319842 1414096640 98%
25% percentile 7800023813 7668998672 103%
50% percentile 24991406302 25784786239 107%
75% percentile 29804617750 32242715277 121%
Max 39694626764 56249080089 142%

Only banks that reported both CCR exposures in derivatives uhée€CEM/SM andhe IMM (CPN included) are
considered in the tables. The variables reported in the taBlesuld be read independentlfrom each other, and
values appearing in the same r@hauld not be associategvith the same reporting bank.

The tables above showthat, for banks applying bibiln CEM/SM andhe IMM to calculate their
exposure for derivative transactions, the implementationtbé SACCR for their transactions
under the CEM/SM is not expected to materially affect their current total exposure and
associatedRW/A for their derivatives under CCR (although some banks see an increase from their
current levels). In addition, as the impact of the introductioritef SACCR onlgffects exposures
subject tothe CEM/SM and not IMM exposures, the effectttoé SACCR is diluted depending on

the relative quantity of exposures undéne IMM. It should finally be notedhat this is avery
limited sample (i.enine banks), which mayaise questiors overthe reliability of conclusions
drawn from this result.

2.5 Remaining issues and operational burden regarding the
implementation ofthe SACCR; Industry feedback

The EBA received some feedback from the indif$twhich is presented in this ston. It should

be noted that the EBA does not necessarily support the arguments and conclusions provided by
the industry. ISDA/AFME comments broadly relate to the calibratioth@fSACCR, as well as
guestion the consistency ¢iie SACCR with the moreecent SBA approach under the FRTB.

251 Calibration ofthe SAQCR

According to industry comments, the calibration of the alpha factor was performed based on ISDA
documents established more than $8ars ago. ISDA/AFME believe that the resuksr® longer

28| SDA/AFME
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representative. A recalibration ahe alphafactor should be performed and, as a resutie CRR
provisions should be amended to reflect a lower alfdztor for both the IMM and the SECR.

The SACCR allows excess collateral to reduce the BF& certain extent The reduction is
obtained via the application of a multiplier to the PFE component and is floored at 5% of the PFE.
Against the backdrop of the genesaiion of IM, however, lte use of the exponential multiplier
provided inthe SACCR seems tonly lead to a marginal reduction of the PFE. This punitive
treatment of IM according to the industrywould justify a recalibration ahe SACCRreflecting

better overcollaterakation and negative MtM.

25.2 Consistency with the FRTB SBA

ISDA/AFME also questidn a number of fieldsthe consistency of policy choices maddhie SA
CCR and the SBA approach under the FRTB.

No diversification benefit is currently recoged inthe SACCR across interest rate derivative
hedging sets (or acro$sXderivative hedging sets), since the add for interest rate derivatives is
obtainedby following a simplesummation of hedging set level adas. The industry argues that
for the sake of consistency with the FREBme diversification benefit should be recosgd
across hedging sets well

Among other issues, the indugtpoints out that, whereas institutions are free to use their own
internal model deltas in the reviseMKR framework subject to approval bZAs supervisory
deltas are required to be used the SACCR. The use of the supervisory deltas set othtarsA

CCR is considered an additional burden in a context where trades have to be valued using internal
valuation models and own deltas under the FRTB. In addition, supervisory deltas seem to be
operationally complex to implement attrade level for certairproducts such as caps and floors.

The industry also highlights the recent evolution in interest rate markedsling to the pricing of
financial instrumentsin negative rate environment, for which supervisory deltas were not
designed. Overall, the industreiterates its support for using own internal deltas in line vtita

FRTB requirements.

2.6 Conclusion

The analysis shows that, while being extremely significant for the largest EU l20kss
generally less relevant for smaller institutions. Wherdas sum of CCR and CVA R\W&presens
more than 50% of total RWs4or one EU institutionthe medianratio is 2.17% for larger EU banks
(the EBA sample) and 0.01% for smaller EU bankall(banks sample).
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This diversity is also reflected in the approashesed fortCCRWhereas the IMM is more widely
usedin the EUthan in any other jurisdiction (20 institutions from 10 Member States have been
granted permission to use the IMM), the OEM is stlbstantiallyapplied by smalsized (or
mediumsized) instititions across the EU, with at least 372 institutions from 13 Member States
using it.As expected,ite SMappears to be applied bynly two banks in the EU, thus confirming
the relatively marginal impact of removing the MtM method appears to be the most widely
used method in the EU.

Thelarge numberof institutions still using the OEM f&CRseems to advocatéor keeping the
OEM in the framework, at least f@ CRthe OEM seemito be less significantly used for CVAYisk
This should not be an isspas the OEM generally appedosbe more conservative than the MtM
method. In addition, the MtM method could also be kept in the framework for smaller banks that
currently use itNaturally,in the revised frameworkthe OEMandthe MtM methodmay have to

be recalibrated to ensure thdhey remain more conservative than tHeACCR.

Currently, the use of the OEM is possible only for institutions with a drB&llisiness, regardless
of the relative size of their derivative busineisstheir TB business. In principle, the use of a
simplified CCRramework should be linked to the size of the derivative business only, regardless
of whether they are in theTB or the nontrading book. This is why, based on the analysis
conducted in the report, it is proposed t@move the current requirement to have a smaB
businessto be able to use the OEM andhstead to define a threshold for small derivative
businessthat is consistentwith the threshold for smallfB businessin terms of definition and
level. A threshold level dUR20m for the sum of the absoluté&Vof long and short positions in
derivative instrumentds considerecappropriate as an option for ingtitions willing to use the
OEMor the MtM method. However, lased on the analysig relative threshold expressed in
terms of total assets does not seambe strictly required.

EBA recommendatioon a threshold for small derivative business

The EBA recomends introducing a threshold for small derivative business, below w
institutions are allowed to use a simple, conservative approach for the computatiGCBfapital
requirements (which could include the use of the current OEM MtM method subject to
appropriate recalibratioh In any case, the EBA considers that institutions below the thres
should not be exempt from capital requirements.

Instead ofusingnotional values the EBA recommends$at the thresholdshould be definedn

terms 2 ¥ GKS adzy 2F GKS lFoaz2tdziS YIFIN] SO oI

positions in derivative instruments included in bothT®and nontrading book. The computatiol
of the threshold would be a mandatory fiefor all institutions in CORE

For consistency reasons, the threshold for small derivative business should be lower th
threshold for smallTBbusiness and could be establishedEdaiR20m, as evidenced in the report.
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In reaction to the absence of COREP reportinghe threstold computation for institutions with

a smallTBbusiness and considering the difficulty immediately and accuratelgssessinghe
approaches used by institutions fQICRthe EBA also recommends clarifying and expanding the
reporting of CCR exposure was and RWs\ as well as including a COREP templad¢ provides

the detail of the computation of the new proportionality threshold.

EBA recommendation on COREP proportionality monitoring

In light of the issues raised by the analysis conducted in the report and for the purpo:
monitoring the additional proportionality granted in the framework, the EBA recommends
inclusion of:

A One or more CCR COREP templates giving an overvigwstiifitionsQCCR, including
exposures to central counterparties and the method(s) used to compute CCR exposure
and corresponding RWA

A COREP cells/templateroviding (where relevan} the detaik of the computation of the
different proportionaity thresholds included in legislation and links with broa
corresponding accounting categories

The EBA, therefore, recommends that the legal basis for the EBA to design or revise
templates is kept in the CRR and that sufficient time is alloiwgaerform this task. Considerin
the need to update COREP in order to reflect the implementatiaie@BSACCR and the FRTB
deadline of2 years should be set, excluding the time needed by the Commission to adopt the
templates.

Finally, the aalysis shows thate introduction ofthe SACCR wouldkad for the median bank,
to an increasef 27% inthe exposure valuand of 40% in RW#&for CCRThe effect seems to be
more diluted for banks using a combination of the IMM and M8 method, which show a
median increase of 5% in exposure value and 7% inRW@wever, these figures do not take
into account the potential application of a floor of the IMM basedtba SACCR. Similarlyhe
SACCR will not only impact theFR for CCR, but algbe CVA risk, the leverage ratio and the
large exposures regime, whose impacts have not been consi@earedrt ofthis report.
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On 18April, the EBA receivaaiCfAfrom the Commissioffor the purposes of revising th@eFRgor
MKRas part of the CRR review. The CfA is structured arthentbllowing sections:

The firstsection has two partsHrst, there isan overview of EU trading instruments and current

market capital charges; as requested in the mandate, the information has bistered by
SdZNAARAOGA2Y |YRK2NJ 08 AyadAlddziaAz2yaQ RAFFSNBy
report as a template). Second, the report provides an assessment of the current derogation of
smallTBbusinessand alternative definitions/thesholds.

The secondsection provides an assessment of the impact of the new FRTBeolMA and
standardised banks, with particular focus on the assessment of the ratio of thdMawo the
new SA

The thirdsection provides an assessment of the impafcthe new SA.
The fourthsection deals with the implementation of STS securitisations.

The fifthsection show the main interpretational issues that banks and supervisors have spotted
to date.

With regard to thefourth section, taking into account ongoing work by the BCBS, the Commission
requested the EBA to provide an assessment of the need for adjustments and specific proposals
to adapt general FRTB securitisations capital chargeSTGecuritisations.

The FRTB textcludes,inits WA YL SYSy Gl A2y | yaR expMigityfefeteBebldoy 3 Q & ¢
the introduction of the treatment folISTGsecuritisations in the newlKRframework It notes the
following foronce this work had been concluded:

We¢KS /2YYAGGSS y2i0Sa GKFG AG Kla dzyRSNyl & &asSo
impact on the market risk capital requirements. In November 2015, the Committee issued a
proposal for incorporating criteria for simple, transparent, and comparaldergisations into the

Basel capital frameworlkAny final treatments in this regard will apply to both the banking book

and the trading book and, thus, market risk capital standards for securitisgdions

On 11July, the BCBS finally published trevisionsto the securitsation framework, which
incorporates STC criteria (equivalent to the EU STS).

Given thetimeline in BCBS for finalg this framework, as well as the challengiieadline forthe
EBA toprovike aNB a L2 yaS G2 (KS it ha®d WMoY bednapbsaifleQtdondict ana
analysison the implementation of BCsecuritisations. This section is therefore left out of the
report.
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Neverthelessthe EBAsupports the STCeriteria as published and, provided they are integrated
into the FRTBramework, considers that the STC/STS framework should be adopted in the EU

Data used for the analysis provided in tHest section of the CfA

In order to providean overview of EU trading instruments and current capital charges and to
assess the curré derogation, the EBA has based its analysis on information collected from
COREP and FINRBé&th from the sample of 193 large institutions for which the EBA alréady

this information the EBA sampledndfrom a sample of small firms provided by CAsdl banks
samplg. Obviously, the institutionthat are neither big enough to be in the EBA group nor small
enoughto be in the small bardksample are not represented in this analysis.

The EBA requested CAs to submit relevant COREP and FINREP temptatese fmstitutions
that had less tharEURS00m in FV assets and liabilitiemcluding derivatives but excluding the
AfS portfolio. The intention was to have relevant informatiororderto provide an overview of
trading activities for small firms antb be able to assess the derogation for small trading
portfolios.

For a large part of the data requested, FINREP figures were very limited or not available at all. The
reason for this is the transposition of FINREP in Adiglef the CRR. Thiarticle sets outthe
requirement that banks currently usg national GAAP reportinghould also submit FINREP
information. However, his requirementis to be transposed over a number of years and is far
from being implemented in all jurisdictionsThus,while someCAs managed to map FINREP
figures to comparable GAAP reporting, many argued thatdbigd notbe done in a meaningful

way, especially within the given deadline for this report. The implication of this is that only a
subsample of the full population ofuEbpean banks below the threshotif EURS00m has been

used for the analysis in this repdutith some jurisdictions better represented than othgrs

Due to the issues described above with attaining sufficient and fully hasedriata, the
different analysis sections in this report will be based on different sample sizes. The table below
shows the overall number of bankas well afrom which jurisdictions the EBA received FINREP
and COREP data. However, the actual sample size used in differemofptuis report will vary
depending on the information requirements. Detailed information on the different sample sizes
used will be disclosed under each analysis section.

Figure . COREP, FINREP and business model data available for aaalgsisumber of
jurisdictions that participated in the analysis

#0fbanks n EBA sample # 0 banks in Smll banks sample

COREP 193 il
FINREP 14 3
Business Mode classficaion 164 103
Jurstictons AT,BE, BG, HR, CY, CZ, DK, EE, FI,FR, DE, EL, HU IE, I7, LV, LT, LU, M, NL,NO, PL, PT, RO, BKT SEEBCSEAURE, DK, ES, FR, HR,HU, IT, LT, LV, NL, PT; R(
ridicionsin the EU notepresented |Non CY, EE, FIEL, IE, LU, MT,NO, PL, SK
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In the end, following several rounds of data submission, the EBA rec@iveotal) data from

1153 banks representing 19 jurisdictions. After cleaning the ,Hatee sample was reduced to

1 105 banksstill representing all 19 jurisdictions. For most of these banks, CAs managed to assign
a business model. This was done on a {edfirts basis and should be interpreted with cautidn.
addition, while all reporting figures are subject to validation silgnd monitoring by CAs with
additional data checks conducted by the EBA, a certain degree of uncertainty must be accepted
when drawing upon the data for conclusioftiie to the data issues described abjhve

Analysis ofMKRactivities in the EU

The call fo advice required an analysis of the size and compositiavikiRactivities, which seem

to be linked with instruments included in thER Since it iscurrently not possible to obtain
AYVF2NXYIGAZ2Y OFNRY G(KS tieBnstaidntd ike@oMKRagtivitles/od G A ( dzi A
the instrumentsincluded in theTB the EBA decided to rely on FINRERountingdata in many

casesn orderto assess the size and compositionMiKRactivities as well as the derogation for
smallTBbusiness®

In principle,all instruments in thelBshould be booked at FV and changes in their value should go

through P&L. Accordingly, the EBA ugasl a starting pointli K S W Cdssétklighlities held

F2NJ 0N RAYy3Q lassetshiabilitiés ddsignatédl QRVYhroygDR&IX g KSy | aaSaa.
the threshold to be applied for the derogation of small trading busifigs®wever, additional

threshold definitions have also been assessed in order to give a mmalistic picture. The

description of the different threshold®IFA YA GA2ya OFyYy 0©06S FT2dzyR Ay (KS
Section 1ofthe CfAAA 4 S&aaYSyid 2F GKS RSNRIIFGAZY F2N) avl ff

In addition, for the analysis of the size and compositioMéfR activities, the EBA decided to
expand the FV inatments to cover S positions as well. While these generally are in the BB and
in most caseghe intention of the firm would not be directly linked to what institutions label as
market activities (moreAssetand Liability Committee ALCQ portfolio management) the EBA
believes that due to its potential effect on capital (subject to the existence/phasing out of
prudential filter§* and due to the fact that eventual accounting changes might eliminatetitis
portfolio should also be considered as parttbis analysigalthough it was not included for the
assessment of the derogatipn

%" Some banks were discarded due to flaws in their reporting figures while other banks proved to bethbove
threshold of EURBOOm, rendering them not suitable for the analysis.

% The EBA is aware that relying on FINB&Rwill entail thatin some caseBV instruments included ithe analysisof

TBbusiness will in fadbe located irthe BB

2 Although generdy i KS OF (S32NE WKSER F2NJ GNI RAY3IQ &K2dA FRtB2 Ay OARS
is not always the case. The EBA has considéwnad possibilities: (iXthat any instruments whose change in value is

reflected directly in P&L should be computed YR 6 AA 0 GKIFG 2yté AyadNdzySyda Ay (K
includedwhen assessindhe threshold.

30 In December 2013, the EBA provided advice to the Commission on these issues:
http://www.eba.europa.eu/docunents/10180/604534/EBMp-201303+Technical+advice+on+treatment+of+unrealised+gains.pdf
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3.1 First part ofthe first section of the Cf4 Overview of EU
trading instruments and current market capital charges

The frst part ofthe first section of the CfA mandatequeststhe EBA to provide an overview of
EU trading instruments and curreMKRcapital requirements for credit institutions, including an
overview of the size and compositidKRactivities as well as of the associatddKR capital
requirements in the B as of todayThe EBA i®questedto cluster the information by jurisdiction
I YRK2NJ 608 AyalAaddzZiaAzyaQ RAFTFSNBYy(G odzaAySaa Y2R!

3.1.1 The analysis of FV instruments

As mentioned previously, for the analysis presented in this document, the EBA assessed two
groups of financial institutions:

A Large firmsg The EBA has available FINREP data from 164 EU ha@ksBA sample)This
sample includes large/medium institutions that comprise a large proportion of the financial
system in eaciMemberSate;

A Small firmsg The EBA has receivgttom CA} information for 1105 small banks (i.e. those
that have less thanEURS00m in FV assetexcluding AS portfolios small banks)However,
the majority of these institutions are not required to report FINBRERccordingly data from
only 274 of these small banks could be used for this analysis.

Large banks show a relative symmetry between assets/liabilities held for trading (36% vs 30%)
and designated at FV througl&P (6% vs 7%lperivativesused for hedge accounting are roughly

2% of the total FV instrumentwhile the AS portfolio represents a significant part (17%) of total

FV instruments.

For small firmsthe AS portfolio becomes the overwhelming portion of total FV assets
accountingfor up to 82% of total FV instruments. The proportion of assets/liabilities held for
trading is much smaller than for the large firms and shtegs symmetry in terms of size (6% vs
3%) The same thing could be said about the assets/liabilities designated éhrough BL (1% vs

3%). The derivatives used for hedge accounting are slightly larger than in the case of large firms
(2-3% of the total).

31 Only a few CAs managed to map a few (but not all) FINREP figures to national GAAP.
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Figurel8. Composition oFVinstrumentsc The EBA sample
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b. Relative importance of FV instruments in relation to total assets

If we assess the relative importance of FV instruments in termthefbalancesheet, we can
observe that they are significantly more relevant for large firms, where they accourd1fo of

the assets (out of which a bit more than 8% comes from th® portfolio) and 20% of the
liabilities For small firmsthey represent close to 15% of the assets and less than 1% of liabilities;
of course it is worth noting again that the key faae is the relevance of thef8 portfolio for
small banks, where it represents nearly 14% of total assets (vs 8% for large firms). \tighaid
portfolio, the rest ofthe FV assets and liabilities for small firms barely reach 1% of the total
balance sket.

Figure D. Relative importance of FV instrumemt$heEBA sample

Relative importance of FV instruments - EBA sample
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Figure 4. Relative importance of FV instrumemtSmall banks
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C. Type of FV instruments

In terms of type of instruments, it is remarkable that nearly half (46%) of thedtWimentsare
concentrated inderivatives for the EBA sample, wehthis percentage is 9%or small firms For

these small bank€EQ(7% vs 9%) and specially debt securities (79% vs 24%) are more significant
than for large firms, while the rest dhe instruments (bans, short positions, deposits, debt
securities issued and other financial liabilities) are more relevant for large firms than for small
banks (approximately 26% vs 5%)

Figure 2. Type ofFVinstruments¢ TheEBA sample

Type of fair value instruments - EBA sample
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d. Type of instruments by accounting category

Regarding the type of instruments held by category, on the assetlaige banks use derivatives
far more for trading than for hedging purposes @8%) For small firmsthis proportion is les
pronounced (60vs40%); in any case, it may be worth remembering the limited importance of
derivatives for small banks. Debt securit@s most of the AS portfolio for large firms, while the
vast majority ofEQ debt andioans at FV are in thef@portfolio for small firms

Figure 2. Asset instruments held by accounting categoheEBA sample

Asset instruments held by accounting category - EBA sample
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Figure 3. Asset instruments held by accounting catego8mall banks
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On the liability side, a similar pattern to the one described before carolimerved for the
derivatives all short positions are in both groups in the Held for tradingxategory, while the
majority of deposits and debt securities issued are in the FV option category for largedrahks
all of them are under the FV optidor smdl firms. Finally, a majority of other financial liabilities
are in theWddd for tradingrategory.

Figure 3. Liability instruments held by accounting categQifheEBA sample
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Figure Z. Liability instruments held by accounting categgiSmall banks

Liability instruments held by accounting category - small banks
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e. Accounting hierarchy

Regarding the accounting hierarchy, it can be observed that small firms tend to have a greater
proportion of their portfolios inLevell instruments (particuldy for assets held for trading and
designated at FV through&R) with he exception of liabilities designated at FV throudil An

both cases, the vast majority of derivatives used for hedging are ihehel2 category, though

the proportion ofLevel 3 is greaterfor derivatives a the liability sidgbetween 8band 15%).

Figure28. FV hierarchy by accounting categqryheEBA sample
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Figure29. FV hierarchy by accounting categqr§mall banks
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If we analyse the same hierarchy by type of instrument, we observe that small firms also tend to

have a greater proportion alerivatives inLevel3 and, remarkably=Qswhere the proportion of
Level3 is greater than 50%compared to11% for large firmg. This is consistent with a
significantly higher proportion dEQclassified as & for small banks (96% vs 28%hichsuggess
that most of theseEQpositions are not listed. On the liability side, thercentageof deposits in
Level3 is also significantly higher for small firms (38% vs 4%).

Figure ®. FV hierarchy by type of instrumeQiThe EBA sample
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Figure 3. FV hierargy by type of instrumeng, Small banks
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f. Analysis by country and business model

If we take a look at the relative importance of FV instruments per accounting classification and
country, we can observe that DK is the most prominent jurisdiction for langesmall firms. This

is due to the specifics of the local covered bond/mortgage markéth a large amount of
perfectly matching assets and liabilities treated under the FV option. LU, NO and SE also tend to
present a similar pattern, though clearly red pronounced as DK.

Looking at the EBA sampl¢ can be observed that FV assets are far more relevant for some
jurisdictions(apart from the DK case mentioned previoysin particular, UK, FI and DE are above

60% of total assets, with FR, NO andd@Bwing by importancely’ | RRAGA2Y | WaeayYyYs
size of FV assets and liabilities held for trading can generally be observed for these large
jurisdictions, with the £5 portfolio having some relevance for larger countries, evoit others

such & BG, CY, CZ, HR, HU, IE, LV, MT, PL, PT, RO, SthantfSportfolio represents more

than 50% of total FV instruments.

Regarding the sample of small firms, the limited data available shbat the AS portfolio
representsan overwhelming majority oFV instruments (with the exception of DK).

Figure 2. Relative importance of FV instruments per accounting classification and cauniry
EBA sample

Relative importance of FV instruments per accounting classification and Country - EBA sample
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Figure 3. Relative importance of FV instruments by accounting classification and cauatrll
banks

Relative importance of FV instruments by accounting clasification and jurisdiction - small banks
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% of Financial liabilities held for trading % of liabilities designated at fair value through P&L m % of Derivatives — Hedge accounting

If we do a similar analysis to the previous arsingtype of instrumenfwe can observe that as
expected the FV assets/liabilities in the case of DK correspontbéams anddebt securities

issued from the covered bond and mortgage local market. Again, LU, NO and SE also tend to
present a similar pattern, though clearly not as pronounced as DK.

For the jurisdictions that showed greater weight of FV positions for their larg&sba can be

observed that the market value of derivatives (both on the asset and liabilitg)stdenprise the

majority of the FV instruments. Debt securities would be the next relevant type of instrument for

firms in these jurisdictionswhere FV asde are particularly relevant; howeveim the other

countries where FV has significantly less weight (such as BG, CY, CZ, HR, HU, IE, LV, MT, PL, PT, RO,
Sl and SKylebt instruments represent the large majority of the total FV instruments.

Regarding theamnple of small firms, the limited data available sksdivat the debt instruments
represent the overwhelming majority of FV instruments (with the exception of DK).
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Figure 3. Relative importance of FV instruments per type of instrument and couniriyge EBA
sample

Relative importance of FV instruments per type of instrument and Country - EBA sample
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Figure 3. Relative importance of FV instruments per type of instrument and count®nall
banks

Relative importance of FV instrument per type of instrument and Country - small firms
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Considering firms bgheir prominentbusinessmodels, S  OF y 2 0 ®SINNA-SR AlyKs (K 240z& S
the most salient onefor large institutions however, for small institutionsthe result is the

opposite (though the sample feur banksin both casesso the data could be biased). Mortgage

and building societies are the next relevant group for large firms but, again, this is rather the
opposite wren we look at small institutions. Likewise, the most relevant sygfebusiness model

F2NJ avYl Otier nd fetdivo@pQ B0 WIS NI (1 A B&EUE A U § R ridf aong the

type of large institutios holding significant positions in FV instrunterAssetsliabilities held for

trading are the most prominent type of accounting portfolio for large firms, euiS dominates

the FV portfolicfor small institutions.

Figure B. Relative importance of FV instruments per accounting classification amkbasnodel
¢ TheEBA sample

Relative importance of FV instruments per accounting classification and business model - EBA sample
100%
0%
80%
0%
60%
50%
A0%
0%
20%
10%
0%
Auto & cons. Co-operatives Custodien inst. | Div. no retail dep. Local Universal |Mrtg. & Build.Soc. Other no retail Other taking retail Savings Sec. trading house|  Unclassified Univ. Cross-
dep. dep. Border
m % of Assets held for trading m % of Asséts at Fv through PRL % of AFS Assets m % of Derivatives assets Hedge accounting
= % of Liabilities Held for Trading m % of Liabilities at FV through P&L m % Derivatives liability Hedge accounting

Figure 3. Relative importance of FV instruments per accounting classificatiobusidess model
¢ Small banks

Relative importance of FV instruments per accounting classification and business model - small banks
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Like in previous analyses, for the EBA sample of bam&kanarket value of derivative®i both

the asset andliability sides) generally comprises the majority of the FV instrumentsDebt

securities would be the next relevant type of instrument for large firidi2 6 S@SNE T2 NJ
operativesQ > W/ dEstiDZRAWHG KS NI .2 WBIIK SN (RESILA WER BT O €
institutions, the debt instrument becomes the main type of FV. Regarding small institutions, debt
instruments represent the vast majority of the total FV instruments; the only exception would be

Wec NI RAYI K2dzASaQo

Figure38. Relative importaoe of FV instruments by type of instrument and business modéle
EBAsample

Relative importance of FV instruments by type of instrument and business model
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Figure39. Relative importance of FV instruments by type of instrument and business model
Small banks

Relative importance of FV instruments by type of instr and busil model - small banks
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3.1.2 Analysis of market RW#\

While theprevioussection makes use of accounting data (FINREP) when andli§isiRgctivities

in the EU, this section supplements this analysis by looking at exposure data (COREP) in terms of
RWA amounts. The samples used for the analysis are the 193 banks in the EBA sample
representing large banks in the EU and thE0b banks in the small banks sample covering banks
below the threshold oEURS00m.

a. Overall composition of RVA

Looking at the overall composition MKR it showsthat, for the EBA sampl&IKR(SA and IMA)
including CVA amounts to approximately 8.5% of total RWvAile CCR RVWAre just above 6%.
For thesmall banks sampleMKRincluding CVA amounts to just below 2% of total RWMot
surprisingly, for both samples, credit risk is the main type of risk exppdollowed by
operational risk MKRRW/s clearlyconstitute a larger part of total RVé4or the EBA sample than
for the small banks sample. This is not surprisiasthe size oIMKRexposure relative to total risk
exposure generdlincreases with thaize of the bank.

Figure 4. Overall composition of RVE4 TheEBA sample

Overall composition of RWA - EBA sample

CVA

Market Risk (SA)
2.63%

Market Risk (IMA)
3.54%

Other Risk
0.90%
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Figure 4. Overall composition of RVE€4 Small banks

Overall composition of RWA - Small banks
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Market 0.38%
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When dustering the information by business modele seethatt for the EBA sampf& the

types of banks with the highest relative share of market R\WWiAd the largest dispersion are

generally those with @Pocal Univers§l Wirtg. & Build.SoQor Wniv. Cros$ordeQbusiness

model. For the smallbankssain = G KS Yl 22NA (& 27F 0 lopdraiveR NB | f f
W20t | YAGSNEIf QX WhIiKSN y2s NBiik A ¥h REEIQY 2 YRS
showing the greatest dispersion.

Figure 2. Sattering of market RWa\as a percentage of total RWAy type of business model
TheEBA sample

By type of business model; scattering of market RWA as a percentage of total RWA
- EBA sample
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Figure 8. Sattering of market RW&\as a percentage of total RWAy type of business model
Small banks

By type of business model; scattering of market RWA as a percentage of total RWA - Small banks
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%2The EBA banks that calculate OFRs using an IMA will generally also capiaftsénashare of risk exposures using
the SA (i.e. they use a combination of approaches). Accordingly, in the figure displaying the scattering of market RWAs/
total RWAs, many banks will be represented by two data points: one for the IMA and one fd.the S
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Looking at the interquatrtile distribution for the EBA sample see tlat the ratio of market RW&\

to total RWA is below 10% up until the third quartile (i.e. including 75% of the bafutsall
odzaAySaa Y2RSt & SEOQS$ddking 8 tthé MeliNit séeins tNa Bahks i thek S LID Q
W{SO® (NIRAY3IA Kk i&highedtaradtigf 2 & 2 ¥ SRS 08 W/ dzad 2 RA
Wl @GAYy3aQaod [ 221 AY 3,we dee & ritd of inifket RVELdtay RS below Y LI S

4% for all business models up until the third quartile. Looking at the mediaeems that banks

iy GGKS WhiKSN gazaNPsaat YRBEY ,aR2p2a&B &aIKWSADD
RSLI®PQ -2 YIRNIWI RFSa Qo

Figure 4. Interquartile distribution of market RWs&elative to total RWA by type of business
model¢ TheEBA sample

EBA sample Minimum First quartile [Median quartile |Third quartile |Maximum
Auto & cons. 0.659 1.559 1.589 4.179 4.749
CCP 0.04%- - - 11.929
Co-operatives 0.009 0.069 0.179 2.459 18.089
Custodian inst. 0.89%- 4.75%- 15.709
Div. no retail dep. 0.009 0.209 1.059 3.789 19.739
Local Universal 0.009 0.299 1.449 4.719 39.729
Mrtg. & Build.Soc. 0.009 0.929 2.669 5.429 25.149
Other no retail dep. 0.009 0.089 0.749 11.419 38.119
Other taking retail dep. 0.00%- - - 0.579
Pass-through 0.00%- - - -

Savings 0.009 0.629 1.649 2.259 2.969
Sec. trading house 0.009 3.429 6.779 9.839 12.369
Univ. cross-border 0.009 0.279 2.679 5.379 58.679
Unclassified 0.009 0.569 1.819 4.599 39.059

Figure &. Interquartile distribution of market RW&Xelative to total RWA by type of business
model¢ Small banks

Small banks sample Minimum First quartile |Median quartile  [Third quartile [Maximum
Auto & cons. 0.009 0.009 0.009 0.009 5.68%
CCP 1.20%- - - 2.869
Co-operatives 0.009 0.559 0.939 1.579 48.289
Custodian inst. 0.00%- 0.00%- 2.389
Div. no retail dep. 0.13%- 1.06%- 2.359
Local Universal 0.009 0.009 0.009 0.629 21.999
Mrtg. & build. soc. 0.009 0.009 0.009 0.009 1.139
Other no retail dep 0.009 0.269 1.239 3.729 63.699
Other taking retail dep 0.009 0.069 0.369 1.769 8.769
Savings 0.009 0.449 0.789 1.489 9.709
Sec. trading house 0.009 0.009 0.009 0.039 2.309
Univ. cross-border 0.009 0.329 0.819 2.029 9.619
Unclassified 0.009 0.009 0.009 0.049 56.979

64



RESPONSE TO EUROPEAN a L { { L h b THE SACR AND BHE FRTB

EUROPEAN
BANKING

AUTHORITY

C. Market RWArrelative to total RWADby different jurisdictiors

When dustering the information by jurisdictigrwe seethatt for the EBA sampfé& the banks

with the highest market RWskelative to total RWAand the largest dispersion are located within

the UK followed by DE, DK, FR, IT and SE. Regarding small banks, it is difficult to see any clear
pattern. Some jurisdictiomdisplay larger dispersiagnbut these jurisdictions are also those that
submitted the most bank data. It is therefore more likely that submissions by these jurisdictions
include a few outliers that would also have been there for other jurisdictions had they submitted
more data.

Figure 4. Sattering of market RW&\as a percentage of total RWAy jurisdiction¢ The EBA
sample

By jurisdiction; scattering of market RWA as a percentage of total RWA - EBA sample

AT

BG MR Y  CZ DK

FI FR DE  EL HU IE

® SA: Market RWA / Total RWA

T LV LT LU MT N

® IMA: Market RWA / Total RWA

sl

ES

10% - - .
- - - - . | =®

5% - - - |3 - |a - - - .
. |- . H : s
o | : A A P - . - ol Lo |2
o =e | . . . | ds ol |t e : ., e |2 | BN - e
0% | 8a | Ba | oa % |ea |20 |®a | 8a |Sa |8 |8a |%0 | o |22 |22 |80 | 0 |2 |aa |8a el [®a |2a o8 |.. B2 |20 L.

Figure Z. Sattering of market RW&as a percentage of total RWAwy jurisdictiorg Small banks

By jurisdiction; scattering of market RAW as a percentage of total RWA - Small banks
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% The EBA banks that calculate OFRs using an IMA will generally also capitalise a certain share of risk exposures using
the SA (i.e. they use a combination of approaches). Accordingly, in the figure displaying the scattering of market
RWAs/total RWAsnany banks will be represented by two data points: one for the IMA and one for the SA.
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Looking at the interquartile distribution for the EBAmple we see that the jurisdictions showing
the highest ratio of market RWsAto total RWA are the UK, DK and DE whilen most
jurisdictions the ratio is below 5% up until the third quartile. Looking at the third quartile of the
small banks sampjeve see that DK has the highest ratio (10.09féNowed by HR, NL and ES.
However, for most jurisdictionshe ratio is also below 5%.

Figure48. Interquartile distribution of market R\W&elative to total RWA by jurisdictiong The
EBA sample

EBA sample Minimum First quartile |Median quartilgThird quartile Maximum

AT 0.009 0.609 1.199 2.909 4.179
BE 0.009 1.999 2.729 3.669 4.379
BG 0.10%- 0.11%- 0.989
HR 0.57%- 3.47%- 3.659
CY 0.009 0.039 0.159 3.179 11.929
(o¥4 1.17%- 4.34%- 5.059
DK 8.66% 8.909 10.469 12.219 13.069
EE 0.00%- 0.24%- 0.619
Fl 0.049 0.709 2.219 5.079 9.769
FR 0.009 0.009 1.829 3.779 36.33Y
DE 0.009 0.419 4.839 7.549 38.119
EL 0.599 1.939 2.679 3.859 6.509
HU 1.399 1.489 1.939 3.529 7.019
1E 0.009 0.049 0.78Y 0.809 1.719
T 0.059 1.429 1.679 3.989 10.279
LV 0.27%- 0.62%- 4.719
LT 1.219%- 1.88%- 2.329
LU 0.009 0.009 0.019 1.029 4.959
MT 0.009 0.009 0.009 0.019 0.179
NL 0.009 0.389 1.569 1.759 3.009
NO 0.00%- 0.96%- 1.409
PL 0.69%- 1.75%- 3.279
PT 0.009 1.459 2.159 3.209 4.719
RO 0.38%- 1.10%- 15.709
SK 0.51%- 0.66%%- 1.499
SI 0.00%- 1.31%- 1.739
ES 0.009 0.009 0.449 0.939 4.759
SE 0.009 2.169 2.769 4.719 8.87Y
UK 0.009 1.279 13.199 26.09Y 58.679

Figure49. Interquartile distribution of market RW&Yelative to total RWA by jurisdictiorg Small
banks

Small banks sample Minimum First quartile |Median quartile Third quartile |Maximum

AT 1.199 1.199 1.19Y 1.199 1.199
BE 0.009 0.009 0.009 0.009 0.009
BG 0.009 0.089 0.689 1.879 9.049
Ccz 0.009 0.009 0.009 0.599 48.28Y
DE 0.009 0.579 1.00Y 1.729 63.699
DK 5.18Y 7.219 8.549 10.099 12.779
ES 0.009 1.029 2.04Y 3.06Y 4.089
FR 0.009 0.009 0.009 0.009 2.03Y
HR 0.579 4.959 5.519 8.38Y 9.729
HU 1.81%- - - 1.889
IT 0.009 0.009 0.119 1.569 12.779
LT 0.00Y 0.119 1.079 2.219 2.859
LV 0.009 0.279 0.899 3.09Y 11.399
NL 0.009 1.389 2.38Y 3.43Y 7.029
PT 0.009 0.009 0.009 0.009 56.979
RO 0.009 0.009 0.33¢ 0.629 3.78Y
SE 0.009 0.009 0.009 0.219 7.97Y
SI 0.009 0.009 0.039 0.269 1.069
UK 0.009 0.009 0.009 0.299 22.539
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d. Market RWA relative to total RWAby type of approach

When gattering banks by market R\WAver total RWA, we see that, for the EBA sample, banks

on the SAhave an average ratio of 3.2% while banks that use a combination ddAlaad the

IMA have an average ratio of 8%. This is as expeasdMA banks generally hava greater
number of RW/A from TB activities. Regarding the small banks sammesee thatall banks use

the SA and that the average ratio is much lower at 1.47% compared to the EBA sample. This is
also according to expectatioas smaller banks usually have less RWwbming from TB activities

and use less sophisticated approaches to manage @aldulate RW# and OFR for these
activities.

Figure B. Sattering of market RW#\as a percentage of total RWAy type ofapproachg The
EBAsample

By type of approach; scattering of market RWA as a percentage of total RWA - EBA sample
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Figure 3. Sattering of market RWgas a percentage of total RWWAy type of approacly Snall
banks
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e. Overall composition of market RWAnder theSA

Looking at the composition of market R@Mnder theSAfor the EBA sampjave see that SR and

GR of TBilclearly are the greatest risk exposurEsnstituting 46% and 30% respectively out of

the total RWA). EQ SR is the third largest risk expoguigh 999, followed by EQ GR of 6%. Thus,

forthe EBAsampld G A& Of SFNJ GKIG LRaixAdAz2y NRa|l o06KAOK
the TB is very significant and far greater than FX and commodity risk

Looking at the small banks samplee see that the composition of market R\&/& very different

from the EBA sample. For small banks, FX is clearly the greatest risk exposstiéuting 79% of

total RWA. Items on the balance sheet subject to F3k stem, in most casesfrom the BB.
Accordingly, the relatig large size of FX RWA4vould predictablybe due in many casesto

these smaller institutionSBB activities and not because these banks have great FX risk in the TB.
The second largest risk exposure is TDIf@Rwed by TDI SR. The rest of the risk exposures are
very limited constituting only 8% of total RV6AThus, for the small banks samgb®sition risk in

the TB is very limited compared to the EBA sample.

Figure 2. Overall composition of market RW@énder theSA¢ TheEBA sample

Standardised approach: Overall composition of market RWA - EBA sample
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Figure 8. Overall composition of market RWinder theSA¢ Small banks
Standardised approach: Overall composition of market RWA - Small banks
f. Breakdown of market RWsAinder the SAby type of business model

Looking at the composition of market R@/By type of business modelve see thatin most
casesTDI GR and SR are the largest risk exposures for the EBA sample. The exceptions to this are
Biv. no retail defand @ther taking retail dewhere FX is the largest risk exposure. This
picture is well aligned with what we saw earlier when looking at the overall composition of
market RWA for these banks. The chart also displays the number of banks included in each
business model categastion.

Looking at the composition of market R@By type of business model for the small banks
sample we see thatin almost all case$-X is the largesisk exposure. The exceptions to this are
Wniv.Cross. 2 NRSNID S W/ dza (i 2 Rachl YnivergaiEhekeTBIGR 2and BR and FQR
CIW constitute a larger part. Once agaitis picture is well aligned with what we saw earlier
when looking at tke overall composition of market RW#or these banks. The chart also displays
the number of banks included in each business model catsgjam.
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Figure 8. SA Granular breakdown of market RV8Ay type of business modelTheEBA sample

Mrtg. &
Build.soc.

kd of market RWA - EBA sample

| B

- COM
FX
W EQ Non-delta
mEQCIU
- EQ SR
mEQ GR
= TDI Non-delta
=TI Clu
- TDI SR
-TDI GR
Other xakmg Other no Savings

sec. trading | Univ. cross- |1class|1'|ed
retail dep. | retail dep. house

Standardised approach: By type of busi I; granular br

[ | [ ]

80%
70%
60%
50%
40%
30%
20%
10%

0%
Auto & ccp

Custodian |v no retail
LLLLLL Uuurdl ives inst dep.

Local
Universal

Figure B. SA Granular breakdown of market RV8Ay type of business modelSmall banks

Standardised approach: By type of business model; granular breakdown of market RWA - Small banks
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g. Breakdown of market RWsAinder theSAby jurisdiction

Looking at the composition of market R@MBy jurisdiction we see that(in most casesTDI GR

and SRare the largest riskexposure for the EBA sample. Only a few jurisdictions deviate from
this overall picture. In particular, this is the case for Maltdhere banks only have RWA
stemming from Fthis is the primary risk exposure for Croatia, Greece, Hungary and Slovenia as
well. The chart also displays the number of banks included in each jurisdiction.

Looking at the composition of market R@My jurisdiction for the small banks samplee see
that, for approximately half of the jurisdictions, FX is the primary risk whitethe other half TDI

GR and SR are the primary risk exposures. This might seem a bit surpssigghave already
seen that overall FX is by far the greatest risk exposure for this smalles baniple and
therefore, would expect this tobe so for mee jurisdictions as well. However, since Germany is
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the jurisdiction that igthe most well represented in terms difie number of banks (649) and since
these banks almost only have FX risk, this is likely the reason why there is a smaller divergence
between the overall picture and the picture by jurisdiction. Belgium banks do not report any
RW/A subject to OFR even though they in fact have FX exposure (and no other type of
exposure). Accordinglyt can be assumed that these banks apply the de minimis pkem for

FX risk referred to in Articlg51 of the CRR

Figure B. SA Granular breakdown of market R\Why jurisdictionc TheEBA sample
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h. Nondelta risk as percentage tdtal market RWAunder theSA

As could be expectedion-delta risk is limited in size compared to total market RMioh both the

EBA sample and the small banks sample. This is especially the case for the small banks sample
illustrating that these smalbanks have very limited trading in these types of more complex
exposures*

Figure58. SA Nondelta RWA as a percentage of total market R@WATheEBA sample

Standardised approach: Non-delta RWA as a percentage of total market RWA - EBA sample

TDI & EQ Non-delta RWA
2.54%

Figure59. SA Nondelta RWA as a percentage of total market RW@ASnall banks

Standardised approach: Non-delta RWA part of total market RWA - Small banks

TDI & EQ Non-delta risk
0.08%

*Not all nondelta risk will show up in COREP reparsed to conduct the analysis. This is especially the case for the EBA ;sample
where many nordelta risks will beneasured by the IMA and thus not show up under the standard®ath\s Additionally,some non
delta risk will be lost in the reporting of TDI GR when applying corrextiidine modified duration of debt instruments.
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I. Breakdownof market RWADby type of exposure under thélA

Regarding banks usintbe IMA, we see thatSvaR constitutes the most significant share of total

RWA at 53%. This is followed by VaR (24%), IRC (20%) and CTP (3%). Looking at the average,
median and maxum in terms of the absolute size of RWsAstemming from the different
components of the IMAit is implied that there is a significant variation between banks within the

EBA sample.

Figure ®. IMA: Overall composition of RVé4 TheEBA sample

Internal model approach: Overall composition of RWA - EBA sample

Figure &. IMA: Absolute size of RVédy type ofapproach¢ TheEBA sample

Internal model approach: Absolut size of RWA by type of approach - EBA sample
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Summary

As may be expectedhe size of FV instruments is far more important for large firmstheEBA
sample) than for small banks. In termstbé balancesheet, FV instruments for 81EBA sample
account for 31% of assets and 20% of liabilitretsile they represent less than 15% of assets and
1% of liabilitiegor small banks

Regarding portfolio composition, it is remarkable thatr small firmsthe AFS portfolio becomes

an overwhdming portion of total FV assetaccountingfor up to 82% of total FV instruments.
Although still relevant, the size of thef@\ portfolio (17% of total FV instruments) is far less
important for large firms. In terms of type of instruments, the large bastkscentrate nearly half
(46%) of their FV exposure derivatives, whig this percentage is only 9%r small firms For
these small banksEQ (7% vs 9%) andspecially debt securities (79% vs 24%) are far more
significant than for large firms, while the resttbe instruments (loans, short positions, deposits,
debt securities issued and other financial liabilities) are far more relevant for large firms than fo
small banks (approximately 26% vs 5%).

Consistent with the accounting classification, the importance of market RWAs is far larger for the
EBA sample than for small firm&KR RWAs (SA and IMAncluding CVA, amount to
approximately 8.5% of total RWAg farge firms, wh#é MKRRWAs, including CVA, amount to just
below 2% of total RWA®r small banksAs expected, IMA banks generally show a laspareof

RWAs stemming from TB activities, though a significant pathiefstems from portfolios that
reman under standardised rules.

Regarding the composition of market RWAs under3Ad¢or the EBA samplave see that SR and

GR of TBlare clearly the greatest risk exposuranstituting 46% and 30% respectively out of

the total RVAs. EQ SR is the thirdrbest risk exposur@vith 999, followed by EQ GR of 6%. Thus,

forthe EBAsampld G A& Of SFNJ GKIG LRaAdAz2y NRa|l 06KAOK
the TB is very significant and far greater than FX and commodity risk.

However, for thesmall banks sampleéhe composition ofmarket RWAs is very differentith FX
being the largest risk exposurey far (constituting 79% of total market RWHASThis is also
consistent with the accounting analyswhichshows very limited trading activities for these small
firms. In this regardihe relativdy large size of FX RA would, in most casesbe due to BB
activities and not because these small banks have great FX risk in the TB.

Finally, for banks usindpe IMA, the S/aR capital charge constitutes the most significant share of
total market RWAs of 53%. This would be followed by VaR (24%), IRC (20%) and CTP (3%).
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3.2 Second part ofhe first section of the Cf4 Assessment of the
derogation for small'B

3.21 Introduction

The TB derogation is applicable for debt d&@positions only (in the TB). FX and commaodities are
not subject to this general derogation. In other words, it is a derogation for position risk, not for
MKRas such. Position risk is regulated in Art826 d the CRR:

We¢ KS A BHdnifiindsiragBingment for position risk shall be the sum of the own funds
requirements for the general and specific risk of its positions in debt and equity instruments.
Securitisation positions in the trading book shalllbdB5 I § SR | & RSo6 G Ay aidNHzYySy

The scope of position risk is the same as the scop@&Bori.e. only debt andeQpositions in the
TB are subject tOFR forMKR and, at least partially, there is an alternative treatment under BB
rules FX andccommodity positons are subject tdviIKRregardless of whether they stem from BB
or TB instruments, and there is no alternative treatment for them under BB rules.

It should however, be noted that there is a separate specific derogationAfiticle 351 of the
CRR) for FXsk, while there is no derogation at dbr commodities only the possibility in
Article356 of allowing the calculation of O&Rnnually ONLY for physical commodity stock in
agricultural ancillary businessubject to quite burdensome requirements.

3.2.2 Definition of the thresholds

Considering that the mandate requests an assessment of the adequacy of the current threshold
for the derogation of smallBbusiness stated in Article4 of the CRR, the EBA has focused on the
derogation of the market requirement®r these positions (i.e. excluding FX aminmodities).

The relevant CRR articles on the derogation are includédnexl.

With reference to the current requirements in Articddd of the CRRfour different types of

thresholds have been tested in order to assess both the level and the practical articulation of the
derogation® The four thresholds are defined at an absolute lebet will also be tested relative

to total assets. The differerthresholds are defined with the intention of assessing the extent of
bank€2TB business within the different absolute levels of the derogation with the purpose of
establishing an appropriate level. As already described, the different thresholds asseesed ar

based on FINREP (accounting) figures as a best proxy for the $Bbusiness. Establishing this

proxy was necessary to be able to collect data and conduct the analysis, as there is no

/ hwot KCLbw9t AYF2NNIGA2Y 2y 0l thdirar€gulato® (TBzl f A Y

Bin principle, all instruments in thTBshould be booked at FV and changes in their value should go through P&L
Accordingly i KS 9. ! dza SRX | a I & éstetslialilifed hSEIRA YFRNJI GG RWEHEWE f GA FgS €
assetsliabilities designated aFVthroughP&LQ & KsSegsing the threshold to be applied for the derogation of small

trading portfolios. However, additional threshold definitions have also been assessed in order to give a more
comprehensive picture.
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Accordingly, the type of data used in the analysis does not imply that the EBA recosarend
accounting definition for the threshold.

The first threshold (thresholdl) is defined as the absolute sum of financial assets and liadilitie
held for trading and financial assets and liabilities designatéeV/étroughP&L

The second threshold (threshal] is defined as the absolute sum of financial assets and liabilities
held for trading without financial assets and liabilities designatgeVthrough P&L

The third threshold (threshol@) is defined as the absolute sum of financial assets and liabilities
held for trading without financial assets and liabilities designatele\dhrough P&Lbut excluding
FX ancommaodities derivatives thawould not be considered under the current CRR treatment.

The fourth threshold (threshold) is defined as the absolute sum of notional value of trading
derivatives, financial assets and liabilities held for tradiagd financial assets and liabilities
designated aFVthrough P&Lbut excluding thé=Vof derivative assets and liabilities.

As mentioned, the EBA has assessed the impact of consideripgtbentagesize ofTBbusiness
relative to total assets. To this end, a threshold of 5% over totaltsgas the one established in
Article 94 of the CRRhas been applied.

3.2.3 Sample of participating institutions

As mentioned previousjthe EBA received data for1b3 banks. After cleaning the data, the
number of banks was reduced talD5. However, the size of the samples that are included in the
assessment according to the different thresholds will vary depending on the definition of the
threshold. This is due tabovementioned issues with obtaining sufficient FINREP datawell as
other minor data issue¥ The size of the samples used for the different part of this analysis can
be found in the sections concerning the differetgfinitionsof the thresholds.

The same impact assessment of the derogation, according to the same thiestadined above,

KFra 0SSy WYANNERNBRQ ¥ 2 Ndatlcofitairs oniy $iosl baiks & hateA Y A (1 S F
nonl SN2 LRaAGAZ2Y NREA|lP ¢KS AyliSydaAiazy éla G2 WFA
the derogation® Sorting these banks outedreases the size of the sample significantly and leads

to a higher impact in terms of lost RWfom applying the derogation. This isf course due to

the fact that the limited sample only includes banks with a higher proportion of position risk.

While this analysis contains useful information, the impact figures should be interpreted with

caution due to the following reasons:

% Certain CAs have not been able to attain all data moiiotal assets, notional derivatives, etc.) relevant to the
analysis and certain data points for selected banks/jurisdictions have had to be removed following data checks
conducted by the EBA.

3710 establish the limited sample, all banks that report Ze€pand TDI RWAs have been removed from the full sample.
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A The analysis provides only a worstse scenario in terms of lost R#/for banks that
potentially will be able to apply the deragon depending on the final definition/level of the
threshold,;

A Some of those banks would not be actually applying the derogation,ibutct have no
trading exposures Thus, from a methodological perspectivethey should have been
reintegrated in the aalysis;

A The analysis cannot consider the use of P2l&w capitalise those risks currently not covered
in Pillarl, such ageneralinterestrate in this case.

The full analysis of this limited sample of banks can be found in the astwethis report.

3.2.4 Levels of the threshold assessedRWA loss assumptions

In the analysis of the thresholds, all banks have been bucketed according to five levels
(fEUROmM; > EUROmM and <EURSOmM; > EUROmM and <EURL50m; > EURS50m and
<EUR300m; and > EURBOOmM and <EUR500m) within the overall threshold oEURS00m,
respectively referred to as lew&l, 2, 3, 4 and 5For threshold4, which includeghe notional

value of derivatives, one additional levbht includesall banks abov&UR500m has beeradded

(i.e. leveb).

To assess the potential loss of R¥Wat the application of the derogation might entail, the EBA
has considered the following elements:

A Generalinterestrate ¢ Snce there is no Pillak capital charge in the BB, it has been assumed
that all RWA stemming fromgeneralinterestrate would be lost. Nevertheless, as mentioned
above, it should be noted that these positions are still subject to Rill@quirements that
include risks not captured in Pillay

A Specificinterest rate ¢ Asmay be seen in the table below, Arti@86 of the CRR maps the
capital charges applicable under the Marl&4ifor SRto the treatment applied under the BB
standardised credit risk approach:

Categories SROFR

Debt securitiegshat would receive a
0% riskweight under the SA for 0%
credit risk.

Debt securitieghat would receivea 0.25% (residual term to final maturiymonths or less)
20% or 50% risk weight under tls& 1.00% (residual term to final maturity greater the
for credit riskand other qualifying 6 months and up to and including 24onths)

items as defined in paragraph 1.60% (residual term to maturity exceeding i2#nths)

Debt securitieghat would receivea
100% risk weight under th&Afor 8.00%
credit risk

Debtthat would receivea 150% risk

)
weightunder theSAfor credit risk. 12.00%
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A Accordingly, the EBA has followed the same mapping to determine the comparable BB
charges for the market credit exposures. As can be observed in the table abovsuRWéA
BBruleshae i KS &l YS WS dMKRDERSIE.(f OFBAle inditliedit®y 15).
Theexcepton to this arethose debt securities that would receive 20% or 50% R the
second group of the table) under BB rule#hich always receive more lenient treatment
under market rules For these exposures, an average of the BB BWds used to map the
equivalent requirements

A Generalgpecific EQrisk ¢ Article 133 of the CRRestablishes thaEQpositions are generally
subject to D0% RWA(i.e. 8% OFSR under the BB standardised rulAccordingly, the EBA
has taken the long exposuresk@sreported in COREP as the BB R\At would have been
obtained in case the derogation was applied (i.e. 100% of Edpgxposures)This willalways
imply a loss of RWHAf we compare ito the current market OFsfor SR(8% of longplusshort
positions) andGR(8% of the net position of long minus short positioE€)risks established
respectively imArticles342 and343 of the CRR

A FX andcommodities¢ Theseare not affected by the derogation and so have not been
modified in any way.

3.25 Analysis of the composition of market RV¢andthe impact of the
derogation

In this section the composition of market RWsAand the potential impact of appiyg the
derogation under the different levels of the threshold is analysed based on FINREP and COREP
data submitted by CAfor small banks Once againit should be highlighted thatdue to the
abovementioned data issueshe analysis of the compositiof MKRand the impact of different
definitions and levels of the thresholds will be based on different sample sizes.

The analysis will start by looking at the compositioMifRwithin each level (levsll, 2, 3, 4, 5
and 6% under the different defiitions of thresholds (threshogil, 2, 3 and 4) for the sample of
banks*

Following the analysis of the composition BKR the impact onOFR from applying the
derogation has been assessed for each of the four threshold definitions. When condilnising
analysis, the impact of a relative 5% threshold (absolute value of threshold/total assets) on top of
the absolute level has also been assessed. It is important to note wien looking at the
difference in impact figures from applying the absolutesshold level comparetb applying both

the absolute and the relative threshold level, the sample sizes used for this comparison are not
exactly the same. This is because the data pointtal assets is needed in order to establish the

B The specific WAs indicated in paragraph of thisarticle are applicable to both BB and TB exposures, so they have
not been considered in the analysis.

39 Levels only applies to threshold.

40Asalready mentioned, the annesto this report includes a similar analysis for the limited samples of havtare
banks that report zero position risk or can be assumed to currently apply the derogation (i.e. reporting zero EQ and TDI
RWA) are sorted out
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relative threshall, and this data point was not provided for all banks estaklishnder the
absolute threshold. This comparison wilierefore, not be fully precise, but should nevertheless
provide some useful information. The difference in sample sizes used for theahatyses
(absolute threshold and absolute threshold plus relative threshold) is displayed in the figure
below.

Figure @ Number of banks included under the different threshold definitions

Threshold 1Threshold 2|Threshold 3 |Threshold 4
# of banks in absolute threshold 1105 1105 382 384
# of banks in absolute + relative threshold 997 997 277 281

As described above, the impact in terms of RIMAt is assesskEby applying a relative threshold

level of 5% on top of the absolute threshold. However, in order to also assess the impact in terms
of the number of firms eligible for the derogation (but not in terms of lost RW\bY applying

either a 5% or 10%reshold, this analysis sectiogfinalised by summasang, in table format, the
number of firms eligible to apply the derogation when a relative threshold of 5% and 10%
respectively is applied.

For the purpaose of clarifyonly the most important compadtion and impact charts are included in
the analysis. Additional charts, used for more granular analysis, can be found amriegesto
this report.
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a. Composition of market RWsAInder the different levels of the established
thresholds
Thresholdl

Looking at the sample of banks under threshbjdve see that the analysis is based od(b
banks, with most of them (@05) concentrated under levél (KEUR20m) of the threshold. FX is
the largest risk exposure for all levels of the threshédtlowed by TDI GR and TDI SR. Regarding
threshold leved2 (> EUROmM and <EURSOmM), 3 & EURBROmM and <EURL50m) and 5

(> EURB00mM and <EURB00mM), EQ GR, EQ SR and EQ CIU risk exposures are notable as well.

Figure @. Composition of market RVgAy seécted levels under thresholdl

Breakdown of market RWA by threshold 1 - Small banks
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Threshold2

Looking at the sample of banks under threshdldve see that the analysis is based oAQb
banks with most banks (D20) concentrated under levél of the threshold. Again, for all the
levels except levé, FX is the largest risk exposugenerally followed by TDI GR and TDI SR. For
threshold leves 2, 3 and 5EQ GR, EQ SR and EQ CIU risk exposures are notable as well.

Figure @&. Composition of market RVgAy seécted levels under threshol2

Breakdown of market RWA by threshold 2 - Small banks
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Threshold3

Looking at the sample of banks under thresh®leve see that the analysis is based on 382 banks
with most banks (315) concentrated under letedf the threshold where FiX clearly the largest

exposure. For the other level§DI GR and TDI SR areenial as wellwith TDI GR being the main
risk exposure for level, 4 and 5.

Figure &. Composition of market RVgAy seécted levels under threshold

Breakdown of market RWA by threshold 3 - Small banks
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Looking at the sample of banks under threshéldve see that the analysis is based 834 banks

with most banks (271) concentrated under letadf the threshold. Overall FX, TDI GR and TDI SR
are the main risk exposureput EQ Clgand EQ SR aralso notable. As mentioned earlier,
threshold4 includes an additional levél (> EURS00m), which is due to the inclusion dhe

notional amountof derivativesin the definition of the threshold. For lev&] FX risk is the largest
exposure.

Figure ®. Composition of market RVgAy seécted levels under threshold

Breakdown of market RWA by threshold 4 - Small banks
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b. Impact assessment dQFR for EQand debt positions relative to market RWA
and total RWAfrom applying the different thresholds

Thresholdl

Regarding threshold, we see that banks in lev8lhave the highest impact in terms of lost RWA
relative to total market RW#&from applying the derogation (i.e. using@®approach instead o4
TBapproach toEQpositions). Cumulatively, the impact is averaged out (smoothealvever, it

still peals at level3. For all levels, the impact in terms of lost R¢Wélative to total RVAs is
negligible which is consistent with the assumption that the business model for these small
institutions tends to be primarily focused @&@Bactivities (i.e. have very limited position risk in the
TB). This will be the case for all threshold defbnis and levels.

Figure @. Impact relative to market RV4and total RWA under thresholdl of applying theBB
approach toEQand debt positions

Threshold 1: EQ+TDI RWA lost using BB instead of TB approach - Small banks

20me < and < 50 me 50 me < and < 150 me 150 m€ < and < 300 m< 300 m€ <and < 500 m€
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# RWA lost % of Total RWA M RWA lost % of Market RWA

Figure 68. Cumulative impact relative to market R&/aAnd total RWA under thresholdl of
applying theBBapproach toEQand debt positions

Threshold 1: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks

<20me <s0me <150me <300me = 500me
0% * 0.11% T * -0.14% * 0.19% * 0.20% * 0.20%

10% W 1037%
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H 15.63%

+ RWA lost % of Total RwA W RWA lost % of Market RWA
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Thresholdl relative

The relative threshold implies that banks below the absolute level of the threshold should, at the
same time, not exceed 5% of total assets. Adding an additional relative thresholtieveforet

if anything decrease the number of banks eligidler applyingthe derogation and would, on
average, lead to a lower impact in terms of lost Rf&ven thoughin principle the effect could

be both an increase or a decrease in RMiApending on the actuacomposition ofthe MKRof

the banks that are excludéd

Adding the relative threshold of 5% on top of threshbjadve see that this has a limited impact on

all thresholds levels except for lev&lwhere RWA ost relative to market RW&actually increase
significantly. Out of the full sample of banld8 are above the 5% threshold, meaning that this
relative threshold would imply that 3.31% of the banks would not be able to apply the derogation
even if the absolute level was set at itghest EURBS00m). Cumulativelythe impact of adding

the relative threshold is nomaterial for all levels when compared to the impact figures from
only applying the absolute threshold.

Figure69. Impact relative to market RVéand total RWAunder relative threshold1 of applying
the BBapproach toEQand debt positions

Threshold 1 relative: EQ+TDI RWA lost using BB instead of TB approach - Small banks
20 me < and < 50 me 50.me = and = 150 me 150 me < and < 300 me 300 me < and = 500 me

<z0me
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Figure D. Cumulative impact relative to market R@/@nd total RWAunder relative threshold1
of applying theBBapproach toEQand debt positions

Threshold 1 relative: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks

<20me <50me <150me <300 me <500 me
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Threshold2

Regardinghreshold?2, the impact is limited for levell, 2 and 3 and for all levels on a cumulative

basis. This corresponds well with the analysis conducted eami¢he composition of market
RWAsfor these banks under the different levels of threshald

Figue 71. Impact relative to market RW4and total RWA under threshold2 of applying theBB
approach toEQand debt positions

Threshold 2: EQ+TDI RWA lost using BB instead of TB approach - Small banks
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Figure 2. Cumulative impact relative to market R@/And total RWA under threshol® of
applying theBBapproach toEQand debt positions

Threshold 2: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks
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Threshold2 relative

Looking at the impact of adding an additional relative threshold of 5% on top of thre2haisl

see that this seems to have a limited impact for Iedeland 2 while being more relevant for
levek 3, 4 and 5There are 22 banks that are above the 5% threshold, meaning that this threshold
level would imply that 2.21% of the sample banks would not be able to apply the derogation even
if the absolute level was set at its higheBE{JR500m). Cumulativelythe impact is normaterial

for all levels.

Figure B. Impact relative to market RV¢Aand total RWA under relative threshold2 of applying
the BBapproach toEQand debt positions

Threshold 2 relative: EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20mE 20 m€ < and < 50mE 50m€ < and < 150 m€ 150 m& <and <300 m€ 300 m€ < and < 500 me€
0% *-0:12% T * -040% & 074% [ e * -0.30%

10% W -1029%

W -16.07%
-20%

W -28.63%

-60%

M -66.97%
-70%

# RWA lost % of Total RWA W RWA lost % of Market RWA

Figure 4. Cumulative impact relative to market R@/@nd total RWAunder relative threshold2
of applying theBBapproach toEQand debt positions

Threshold 2 relative: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks

<20meE <50me€ <150 m€ <300 me <500me

0% * 012% + 0.13% + -0.19% * 017% * 0.17%
5%
10% W -1029% B 1077% W -1037% W -11.10%
15% W -15.50%

# RWA lost % of Total RWA M RWA lost % of Market RWA

85



RESPONSE TO EUROREANM a L { { L h b THE S&£ACR AND BHE FRTB
EUROPEAN

BANKING
AUTHORITY

Threshold3

Regarding threshold, the impact is limited for levsll, 2 and 3 but material for leveft and 5. On
a cumulative basjshe impact is also limited.

Figure B. Impact relative to market RWsfand total RWA under threshold3 of applying theBB
approach toEQand debt positions

Threshold 3: EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20me 20 m€ < and < 50 m€ 50meE <and< 150 m€ 150 m€ <and < 300 m€ 300 m€ < and < 500 m€
0% * 0.28% € -0.22% * 043% * 074% * 062%
-10% + B-9:97%
-20% +
W -21.60%
W 24.26%
-30% -+
-40%
-50%
W 54.98%
60% |
-70%
80% W 7891%
+ RWA lost % of Total RWA W RWA lost % of Market RWA

Figure B. Cumulative impact relative to market R&/And total RWA under threshold3 of
applying theBBapproach toEQand debt positions

Threshold 3: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks

<20m€ <50m€ <150 m€ <300 m€ <500 mé€
0% * 028% * 027% * 031% * 036% * 038%
5%
-10% B-9.97%
W -10.94%
W -13.47%
-15%
W 17.10%
W -18.43%

-20% +

-25%

-30% ¢

-35%

-40%

-45%

# RWA lost % of Total RWA ~ BIRWA lost % of Market RWA
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Threshold3 relative

If we look at the impact of adding an additional relative threshold of 5% on top of threShwiel

see that this seems to have a limited impact for Iedebnd 5 while being more significant for
levek2, 3 and 4.There are 18 banks that are above the 5% threshold, meaning that this threshold
level would imply that 6.50% of the sample banks would not be able to apply the derogation even
if the absolute level was set at its higheBE{JR500m). Cumulativelythe impact is normaterial

for all levels.

Figure 7. Impact relative to market RV¢Aand total RWA under relative threshold3 of applying
the BBapproach toEQand debt positions

Threshold 3 relative: EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20mE 20 m€ < and < 50 mE S0mE < and < 150 me 150 m€ <and <300 mE 300 me€ < and < 500 mE
0% 7 *-0:33% T & -0.07% * 045% * 051% * 051%
W -592%

-10% B 9.89%

-20%

30%

_40% | W -38.15%

“S0% 1 B 5182%
-60%

-70%

-80%

-90%

B -93.81%
100%
# RWA lost % of Total RWA W RWA lost % of Market RWA

Figure78. Cumulative impact relative to market R@/@nd total RWAunder relative threshold3
of applying theBBapproach toEQand debt positions

Threshold 3 relative: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks

<20me€ <50me <150 mE <300 M€ <500m€
0% + -0.33% + -030% * -033% * 047% ¥ 037%

10% B 9.89% B 9.69%
W -12.77%
W -16.35%

-30%

-40%

W -72.18%

B80%

# RWA lost % of Total RWA M RWA lost % of Market RWA
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Threshold4

Under threshold4, the impact is limited for levsll, 4 and 6 while being material for the other
three levels. Cumulativelyhe impact decreases from lev@lto level4 and stabiBes around 20%.
As mentioned previously, threshofd includes an additional leveb (EURBOOmM) due to the
substitution ofthe market value of derivatives with the notional value of derivatives in this
threshold definition.

Figure79. Impact relative to market R\V4and total RWA under threshold4 of applying theBB
approach toEQand debt positions

Threshold 4: EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20m€ 20m€ < and < 50 mE 50 m€ < and < 150 m€ 150 m€ <and < 300 m€ 300 m€ <and < 500 m€ 500m€ <
0% 4-0.184% # 1097% # 0589% *-0.080% * 0.435% 0ABE% *
W 3.91%
-10%
|
-20% 17.63%
M -26.59%
-30%
40% W -3927%
-50%
W 56.37%
-60%
[
-70% 68.23%
-80%
* RWA lost % of Total RWA W RWA lost % of Market RWA

Figure 8. Cumulative impact relative to market R&/and total RWA under threshol4 of
applying theBBapproach toEQand debt podions

Threshold 4: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20m€ <50me€ <150 m€ <300me <500 m€ 500 m€ <
0% ¢ -0.14% * 022% * 030% * 023% * 025% 0.38%
5%
-10%
15%
W 19.02% 183
-20%
MW -21.05%
25% -
W -26.59%
-30%
W 2391%
-35%
W -35.94%
-40%
+RWA lost % of Total RWA BWRWA lost % of Market RWA
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Threshold4 relative

If we look at the impact of adding an additional relative threshold of 5% on top of thredhoiel

see that onlybanksin levek 1 to 4 are left. Again, this is because threshélohcludes the notional
value (instead othe market value) of derivativesnaking the 5% threshold (relative to total
assets) a much more restraining factor with regard to the number of banks applfcalapplying

the derogation.There are 66 banks that are above the 5% threshold, meaninghtsathreshold

level would imply that 23.49% of the sample banks would not be able to apply the derogation
even if the absolute level was set at its highestEURBROOmM). This is a significantly higher
proportion of banks compared to the other thresholdghe impact percentages do not change
significantly for the remaining four levels. The same is the case on a cumulative basis.

Figure &. Impact relative to market RVW¢Aand total RWA under relative threshold4 of applying
the BBapproach toEQand debtpositions

Threshold 4 relative: EQ+TDI RWA lost using BB instead of TB approach - Small banks

<20me 20 m€ < and < 50 mE S0 mE < and < 150 me 150 m€ <and < 300 m€

* 0.18% & 114% & 0.49% * -0.08%

-5% W 5.36%

W -29.09%

-35% W 3537%

W 57.08%

* RWA lost % of Total RWA  BERWA lost % of Market RWA

Figure & Cumulative impact relative to market R@/and total RWA under relative threshold4
of applying theBBapproach toEQand debt positions

Threshold 4 relative: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks

20me =50m€ <150 me€ <300 m€

0% * 018% * 026% * -0.30% * 022%

20% | -2016%

W -29.09%

M -36.15% W -35.93%

# RWA lost % of Total RWA  BERWA lost % of Market RWA
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To further illustrate the effect of applying a relative threshadlde following tables show the
impact in terms othe number of banks that are below the ratio of 5% and 10%. From the tables
we see that in terms ofthe number of banks the relative threshold primarily seems to have a

binding effect when applying thresttb4 and mostly for the highdevel banks.

Figure 8. ThresholdL ¢ Impact of relative thresholds in terms tife number of banksapplicable

for the derogation

Threshold 1 # of banks included under each threshold level |Ratio below 5%Ratio below 109
F HNO Ye 922 917 920
Hn Ye f YR f pn Ye 16 11 15
pn Ye f YR f mMpn Ye 33 23 29
mMmpn Ye f YR f onn Ye 16 7 13
onn Ye f FYR f pnn Ye 10 6 9

Figure &. Threshol® ¢ Impact of relative thresholds in terms tife number of bankspplicable

for the derogation

Threshold 2 # of banks included under each threshold level |Ratio below 5%Ratio below 109
F HN Ye 922 918 920
Hn Ye f FYRl f pn Ye 16 11 15
pn Ye f FyRl f mMpn Ye 33 28 31
Mpn Ye ¢ FY|IR f onn Ye 16 12 15
onn Ye f FY|R f pnn Ye 10 6 9

Figure &. Threshol® ¢ Impact of relative thresholds in terms tife number of bankspplicable

for the derogation

Threshold 3 # of banks included under each threshold level [Ratio below 5%Ratio below 109
F HNO Ye 221 223 225
Hn Ye ¢ YR f pn Ye 17 13 16
pn Ye ¢ YR £ wmpn Ye 21 16 19
mpn Ye £ Y[R f onn Ye 8 5 7
onn Ye £ YR £ pnn Ye 4 2 4

Figure &. Threshold! ¢ Impact of relative thresholds in terms tife number of bankapplicable

for the derogation

Threshold 4 # of banks included under each threshold level |Ratio below 5%Ratio below 109
F HNn Ye 202 195 199
Hn Ye f FYRl f pn Ye 10 6 9
pn Ye § FYRl f mMpn Ye 16 7 11
Mpn Ye § Y[R f onn Ye 15 7 11
onn Ye f Y[R £ pnn Ye 6 0 3
b pnn Ye 32 0 0
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Summary

From the analysis of the composition of market RAWAthin the different levels of the four
thresholds we see thatthe overall exposure is FX risk. TDI GR is clearly the second largest risk
exposure andin the case of threshold, even larger than FX risk for several threshold levels. TDI
SR is generally the third largest risk expostioowed by EQ ClUs. While the picture is not
unique, there is a general tendency that other types of risk exposurelée& X risk namely, TDI

GR, TDI SR, EQ GR, EQ SR, TDI ClUs andtHfg«itde more significant as the threshold level

is increased. Clearly, commodity and raglta risk exposures are minimal for all four thresholds
and within all threshold levels. This tonsistent with the previous analysis of the overall
composition of market RW8%or the small banks sampleshere we saw that commodity and nen

delta risks only constituted 1% and 0.08% respectively.

As described, banks eligible for the derogation wousé a BB approach when calculating OFRs.
Applying a BB approadbadsto a partial loss in the OFRs for GR and SR for EQ and TDI position
risks, as the BB approach is more lenient compared to the TB approach. Accordingly, there is a
clearcorrelationbetweenthe density of position market risk RW##hin a given threshold level

and the market RWAs lost from applying the derogation.

The analysis of the impact of the derogation has shéat there is some variation in impact in
terms of lost RWafrom applying the different levels and definitions of the thresheldin this
regard it is important to keep in mind that the number of banks included in the analysis for some
of the higher levels of the thresholds is rather limited, making it more challengirtaw any
certain conclusions. Nevertheless, the overall tendency is a positive correlation between an
increased threshold level and the impact in terms of more lost R\&#wasexpected.

Athreshold level of EUR 50 m seem®twsure that most institutinsfrom the small banksample

are digible to apply the derogatiom fact capturing93% of banks under threshold 95% of
banks under threshol@, 77% of banks under threshd@dand 74% of banks under threshdldAt

this threshold level of EUR 50, thresholdsl, 2 and 3 show that no more than 25% of total
market RWA are lost. On average (cumulativel\fhe loss of market RW&Afor banks below
EURS0m is around 14%with threshold2 showing the lowest loss of 10.94%. ThresHoldads to

a greater Igs of market RW& up to 56.37% Of courseit is important to highlight thatin the

case of the lost RWsXelative to total RWA, the impact is negligible for all threshol@i® most

cases less than 1% This is consistent with the assumption that thesiness model for these
small institutions tends to be primarily focused on BB activities. This assumption was also
confirmed from the analysis of the composition of FV instruments and RWA exposures where, on
an aggregated basis, the small banks have imerged position risk in the TBcompared to the

full RWA stemming from other types of exposuresch asredit and operational ris
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Establishing a relative threshold of 5%n top of the absolute thresho|das currently required in
Article94 of the CRR, leads to a lower loss of RAMAowever, the impact seems to be ron
material for most threshold definitions and levels, threshéldeing the exception. For threshsld

1, 2 and 3the 5% criteron would imply that between 2.21%nd5.5% of the banksra restricted

from applying the derogation. For threshaldthe impact is somewhat higher at 23.498@ing to

the inclusion of notional derivatives in this threshold definition. Thus, if the threshold level is
established aEURS0m, the relative threshld has a neggible effect both in terms lost RVWA
and with regard to the number of banks eligible to apply the derogation for threstigld and 3
while threshold4 seems to be unfit for the purpose.

The analysis was finsdid by looking at the increase the number of banks that would be able to
apply the derogation if, instead of 5%, a relative level of 10% was introduced. While a 10% level
entails that almost all bankis the sample are the eligible to apply the derogatitime impact is

not signifiantly different from applying a 5% threshold.

While threshold2 seems to perform slightly better than threshsitland3 in terms of limiting the

market RWA lost and with regard to increasing the number of banks eligible to apply the
derogation, i is highlightedagain that all these thresholds are based on FINREP figures, which
G6SNBE dzaSR & || 06S8S&id LINRBEeé F2NJolyl1aQ ¢. odaAaAyS
the threshold would be appropriate. Indeedhe EBA proposes to carry on basing the derogation

on the size oFVassets and liabilities subject to position risk. However, at the same time, there is

a clear need for further transparency; accordingly, the EBA recommends that COREP reporting
templatesshould be expanded to include relevant reporting for banks that apply, or intend to

apply, the derogation. At a minimuyrthis would entail more information on the actual mapping
0SG6SSyYy olyl1aQ GNIRAYy3I AyaildNHzySy ingpeldspédives. Ol A DA (i

Therefore, based on the analysis conducted in this repoet EBA considers that a threshold level
of EURS0Om is appropriateThis level introduces greater proportionality by enabling more banks
with small TB business to apply the dgation whilst at the same timdéimiting the impact in
terms of lost RW#A

“LThe relative threshold implies thdtanks below tk absolute level of the thresholdhould, at the same timenot
exceed 5%vertotal assets. Thus, when applying the 5% criteria in the analyssuld be expected that fewer banks
would be eligibled apply the derogation and that, on average, the impact in terms of [é&ARvould be lower(even
though, in principle the effect could be both an increase or a decreaseWARdepending on the actual composition of
MKRof the banks that are excludgd
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3.3 Second sction of the CfA; Impact of the new framework

3.3.1 Introduction

According to the CfA mandate, this section assesses the capital impact that the introduction of
the FRTB willikely have on EU institutions. In addition, the EBA was requested to provide an
estimate of the ratio of the new standardised to internal models capital requirements for
different types of trading activities or business models ,andight of this, asseswhether any
calibration adjustment is needed when implementing the new framework. Tdmenilssionalso
requested that the impact analysis included an impact of the framework on manké&ing
activities and, subsequently, on market liquidity.

The EBA assawment has been based on data coming framo wide QIS exercises coordinated at
Basel level. It is worth noting that these two QIS exercises cover all the regulatory changes
introduced by Basdll/CRDV, so they are not focused on the FRTB as.duevertheless some
specific elements of thenarket framework are assessed, particlyar

A The first exercise was designed tainly assess the potential use of floors and the new
attribution tests. Accordingly, the data from this template (QRDexercise) allows an
assessment of the new validation tests by desk and, in addition, it also gathered detailed
information on the capital charge delivered by applying the SBA instead of the IMA by desk in
order to allow an assessment of the potentiabusf a floor. However, it does not include any
information on the current MR charges, so the calibration of the new IMAhesexisting one
by risk category cannot be assessed

A The data from the second QIS template (Bé$ehonitoring exercise) allows an assessment of
the impact of the new SBA for standardised banks, so it includes detailed data on the current
SA risk categories (and some breakdownshmuritisation norsec positions) and for the new
SBA capital charges

Accordingly, for IMA banks, it has not been possible to propadesshe impact of the FRTB by
broad risk category. However, for banks applying the, Bi&Adata available allowed this mapping
between the old and the new SA capital charges.

3.3.2 Data quality issues

It should be highlighted that the quality of the data collected in these two QIS exercises is quite
questionable. While it is true that QIS data generally present quality issues, the templates
submitted for the two exercises referred above havewh lots of deficiencies that hinder the
reliability of the analysis and dnot allow to draw strong conclusions. The large number of
deficiencies may have likely been produce by the novelty of the framework and its relative
complexity, particuldy for small and medium standardised firms that\enot been previously
involved in QIS exercises in Basel.
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In addition, due to the quality issues and the need to go back to participating banks to clarify or
correct the templates, the EBA has received the datg lage in the process and has done its best

to incorporate the main conclusions on the impact of the FRTB for IMA and SA banks. Accordingly,
it should be stressed that no strong conclusions should be derived from the analysis provided.

After the quality becks and data cleaning processes were performed in BasdEBA decidetb
also eliminate from the analysis thosgmnks showing either(i) a decrease of nearly 100% in
capital charges or (ii) an increase above 10 times the current capital chargeagpbhtese banks
were considered as outliers and eliminated from the sample. In the eéath from a total of 48
EU institutions was used in the SA/IMA anaiysfoough of course not all of them are included
in each chart shown.

3.3.3 Calibration of the new SAampared with the IMA

One of the key objectives of the reform was to create a new SA that could work as a credible
fallback for internal models while maintaining the incentives for banks to use the IMA. After the
final FRTB calibratiothe use of SA woultmply an average increase of 40% compared with the
IMA frameworks?

3.34 Overall impact of the FRTB for IMA banks

An estimation of the overall effect of IMA implementation is shown below, both by individual
institution and on an aggregated basis.

The overalkeffect is relatively small, with the median bank showing a 7% increase in capital when
compared to the currenfMKRinternal model frameworkOf course the impact varies largely
across firms, with some banks showing a decrease above 50% and others showing an increase of
more than 100% compared with current model capital charges.

The mean impact is larger than for the median bank (16%) iamée ponder he results of each
bank by the size of its market capital requiremerits. wveighted mean)the impact is around
29%. These results suggest that the impact is larger for firms with a more relevant trading
portfolio.

“2t should be noted that no data from the Basiélmonitoring and the Eldpecific CRDV exercises on the calibration
between the IMA andhe SA was available when this report was draftddcordingly only the overall estimation used
when the FRTB finahlibration was conducted is provided.
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Figure g. IMA-only desks

200%
150%
100%
50%
0%
-50%
-100%
m % delta IMA
Percentie Value
0.25 -37%
0.5 7%
0.75 70%
Smple mean 16%
Weighted mean 29%
Gount 23

If we now include the positions that IMA banks compute und#andardised rules, we can
observe that the overall increase is clearly more pronounced, with the median sfawing a

36% increase in capital. In this cagee impact varies more widely, with one bank still showing a
decrease above 50% and another one showing an increase of more than 200% compared with the
current capital charges.

The mean impact is also largiran for the median bank (63%) and the weighted mean is a bit
lower (50% increase). These results suggest that the importansaradardised charges may be
lower for larger firms (at least relative to their overall market activities).
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Figure88. IMA banks (including SA desks of IMA banks)
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3.35 Analysis of the internal desk structure for IMA banks

Banks participating in the two Q¥g&re mapped between internal desk hames to a regulatory list
that had been originally provided in the first BCBS Consultative Document (CP1) of the Trading
Book GroudTBG) According to the data from 24 EU banks, on averagealesks are reported by

firm, though it varies a lot from 1 to 100 (that was the maximum nunthat could be reported).
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Figure89. Desk number by institution
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Regarding how frequently eaatesk is reported, FigurkEl6 below illustrates the distribution of
the regulatory trading desk types to which internal trading desks were mapped. This graph shows
that there are three groups:

A Thesixtrading desk typesYhternational interest rates and dvativeQWigh grade cred®
Pomestic interest rates and derivati@sPomestic EQ derivative) WX derivativeQand
Blobal structured producf3aéXe used most frequently (9 to 19%)

A The secondnost frequently used group is composed Womestic cashEQ WPomestic
structured product§€and‘8pot FXI5 to 6%)

A The remaining group of 13 trading desk types are used far less frequently.

97



RESPONSE TO EUROPEAN a L { { L h b THE SACR AND BHE FRTB

EUROPEAN

BANKING
AUTHORITY

Figure 9. Desk frequency
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With regardto the new P& attribution tests, the QIS data provided suggests tfiat many
activities around 40% of the desks would fail one or both of the tests required in the FRTB text.
This has been a recurrent concern for the industry t(et explained later in the repgrhas
repeatedly requested additional flexibilitas well as a long monitoring period before the new
requirements are introduced. It should nevertheless be stressed that the quality of the data is
questionable, so no strong conclusions should be derivebisstage.
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Figure 4. P&L attribution test

% of desks that fail % of desks that
the testq Abs (E fail the test¢ Var Total

(Unexplained (Unexplained number of

P&L)/Std(Hypo. P&L)/Var(Hypo. desks

P&L)) > 0.1 P&L)>0.2
Distressed debt 17.6 41.2 17
Domestic casiQ 14.9 22.4 67
DomesticEQderivatives 17.3 21.0 81
Domestic interest rates and derivative: 23.1 31.1 225
FX derivatives 19.3 28.4 109
ForeignEQs 30.0 35.0 20
Global structured products 22.4 29.3 58
High grade credit 23.2 28.6 315
High yield credit 28.0 30.0 50
Intgrna_tlonal interest rates and 237 34.8 540
derivatives
QuantitativeEQstrategies 33.3 33.3 21
Spot FX 23.3 35.4 189
Strategic capital 22.5 25.0 80
Total number of desks 403 551 1784

3.3.6 Impact of the FRTB by tradirartivity ¢ Industry feedback

In addition to the quantitative assessment provided above, the EBA has discussed with the
industry the implications of the introduction of the FR¥iB general, but also for specific business

or trading activitie$” The EBA haalso discussed with associations representing small banks the
potential implications both from a capital and operational point of viewhat the introduction

of the new SBA mightave for small and medium firm$ Finally,the EBA staff also met with
Markit representatives and discussed some of the implications posed by the introduction of the
new requirementsothe WY 2 RSt f F oAt AHeQ 2F Naxal FFO0d2N&

The feedback received from the industry is also presented in this report, though it should be
noted that theEBA does not necessarily support the arguments and conclusions provided by the
industry.

43 Ideally, the EBA would have conducted a full consultatimwever, considering the short timgame given to the
EBA for producing the report, the mandate already noted that it was not expected that the EBApublitdy consult
on its findings. However, to the extent possible, the mandate encourégedEBAO discuss the consequences of the
proposals with the EU banking industry.

*“The Sub Group of Market Risk (SGMR) met with representatives from ISDA/AFMigdn bp 24May 2016 and
received written feedback on duly.

*S0on 21July, the EBA staff held a conference call with representatives from the Associations of German Public,
Cooperative and Saving Banks.

“®The EBA also discussed with the indushg main ARTBimplementation and/or interpretative issues that can be
envisaged at this stage
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One of the main implementation issues raised by the industry relates to the P&L attribution test,
which intends to be a detailed and stringent testR&L capture by th&Srisk model. The test
applies to all IMA positions grouped by desk (following the FRTB trading desk definition), rather
than for a representative type of portfolio.

According to the industrythe implementation of these tests would require several years of
testing and systems development. Without significant testing and involvement from technology,
risk and business experts, the system may produce spurious resitlier obfuscating model
failings or leading to false rejections due to data or statistical noise.

As it has been previously mentioned, the QIS data shown above would indicate that, for many
activities, the percentage of desks that would fail any of the two validation tests (or both)
designed in the framework might exceed 40&though, due to data quality issues, this
conclusion should beonsideredwith due caution).

As an alternative, before the final P&L attribution test is implemented, the industry suggests using
other test statstics in place of the variance ratio. In particuldrey suggesttesting a longer
sampling period tharl month; testing the ratio of average larjéypothetical loss to risk model
loss; or testing the variance of standaeti hypothetical P&F® They alsorequest that the
authorities monitor and understand results before setting thresholds and adopting a desk
rejection criterion.

In addition, the industry is concerned that an approach to valuation adjustments basdithen
P&LCwould lead to a test that anodel that performs perfectly well may not pass. They highlight
that adjustments such as C§¥/ADVA and XVAare subject to another part of the framewarls

are valuation uncertainty from pricing models or pricing model limitations. The current pragtice i
generallyto not include adjustments for the items above in hypothetic&lLPAccordingly, they
would favour capturing pricing uncertainty in the independent price verification process outside
the P&L attribution test; this would ensure that the consigtg betweenhypaothetical P&L and

risk theoretical P&L is maintained, reducing noise and increasing the power of the test.

Other issues relate to data misalignmerfor example, time zone basis, which has been
identified as one of the key reasons for the potential failure of the &&lbution test, or the use

of contradictory definitions of risk theoretical P&L in Appendix B of the framework text and the
glossary.

4" This is, the worst 25% of all hypotheticaldy P&L over a-§ear period and average risk theoretical P&L for the
same days.

8 This is standardised by comparing it witte risk P&L distribution each day.
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According to small firms, the SBA approach of stressing correlations symmetrically works well for
directional portfolios; however, in the case of hedged portfolios, it may lead to unduly high capital
requirements, setting wrong imntives(asrisk hedging would become unattractive

The criteria established in the FR¥® determinng s KSGKSNJ 'y Ay aidNHzySy i
considered problematic, particullgrfor the wrporate bond and th&eQsmall cap markets. Based

on an industry analysisonly around half of bond issuers would fulfil the requirements for
continuously availablétealQprices (i.e. 24 observations per year with a maximum interval of
30days betweertwo consecutive observationg)

The analysis suggests that the -@y maximum interval between consecutive real price
observations is generally the binding constraag many markets (particularly in Europe) tend to
show seasonal behawio with limited trading during the summer months or at the end of the
year.

Furthermore, by definition, all new issuances will not exhibit the necessary time series of real
prices for the first 12nonths post issuance.

The industry ran an analysis for a portfolio of 80powate bonds that are components of the
ITRAXX 125 (PEUR9.3bn). The modellable risk of the portfolio amounts EIURG00m.
Assuming the credit spread risk factors are /moodellable, the industry estimates an additional
NMRF adebn of EURB5mM to EURI50m, depending on whether it may be considered that the
non-modellable idiosyncratic credit risks are uncorrelated or not.

“9¢cDs and corporate bond volumes and committed quote data from DTCC, TRACE, Euroclear, Trax and ICE were used,
covering approximately 1000 names over a i2onth period.
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Figure 2. Impact of capital charge fadfMRFsn a bond portfolio
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The industry notes that considering that being classified BMRF significantly increases capital
requirementg these provisions would likely have a negative impact on mariating activities

in these bonds, decreasing the overall available liquidity in the European bond market, which
would run counter to the ComnsonQ intention to develop the Capital Markets Union.

The results also illustrate the significance of the aggregation scheme, patticnlaases where

the NMRF charge is driven by a large number of idiosyncratic risks, such as the corporate bond
market. The final BCBS FRTB aims to address this issue for corporate bonds. However, the
industry is concerned that several of the techniquesd to demonstrate the appropriateness of

the 0 correlation will not be appropriate during a stressed market period. In addition, they
consider that allowing onlywo sub-clusters in the aggregation formula for the idiosyncratic credit

risk factors is not ralistic, as, in reality, there would be several sutlusters consisting of risk
factors that are not paiwise correlated to the other risk factors of the pool.

As a result, the industry recommends removing or relaxing thedeB0 maximum between
consecutive observations in case 24 real prices can be observed and/or exempt new bond

issuances frothe NS I £ LINA OS ONRGSNA2Yy ® ¢KS@& | faz2 NBIdsSal

institutions)* to demonstrate that risks are matilly not correlated should be allowedis well
as greater flexibility regarding the determination of the stlbsters for whichthe 0-correlation
aggregation scheme can be used when calculating theckwdter capital charge.

Regarding small cagQs the industry notes that the uncorrelated aggregation scheme for
idiosyncratic credit risks is not allowed fBQportfolios, while similar methods are commonly
used by banks to calculate the risks of these portfolios. WhileEQenarket is less fragmented
compared to the credit market, the observability assessment may be challermaniculaty for
small and mediumsized enterprises (SMEs). Thagain would have a negative impact on the

*9No indication is given regarding what thedeemative methods might consist of.
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liquidity that banks are able to provide to these markets and walvén a negative impaain the
funding costs for these companies.

The industry and particulpr data providers such as Markdre also working on data pooling

initiatives that would group together data from market transactions from all firms for each
relevai NA &A1 FlI OU2NkAYyadNHzySyd Ay 2NRSNJ GMKRFI OAf A
purposes.Although it is very early in the process to tell, these requirements may also foster the
standardst GA2Yy 2F AyaldNHzYSyda AyYWAZINMRENIPI 2 AYLINR IS

The industry considers the covered bond market a cornerstone of the European fixed income
market, characteged by its double recourse to cover pool and issuer; asghtt are ring
fenced; the segregationf the cover pool assets in case of insolverecgtrong legal framework

and supervision* Typically, ratings of covered bonds are much stronger than for senior
unsecured debt (up tsixnotches).

The industry provided an analysis showing that, durihg trisis in 2008, spreads remained
relatively stable for these mostly AAAted structures, with only a couple of peripheral markets
experiencing a short period of market volatilit9n the other handspreads soared for senior
financial bondsleading toa spread increase of up to four times from previous levels. Overall
covered bonds are more highly correlateddovernmentguaranteed agency bonds than bonds
issued by financial institutions in the way they are tradiagd should have a similar risk
weighting treatment.

Hence, the industry strongly believes thhe 4%coveredbondrisk weights under the new SBA is

too punitive and may lead to severe impacts on market liquidity and future issuance of covered
bonds Subsequently this may lead tochangesin the market structure in jurisdictions where
covered bonds play an important role in financing the broader economy. Even though this overly
conservative metrics only affect theA the potential floor betweerthe SBA andhe IMA may
diffuse the RWA peliiy to the IMA.

*1The Germarpfandbriefe and the Danish mortgage bond markets are two of the key Member State specific markets
where the covered bond asset class is particularly dominant.
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Figure 8. During the crisidinancials were far more volatile than covered or sovereigns
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In addition, there appears to be preferential treatmefar the covered bonds under the
Solvencyl rules compared to corporate debt and secgation, whichis not reflected in the new
SBA framework.

The EBA members generally share some of the ind@tgncerns regarding the calibration of

the covered bonds under the newandardised rules. Based on the good market behavio
observed during the crisis and considering the relevance of the covered bond market for the EU
as a whole, the calibration undére SBA may be revised.

The industry notes that the FX market is already undergoing a fundamental change. According to
the 2016 Euromoney Survey, global volumes were down by 23% year on year. The industry
considers that these trends suggest that regigdas are already having an impact on the cost of
longer duration hedging products.

The industry is concerned that the FRTB, in conjunction with the revised CVA charges
contemplated by the BCBS, will result in further increases inused costs and redudecentives

to hedge economic exposures. According to industry data, the SBA would attract approximately
6.2 times more capital thathe IMA. This is likely to have a significant impact on FX market
liquidity, particularly for noAmajor currencies.

The irdustry recommends that the SBA FX shocks are recalibrated back to tl20D5liext level
(15%).In addition, the FRTB establishes a shorter honizbddays instead of 20 underthe IMA
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(as well as a differential treatment undére SBA) for liquicturrency pairshowever, it does not

recognge that some currency pairs implicitly stemming from liquid ones are also liquid. For
example, USD/EUR and USD/SEK are both liquid markets; it, wotlidory, be possible to trade

SEK/EUR via the two liquid UBRrkets implying that SEK/EUR should also be liqilte FRTB
Ady2NBa GKAA WOdZNNBy Oe& (NI y-HEUR Euiopeanyntarkeidlas A 2 y | §
illiquid (SEK, DKK, Rlett). The EBA also acknowledges that the SBA does not reesgnie EU

specificities under the CRR, such as the treatment Exchange Rate MechanisrERMII)

currencies as well as for closely correlated currencies.

Finally, the industry also notes that the new SBA excluescurrency ofemerging markets
versus EUR from thewer liquidity horizons and could thus hinder the flow of capital and
increase pricing for FX transactions for these markets.

The industry appreciates the significant movement that the TBG undertook in order to reduce the
capital for secutisations held in thélf'B Despite that, however, they are still concerned that it will
remain challenging for securitisation trading desks to be profitable. This might hinder the revival

of STS securitisation in Europe, a key policy objective of the Gmiomiand a major element of
the CMU.

However, the lack of profitability suggested is questionabtthe minimum threshold level (15%

of return on equityc ROE)s quite high under the current business circumstarfcgélough the

assumptions followed ar&?2 LJGA YA A GAO0OQ | OO2NRAYy3 G2 GKS AyRdza
STS has been recently published by the BCBS and, when incorporated to the FRTB framework,
should help to foster this type of securitisation.

Figure 9. Estimated ROE bysecuritisationdesk
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The industry also expressed concerns that an increased capital requiremeovéeigns would
considerably impact the liquidity dhe trading of sovereign debt and negatively iagb funding
Ccosts.

According to their view, the proposedbps PD floor in thdRGs not sufficiently risk sensitive
and results in overstated capital requirements for sovereign exposki@shermore, a blanket

3 bps PD floor across all sovereigns caurlelte incentive to hold riskier positions in the trading
portfolio. They also note thasovereign exposures will be negatively impacted by the increased
shocks for interest rates undéine SBA, which went up by roughly 50% in the final version of the
FRB text.

3.4 Third ®ctionof the CfA¢ Impact of the newSAfor EU banks

The CfA mandate asks the EBA to estimate the operational and capital impacts of the
implementation of the new SBA, using a representative sample of EU banks currently applying the
SA

A The operational impact, Assessment of the feasibility and potential costs for banks currently
using theSAto adapt to the newSA with special reference to the calculation of sensitivities
and the implementation of aggregation methodologies

A Capital impactq Assessment of the effect in RWAs of the introduction of the :I&#h
compared with the CRR treatment for EU banks usingtineent SAfor MKRfor all or most of
its exposures.

34.1 Operational impact of the implementation of the new SA

As has been previousiyentioned, the EBA has engaged with the industry, partigulaith
representatives of small firms, to discuss the operational impact that the implementation of the
new SBA might entail.he main issues flagged by firms include:

A Categorgation of financi& instruments¢ Snall firms consider that it is not always clear in
which of the FRTB categories certain instrumentsplaced,;

A Availability and use of sensitivitigsFirms agree that the use of sensitivities can be taken for
granted generally; howevethere are some cases where risk management approaches may
be based on alternative metrics, so sensitivities might not always be available, palyitodar
commodity business where the market value of the contracts may be more commonly used.
The need to us a lookthrough approach for funds, indices or indiaxked options is also
seen as problematic for many small firms
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A Mapping of sensitivitieg The maturity banks established in the SBA will not correspand
many casesto those used for risk managemempurposes. Small firms consider that the
mapping may involve inaccuracies.

A Treatment of backo-back transactions; No exemption for backo-back transactions is
contemplated, so sensitivities have to be calculated in all c8bes might be burdensomef
those firms that operate bacto-back without assumingVKRs, particularly for complex
derivatives

A Treatment ofcommoditiesc Some small institution® have noted that the granularity of the
required data forcommaodity risk will impose a consideradgrger collection of data than
currently required. This will be a challenge for the small cooperative banks. According to these
firms, a complete new saip of ITsupport would be requiret (entailing employee training).
Additionally, they consider that thdifferentiation across commodity types proposed is not
risk sensible and imply treating the same underlying as ifeitevdifferent depending on
arbitrary factors such as where it has been tradef@ihey also note that it may not be possible

to allocate he contracts to the maturity bands provideds most of the contracts have
delivery periods of several monthgepending on the harvest time (e.@tarting of today in

5to 7 months>

3.4.2 Capital impact of the implementation of the new SA

The overall capital impact of the new SA is quite significant, certainly more pronounced than for
the IMA. According to the data received, the implementation of the new SA would increase
capital requirements by 170% for the median bank; on aver#ige increase is even higher
(movingtill 183%), though it is reduced to 145% when we ponder the relative importance of each
institution by its current market requirements.

>3 National Association of German Cooperative Banks (BVR)

** These firms have had access to a preliminary proposal for the redisaxlirrently discussed at thedghlevel. They
agree with the proposal and consider that the alternative computation is practicable for small firms.

%5 They note that, for exampleéhe market differentiates betweenfted wheat)traded, for example on the London
International Financial Futures and Options ExchghfeF| andWheat(traded,for example on the Marché a Terme
International de FrancgMATIF). While, in practice, they would be the same underlying, they may be treated
differently.

%5 These small firms also request that the SA should only apmlgmmodities hat are traded on an exchange since, in

their view, only for these products there would market risk. With regard to others, the main risk would be the
distribution risk.However, the current MKR framework includes all commodities in the scope of application of MKR
capital charges, regardless of whether they are traded on exchanges or of the accounting treatment. This has not
changed under the FRTB.
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Figure . SAonly banks
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If we also consider the impact of the standardised portfolio provided by those institutions that
apply the IMA the picture is similar for the median bankan(increase of 173% in capital
requirements). The average imgas even higher than for pure SA banks (214%j)vever, the
weighted average is significantly lower (1178f)ich suggests that the impact for the institutions
with larger market activities is less significant.
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Figure ®. SA desks (SA banks + SA deskdAfbhanks)
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Accordingly, the data indicates that the impact of the introduction of the new SA is quite
significant. However, as has been previously mentioned, any conclusions shoatthdidered
with due caution, considering the questionable quality of the data rexki

In addition, whig it is clear that the impact is quite significaittmay also be true that after the
implementation of the sealled Base?.5 packagg’ which significantly changed the IMA
framework® and left the existing SA unchangedi K S  SAbhéc& @ in many casgsmore

I ROGFy il 3S2dza FNRY | OFLAGIEE LISNBRLSOGAGS (KIy
AYOSYyGAgSan G2 RSOSt2LI Ly AYGSNYIE Y2RSt o

Finally, it should be noted that this estimated impact does not reflect®myectiveadions that
firms will take to minimise the impact of the implementation of the new framework. It may be
generally observed thatvhen a new framework is introducethe final impact is less acute than

57According to Figuré2, only 24% of the IMA total capital charge comes from theBaeel 2.5 VaR. The other 76%
stems from capital charges introduced by Bassl

%8 Among other things, BasgI5 introduceda capital charge for SVaR aad IRCthat were aggregated to the exisg
VaR charge.
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originally anticipated. It may also be worth rememberithat market RVAs are generallguite
low for SA firms, as shown gure52.

b. Impact by risk category

The impact of the new SA fgeneralinterest rate risk is not very significant, at least for the
median bank. As may be seen below, the result forrfedian bank even shows a reduction of
10% in capital, though it is also true that an increase above 200% may be obserthdee
banks On average, the capital charge increases,38%if we weigh the impact by the relative
importance of the SA curremharket chargea decrease of 6% is observed.

Figure 9. SBA vsurrent SA¢ Generaliinterest rate risk
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For specific interest rate, the impact is far more relevant, with the median bank showing an
increase of 227% in capital. The impact for the weighted average is very similar (225édhevhil
mean value is 286%.
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Figure98. SBA vsurrent SA; Specific IRR
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The effecton EQrisk is not that relevant, with the median bank showing an increase of 65%. The
simple average increase is larger (109%),enthi2 weighted average impact is much smaller (an

increase of just 14%).
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Figure99. SBA vsurrent SA; EQ
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Regarding FX, the impact is negativedixfirms but quite significant for the other 14 banks. The
increase for the median bank (as well as for the simple average) is close to a 100%hevhile
increasefor the weighted average is a bit less pronouncegp).
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Figure 10. SBA vsurrent SAc FX
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Finally, for commodity riskhe sample is quite limited (justeveninstitutions). The median bank
shows an increase of 18% in capital requirements,enthié weighted/simple average impact is
around 65%.

Figure 1. SBA vsurrent SAc Commodities
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Percentile Value
0.25 -26%
0.50 18%
0.75 202%
S9mple mean 63%
Weighted mean 67%
Count 7

3.5 Fifth ctionof the CfAC Interpretational issues regarding the
revisedMKRframework

According to the implementation calendar included in the FRTB text, the new framework should
0S AYLX SYSy S Rlegal yraméninkhby Bahu@EDTO 2ayidh films are expected to
report under the new standards by the end of the year. However, the industry has already flagged
a number of issues that would need to be clarified before the new rule is been fully implemented
and, where feasible, incorporateid the transposition into EU regulation.

3.5.1 Issues with broken hedges due to uncertainty imaximum loss
application

The final rule publication fothe FRTB included a limitettaximum loss provisioft’ which the
industry welcomes:

Whe SA capital charge for an individual cash sesati@n position can be capped at the fair value
of the transactiomQ

The industry considers that there are two possible interpretations regarding how this provision
should be applied. Under the first interpretatigrthose positions where the total SA capital
charge is greater thaRVwould be excluded from Séapital calculations, with stanéilone capital

held equal toF\V. The industry is concerned that this approach ceedl¢o increased overall
capital, as hedges are broken. The broken hedge position is then capitalised ors@ehdasis

in SAcapital charges.Accordingly,under this interpretation, riskeducing hedging activity may
actually increase capital charges.

Under the second interpretatiorfirms would continue to capitalise those positions subject to the
maximum loss provision within the SApital calculations, but limit the capital contribution of
such positions to theilFV. As these positions remain within the SA aggregation framework,
hedges would not be broken and hedging actiwtif not increag capital.

%9 Paragraph 161.
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The industry would obviously prefer the second interpretation and suggests that, where the SA
capital charge for anndividual cash securiition position exceeds the market value of that
position, the individual components of the $a&pital charge should be reduced in the following
order, until the SA capital charge for the individual position is equal todtketvalue:

A 1°% Residual Risk Adzh
A 2":DRC
A 3" Creditspreadriskcharge

3.5.2 IMA

This section covers technical issues relatecE® NMRF and DRC. Pétiribution, which is a
central part of the IMA, has already been discussed in previous sections.

In relation to the treatment of multifactor models, the FRiF8mework allow& the use of the
actual return of the name without specifying if this cowé) models calibrated on the specific
name or also (ii) models calibrated on a representatigel.

The industry has concerns about a narrow interpretation that would only allow the first
possibility and consides that the calibration on a representative pool is a risk management
approach widely used when goaplality market data for each issuér not available. According

to their view, not allowing use of actual returns when models are calibrated on representative
pools would likely trigger eligibility test failures across banks that use such a risk management
model.

The industry considerhat the main points of clarification required arouBare concerning the
following topics:

A Mapping ofriskfactors toliquidity horizons
A Backtesting

The industry considers thahe currently provided mappings of risk factors to liquidity horiZons
are not very granular. As a consequendhe liquidity horizon classification of material risk
factorst such as interest basis risk factors, inflation rate€ dividends orEQindiceg is not
explicitly covered and could give rise to different interpretationsas banks.

60 Page 71, AppendixIB
61Asgivenon page 55, 181(k)
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Another point of uncertainty refers to the capping of liquidity horizons at the maturity of the
trade.? This could be either interpreted as assigning the next highest liquidity horizon or even
introdudng a new horizon that matches the tradgeaturity. The lattey for examplewould have a
severe impact on the ES calculation due to an increasing number of additional liquidity horizons.

In the context of eligibilityor internal modes, the industry notes that it is not clear from the FRBT
final rules ifsecuritisation hedges should be treated mandatorily undemdardsed rule.

Regarding backtesting requirements, the exclusion of securitisations frofaShmdel raissthe
guestion of how P&L attribution tests and VaR backtessihguld be performed for desks that
contain securitisations along with other trades that are neither securitisations nor associated
hedges. A straightforward solution would be to exclude all products from the desk that undergo
standard rules eligibility.he VaR of this suportfolio could then be compared against the actual
and hypothetical P& of the desk where the P&Ls of all positions capitalised under standard
rules are removed.

The industry considers that the requirements for DRC urter IMA introduce uncertainty
regarding the liquidity horizon fdEQpositions. The text refers to a minimum liquidity horizon of
60days that can be used f&Qsub-portfolios at the discretion of the bank. The concept of sub
portfolio is not defined or sed elsewhere in the FRTB text; it would hence be unclear what the
scope of the 6@ay provision is. It is proposed to resolve this ambigitintroducing an explicit
option for banks to use a 6@ay liquidity horizon folEQpositions. Any restriction téhe use of

this option could have the effect that the same position could be assigned a different liquidity
horizon depending on the portfolio/book it belongs to.

¢tKS AYRdAZAGONER | faz2 yz2iSa iKPiequileKiGtheddayifdtbnid 2F WC
relation to positions that expire prior to the capital horizon. In these caiteis not clear if
Wwo2yallyd LRaAAGAZ2YQ KA (2 0S AYUSNILINBGSR Fa o
as not being replaced. It is proposed to resothes by giving banks the option to model the
replacement of expiring positionss this reflects the running of the trading portfolios. Non
replacement of expiring positions would lead to unmatched hedges between expiry and the
liquidity horizon which daes not correspond to the managementDBpositions in practice.

The industry considers that there are some points where clarification should be provided around
NMRIs, particulaty whenthey relate to:

A Real price data

%2 0n page 55, 181(k).
83 ntroduced in pargraph186 (e)
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A Nonmodelled risks antiMRF;
A Idiosyncratic credit risk treatment

According to the industry, there are no clear definitions or guidelines when a quote can be
considered to beWommittedQ leading to potentially widely different interpretations between
industry participants. Furthermore, the final framework document allows using real price
evidence from thirdparty vendos under the condition that these prices ar@rocesse@by
vendors® The exact meaning of this condition is not clear.

The industry would like to receive confirmation that banks can define and select risk factors for
the IMA (ES and NMRFin line with paragrapii85. According to their rationale, it should be
possible to ontirisk factors for IMA purposes after justifying their omission to the satisfaction of
the supervisor (e.g. using the results from the eligibility tests). As a result, risks that are not
modelled inthe IMA will not automatically require an NMRF charget, banks would be allowed

to introduce NMRF charges at their own discretion to increase their risk coverage for Béiter
attribution results. These additional NMRF charges may also be calculated for risk factors that are
considered modellable according $ction183c).

3.5.3 SBA

This section covers technical issues related to the SBA.

The SBA capital charge takes the maximum capital across three correlation scenariosu3ing ind
would like to clarify whether this maximum should be applied (i) after the aggregation of the
whole portfolio or (ii) applied to each asset class individually and then summed. The variation in
capital between these two cases can be highly material.

In addition, the industry noteghat there are issuegegardingthe application of the low
correlation scenariogwhich is defined as the medium correlation multiplied by Y5Basis risk
positiong e.g. 3m g6m Libor are correlated at 99 @ in the mediuntase, but 74.925% in the

low correlation case. Clarification is sought on whether basis risk should be exempt from the 75%
scalar in the low correlation scenario in order to avoid highly inflated charges for highly correlated
positions.

Finally, when agggating Kb across buckets, an alternative aggregation formula is applicable if
the term under the square root is negative. This can occur simply when composingiedium

and high scenarios on the same set of positions. The industry notes that sevewffeliffs have
been observed when switching between the two formulae.

% As previously mentioned, data providers and institutions are working on this kind of initiative.
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The industry considers that the curvature specification lacks detelow to proceed when the
negative shock scenario causes model failures and/ohie@nt market data configurations. This
would be particularly pertinent with respect to negative credit spreadsich should be floored
at zero.

In addition, the curvature risk weights for the neacuritised credit risk class may be problematic.
The textdefines the risk weight to be used as the highest prescribed delta risk weight for each risk
class the industry considers this too broad abelieves itshould sayisk bucke© Within rates,

the risk weight structure is the same for each buchketnce the term sk clas€is appropriate

for rates. Howeverfor credit, using the termsk clas§implies that the maximum risk weight of
1200bp is to be applied to all buckets. According to the industry, this seems overly punitive,
particulaty for investment grade instrumentshat receive only a 5@00bp shock in thedelta
charge calculationlnstead, hey suggest that the curvature risk weight is aligned with the risk
weight applicable to each bucket.

Another issue stems from the fact that the curvagicharge only applies to instruments subject

to optionality. This excludes natural convexity arising from{datgd fixed income instruments

e.g. government bonds and interest rate swaps. The industry requests that a bank should have
the flexibility to include noroption products in the curvature calculation if they materially
contribute towards thesecondorder sensitivity profile of a portfa.

Finally, further guidance is requirath the decomposition methodology and the risk weights to
be applied to options on baskets and indices when computing the curvature (and vega risk)
charges.

The industry considerthat the FRTB definition of optionality is not sufficiently clear. In particular,
clarity is sought on whether option hedges for vega exposure arising froropibon products
(e.g. CMS swaps or Quanto swaps) can be included in the vega and curvatges cHahis is not
permitted, then material broken hedge situations will often result.

According to the industrthe delta risk factois defined in a rigid manner. Market practitioners
will often use a variety of sulgtlvariations to that specified in the instructions. The industry
considers that a bank should hatree flexibility to use internal delta measureshich may vary
from the exact specification.

Another potential issue stems from the fact that the sticky detbnvention should always be
applied when calculating delta. According to the indugtinis would often be contrary to market
convention and compliance could require significant implementation work. The industry
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considers that banks should be able toooke the appropriate sticky delta/strike methodology
that best approximates market dynamics.

The industry notes thagiovernmentagency products without an explicit government guarantee
0S®a3d CFLYYAS YR CNBRRAS a.{ o02yRal0v I NB OdzNN
governmentd  O1 SR FTAY Il yORA I f -&eQuritisedzOrgd§ Gharge T attréickng a §sR Y

weight of 500bp. This would be highly punitive when compared to (a) thk weight attributable

to prime investmentgrade RMBS (96p) and (b) the risk weight attributable to local government

debt (100bp). The industry considers thahis category of instrument should be bucketed
separately with a less punitive risk weight.

There are concernabout the offsetting of casfEQpositions with derivative exposures. CasQ

positions can be allocated to a maturity ofrnths or greaterthan 8 ST NJ I & FANXEAQ RA
This might resulin broken hedges. Furthermore, the restriction solely to cash products would not

exist withinthe IMA, where allEQexposure within a sujportfolio can be allocated to the same

liquidity horizon.

There would also be a need for further claiity. (i) how to compute JTD on single name positions
that have been decomposed from basket or index positions and (ii) how to compute JTD in the
presence of complex payoffs.

Finally, the industry is concerned about the treatment of distressed debt products, ingludin
defaulted instruments, which are subject to a default risk weight of 100%. It would therefore
follow that the total SBA capital charge, including the (default risk) sensitivithased
components, would exceed the market value of the instrument. Funtwge, distressed debt
products would be typically prieeased andas such, are not directly suitable for a sensitivity
based calculation. The industry considers that, in this gagestandardised capital charge should
be based on the default risk compent alone.

The RRAO is computed on gross derivative notigakie The only exception is when positions

are identically equal and opposite, in which case netting can occur. The industry believes that
there should be further exceptions in ordéw avoid broken hedge situatiomse.g. hedges to
embedded derivatives within exchang@aded products and dividend swaps acting as hedges.

The industry considers that the 1% charge associated with instruments dependent on future
unrealised volatility (e.gzariance swaps) is too punitive. Clarity is also sought as to why variance
swaps have been explicitly designated exotic risk status.

Finally, the industry argues that, if a collection of tranches within @EPis economically
equivalent to a position ithe underlying portfolio that is not subject to the RRAO, then it should
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be exempt from the RRAO. It is not necessarily clear within the rules whether this logic can be
applied.

The industry considers that the meaningnotional overlap wthin the context of risk aggregation
would not be clearasit could refer to: (i) the notionabalueof exposure underlying a particular
tranche of a securitisation or (ii) the overlap between the attachment/detachment points of any
two tranches. A precise formulaic definition would be required in order to ensusauitiformly
implemented.

The treatment of MBS with stochastic but regular prepayment schedules within vega, curvature
and the RRAO is uncledeindustry proposal is that the instruments should be exempt from
vega and curvature but subject tbe RRAO.

According to the industitK S Wi A-G A RYEHBRSGQ ONRGSNR2Y g2dz R
the FRTB text. The requirement is that all reference entities are single name products for which a
liquid two-way market existshowever, it will often be the case that a small subsEhames may
temporarily fail to meet this critean, and this should not behe only reason to exempt a
securitisation from the CTP. The treatment of remturitised hedges to the CTP would also be
unclear, particuldy within the default risk context.

3.54 TB BBboundary

The industry appreciates the efforts to create a more objective and less perm&&bkB
boundary to ensure more consistent capital outcomes across the industry and jurisdictions. In this
respect, they understand that regulators want to incseaoversight ovell BBBdesignation and

want to ensure that positions are only reassigned across the boundary in rare cases. The industry
is concerned, however, about certain aspects of Ti@BBboundary definition and seeks further
clarification to ensue a consistent implementation. The main concerns and questions regarding
the frameworkare given below.

The industry has a number of questions on how the different requirements with respebe
boundary interact with each other, such as:

A Relevance of paragrafb with referenceto Wnless specifically provided otherwise in this
frameworlkQg¢ The industry believes that a position that is in the mandat®@® list of
paragraphl5 but is held a a trading asset per accounting should be assigned td Bhas the
TBpresumption under paragraph6(a) should take precedence given the referencédtdess
specifically provided otherwise inigframework(n paragraphl5;

12C
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A Relevance of paragrafd8(b) W y & (. NHzY Sy i G KI G A& YyTyelinBlBt 2y |
Ad O2yOSNYSR (KI{ LR ashRE? yizy Blffahelvdkbweddd b&o Sa i (
included in theTBjust because they are held by a trading desk. Howeawer industry does
notpz A RS ye RSGFAT NBIRMNRASI3IY & KR WoOS aaia Of 208
that are managed on a trading desk should be excluded (in this case, broken hedges do not
seem to be an issue). The removal of this requirement would generally la#lots to exclude
positions from the TB on an dwbc basis.

Finally, the industry is seeking overall clarificationahich requirements of the presumptive and
mandatory lists take precedence in case a position falls into multiple categories listed.

The industry understands thalB BB redesignations should be rare antherefore, generally

require supervisory approval. In addition, any capital benefits that result from switetondd

need to be offset by a capital adih according to paragrap2B. In this context, there are a

number of instances where the potential need for redesignation is driven by a change in the
adlkddza 2F GKS LRaAGAZ2Y | YR NBI adpSMBIVISYESR 252 (K6
TB BBassignment, such as:

A Listing or unlisting dEQsecurities in the context of paragrafils(a)

A Change in neEQor credit position from short to long and vice versa in the context of
paragraphl3(c)

The industry seeks to confirm that such instances of necessary redesignation would not require
adzLISNIAA2NE | LIINR Gt {AyOS (KSaS NBRSaAaAyl (A2
industry also wants to ensure that a bank does not need to atieal capital adebn according to
paragraph28 in case there is a capital benefit as a result of the redesignation.

In addition, the industry would like to understand how banks should operatsmndilie inclusion

of net short credit andEQpositions in tle TBthat otherwise would be in th&B In particular, the
industry wants to understand how frequently banks are expected to calculate net short positions
in the BB to determine which positions need to be included in tAd or whether this
determination wauld only be made at the inception of the position.

The industry notes that banks may hedB® positions/risks with instruments that generally
would belong in thélBr i.e. derivatives. Such derivatives caulor example hedge tre following
risks:

A XVA hedges, particulgfDVA and uncollaterattd FVA hedges

A Single name CDS/CDS index hedg@&Btdan exposures
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A Interest rate hedges d8Bexposures

With respect to DVA, the argument is that the DVA component oFhould beexcluded from
the P&L as per footnotd4 of the rule text. Similarly, uncollates$iR C+! NXf I iSa G2
funding cost, which is not a risk factor that would generally be capturedKR

The industry seeks to confirm that these types of hedges can be consiB&pgdsitions as long
as they do not represent net short credit @Qexposures and are considered effective by the
bank in mitigating these notrading related risks.

Paragraphl5(e) requires a bank to include funds in BBin case it:
A Cannot look through them dailyor
A Cannot obtain daily real prices of the funds.

In the example of a fund where the bank cannot look through first conditionis not met) but
has daily real prices for the investmelite( second condition is met), th#rQcondition means
that this fund needs to be assigned to tB&

The industry does not think that this is the intended classification, as this would inadthgrten
scope markemaking activity into théBB where funds are held for the purposes of hedging client
facing trades. In particular, daily liquidity UCITS Mutual Funds, for which daily pricing is available,
would be caught by paragrafdb(e) as currently éfted.

The industry recommends that thé&rQcondition should be replaced by a#ndQcondition such

that only funds for which neither a look through can be performed nor daily real prices are
available must be assigned to tilBRB Furthermore, they thinkHat paragraph69(b) should be
consistent with this intgpretation of paragrapti5(e).

3.6 Conclusion

With regard to the overview of EU trading instruments and current market capital chdhges,
importance of market RWAs appears to be far larger for the EBA sample than for draaker
MKRRWAs (SA and IMAhcluding CVA, amount to approximately 8.5% of total RWAs for large
firms, whik for the small banks sampl®KRRWASg(including CVpfamount to just below 2% of
total RWAs. As expected, IMA banks generally show a latgeeof RWAs stemming from TB
activities, though a significant part stems from portfolios that remain under standardised rules.

Regarding the composition of market RWi#eler the SA position riskis very significant and far
greater than FX and commodity rifkr the EBA sampleHowever,the composition of market
RWAs is very differerfor the small banks sampl&here FXis, by far, the largest risk exposure
(with 79% oftotal market RWA) The relative large size of FXMRs would, in mostcase be due
to BB activities and not because these small banks have great FX risk in the TB.
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Finally, for banks usintpe IMA, the S/aR capital charge constitutes the most significeghare
(53% of total market RWAdollowed by VaR (24%), IRC (20%) and CTP (3%).

With regard to the mandate of th€fArequesting the EBA to reassess the derogation for shll
business, le EBA considerthatt based on the quantitative analysis contkat a threshold
level of EURSOm is appropriate. This level would ensure that most institutifnosn the small
banks sample areeligible to apply the derogatigrwhilet at the same time limiting the impact

in terms of lost RW#from applying the derogatianAccordingly, the EBA considers that this level
would be adequate for the purpose of introducing a greater degree gbgmwnality for small TB
banks, as well asonsistent with the assumption that the business model for these small
institutions tends ¢ be primarily focused oBBactivities.

However, as the impact ofséablishing a relative threshold of 5¥ addition to the absolute
threshold (as currently required in Article4 of the CRRseems to be nomaterial for most
threshold definitions and levelshe EBAconsiders thata relative thresholdvould have limited
addedvalue

At the same timethe analysis has shown th#tere is a cleaneed for further information with

respectto the computation of the threshold by institutiongccordingly, the EBA recommends

that COREP reporting templates should be expanded to include relevant reporting for banks that

apply, or intend to apply, the derogation. At a minimutinis would entailmore information on

0KS | O(dz f YIELIWAY3I o0SGsSSy olyl1aQ GNFXRAYy3I Aya
accounting perspectives.

EBA recommendation on a threshold for smaBbusiness

The EBA recommends keeping a threshold for shgdusiness, below which institutions are at
to use the norrading book approach for the computation of capital requirements. In any ¢
the EBA considers that institutions below the threshold should not be exempt from ci
requirements.

The threshéd should be applicable in the case of position risk only. Institutions would st
required to compute FX and commaoglitapital requirements for BB and TB according to
corresponding provisions in the relevant sections.

Considering the still mateai divergences in terms of accounting acrossMEtdnber Sates, the
EBA recommends the definition of a threshold in termshef sum of the absolute market value
2F Ly AyadAddziazyQa f 2y HQahd2dabkidskugngnis intludeddl inats
TB(i.e. subject to position risk) The computation of the threshold would be a mandatory field
all institutions in COREP. In addition to the computation of the threshold, information oR\t
of derivative and no-derivative positions in the regulatoryBwould be inserted in COREP f
supervisors to be able to perform consistency checks.
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To ensure a holistic view df y & (i A (THAugir@ss,irormation o B positions could be
mappedonto FINREP information dhe market value of trading and held for trading assets
liabilities, as well as the market value of-bfflancesheet derivative instruments when derivati\
instruments are ofbalancesheet according to the relevamational GAAPThis mapping coulc
also include other relevant FINREP information on assets in the reguldosych as informatior
on financial assets and liabilities designated-sfthrough P&Lor measured aFVthrough other
comprehensive income. A single COREP template could befarstak information on smallrB
business, the threshold for small derivative busines®d the threshold for prudent valuatio
purposesasall of them need to be checked against accounting data.

With regard to the level of the threshold, the EBA recomdwethe definition of a relatively lov
threshold levelof EURSOm as evidenced in the report. Were a low absolute threshold ¢
defined such aEURS0m, a relative threshold would probably have a limited added value.

In addition, with regard to thgeneralmandate of the twocalls foradvice, the EBA considers that
there is room to increase the proportionality of regulation in general, whiclfofscoursg
particularly relevant in the context of the implementation of the new Basel standards. Whereas
the development and calibration of the international standards primarily focus on large
internationally active institutions, it is worth highlighting that the vast majority of institutions in
the EU are smalland mediumsizead banks that generally apply ¢hS/A developed in Basel and
have not been generally involved in the rulemaking process.

In this regard, it is worth remembering that one of the key developments that the FRTB will
introduce once implemented will be a new, more tfisksed and, inevitablynore complexSA

Adding this complexity to the framework was unavoidabi KS w2t RQ {! gl a y2i
internal model portfolios, and one of the key objectives of the news3#at it hasto work as a

credible fallback for the internal modeRegarding the new counterparty risk framework, the
changes alsonly affect the SA leaving the IMM completely unchanged. Of course, implementing

new and comples/s is going tompose considerable burden on the small and medium firms that
currently applythem to calculate their RWAs.

Accordingly, in addition to specifically assessing the relevance of maintaining or increasing the
current thresholds applied for the smalB business derogation, the EBA has also considered
additional proportionality solutios, which could includéor both CCR and MKR purposdse
definition of higher thresholds below whic®¥s that are simpler and more conservative than the
ones developed in Basel could be applied for smaller banks not included in the satbpeBakel
standards.

In particular, for MKR the current SA could be kept for institutionghat fall between the
thresholdof EURS0 m proposed and the higher threshold to be defined. This should, however, be
subject to appropriate recalibration.

Indeed, thefinal calibration of the FRTB shows that banks would see a small increase in the
capital charges for thdMA, with the median bank showing a 7% increase in capital when
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compared to the currenMKRinternal model framework. However, the overall capital aapof

the new SA is quite significarftertainly more pronounced tharthe impact for the IMA).
According to the data received, the implementation of the new SA would increase capital
requirements by 170% for the median bank (i.e. 2.7 times the currentiSi&)clear that after

the implementation of the saalled Base2.5 packagewhich among other elements, introduced

an IRC ané capital charge for SVvaRl K S SiABelcdQin many casgsmore advantageous

from a capital perspective than the IMA. Thsisuation eliminated any of the previous capital
incentivesfor which firms would have had to request modelling permissidhe substantial
increase in capital requirements under the SA can be considered as contributing to reverting this
situation backtdly 2 N¥Y' I f Qo Ly |yeé OlFrasSz AlG asSsvya GKFG |y,
methodologies would only be acceptable subject to appropriate recalibration.

EBA recommendation for consideration of additional proportionality solutions

Whereas the calls for advice requested the EBA to essentially reassess thelBipafliness
derogation, including with regard to the use of the OEM, the EBA recommends the conside
of additional proportionality solutionthat could include for both GCR and MKR purposethe

definition of higher thresholds below whic®¥s that are simpler and more conservative than t
ones developed in Basel could be applied for smaller banks not included in the sathpeBakel
standards.

The additional thresholdshould broadly be consistent in terms of definition with the ¢
proposed in this report, as well as subject to reporting under COREP.

In particular, forMKR the current SA(subject to appropriate recalibratigncould be kept for
institutionsthat fall between the thresholdf EUR0m proposed and the higher threshold to
defined. Although being broadly consistent with the thresholdEURS0 m, this second thresholc
would need to consider all financial instruments subject to market capital requiresperciuding
those subject to FX and commodity risks.

For CCReither a conservative, simplified version of-S&R othe currentMtM method (subject
to appropriate recalibration could be used by institutions falling between the threshaolf
EUR20m proposed in Recommendation 1 and the higher threshold to be defined.

The use of these approaches would be reassessed in light of international regt
developments.
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Article 94 ¢ Derogatian for small trading book business

Article 94
Derogation for small trading book business

1. Institutions may replace the capital requirement referred tgaimt (b) of
Article 92(3) by a capital requirement calculated in accordance with point (a) of that
paragraph in respect of their tradibgok business, provided that the size of theiramd
off-balance sheet tradidgpok business meet®ththe following conditions:

(@) isnormally lessthaB% of t he total assets and 015 1
(b) neverexceed8% of t ot al assets and 020 million
2. In calculating the size of erand oftbalance sheet business, institutions shall apply

the following:

(@) debt instruments shall be valued at their market prices or their nominal values,
equities at their markegtrices and derivatives according to the nominal or market values of
the instruments underlying them;

(b)  the absolute value of long positions shall be summed with the absolute value of
short positions.

3. Where an institution fails to meet the conditiorpwint (b) of paragraph it shall
immediately notify the competent authority. If, following assessment by the competent
authority, the competent authority determines and notifies the institution that the
requirement in point (a) of paragraph 1 is not riieg,institution shall cease to make use of
paragraph 1 from the next reporting date.

Article 92(3)¢ Points b and ¢

(b)  the own funds requirements, determined in accordance withlVité this Part or
PartFour, as applicable, for the tradi#bgok busness of an institution, for tHellowing:

0] position risk;

(i) large exposures exceeding the limits specified in Arti@@sto 401, to the extent
an institution is permitted to exceed those limits;

(c) the own funds requirements determined in agaoce with TitldV or Title V with
the exception of Articld879,as applicable, for thimllowing:

0] foreign-exchange risk;
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(i) settlement risk;

(i)  commodities risk;

Specific and general risks

Article 362
Specific and general risks

Position riskon a traded debt instrument or equity instrument or derivative thereof may be
divided into two components for purposes of this Chapter. The first shall be its specific
risk component and shall encompass the risk of a price change in the instrument doncerne
due to factors related to its issuer or, in the case of a derivative, the issuer of the underlying
instrument. The general risk component shall encompass the risk of a price change in the
instrument due in the case of a traded debt instrument or dékdtiker to a change in the

level of interest rates or in the case of an equity or equity derivative to a broad equity
market movement unrelated to any specific attributes of individual securities.

Independent derogation for FX

Article 351
De minimis and wighting for foreign exchange risk

If the sum of an institutic® overall net foreigiexchange position and its net gold
position, calculated in accordance with the procedure set out in A&2leincluding for

any foreign exchange and gold positionsvidnich own funds requirements are calculated
using an internal model, exceed%620f its total own funds, the institution shall calculate
an own funds requirement for foreign exchange risk. The own funds requirement for
foreign exchange risk shall be thens of its overall net foreigexchange position and its

net gold position in the reporting currency, multiplied %68

No derogation for commodities; Specific treatment for firms with ancillary commodity
business

Article 356
Ancillary commoditiebusiness

1. Institutions with ancillary agricultural commodities business may determine the
own funds requirements for their physical commodity stock at the end of each year for the
following year where all of the following conditions are met:
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(@) at any ime of the year it holds own funds for this risk which are not lower than the
average own funds requirement for that risk estimated on a conservative basis for the
coming yeatr;

(b) it estimates on a conservative basis the expected volatility for the fogleculated
under point (a);

(c) its average own funds requirement for this risk does not excéedbits own
funds or EURL million and, taking into account the volatility estimated in accordance with
(b), the expected peak own funds requirementsad@xceed & % of its own funds;

(d) theinstitution monitors on an ongoing basis whether the estimates carried out under
points (a) and (b) still reflect the reality.

2. Institutions shall notify to the competent authorities the use they make of tbe opt
provided in paragraph 1.
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As described in the report, the compositiof market RWA and the impact of the derogation

have also been analysed for an alternative limited sample of banks mirroring theysimal

conducted in the main body of the report. The limited sample contains only those banks that have

nonl SN2 LI2aAGAz2y NRAaAlP ¢KS AyaSyidazy ArAa (2 WTFAL
derogation® Sorting these banks out decreases the size of the sample significantly jrantrey

composition of RWa#within the defined threshold levels and lead to a higher impact in terms

of lost RWA from applying the derogation. As explained in the reportstisidue to the fact that

the limited sample only includes banks with a higher proportion of position risk. It is important to
highlight once again that, while this analysis contains useful information, the impact figures

should be interpreted with cautiodue to the following reasons:

A The analysis provides only a wocstse scenario in terms of lost R#/for banks that
potentially will be able to apply the derogation depending on the final definition/level of the
threshold;

A Some of those banks would not letually applying the derogation, hun fact have no
trading exposures Thus, from a methodological perspectivethey should have been
reintegrated in the analysf®

A The analysis cannot consider the use of Pal&w capitalise those risks currentlptncovered
in Pillarl, such ageneralinterestrate in this case.

Looking at the limited sampleve see that the number of banks included in the analysis decreases
signficantly to 131 after sorting out those banks that can be assumed to currently apply the
derogation (i.e. reporting zero EQ and TDI RW&learly, for this sample, especially TDI GR and
TDI SR are more material, meaning that the impact of applying thege#&on for this sample
would expectably be a higher loss of GFRR MKR

%510 estélish the limited sample, all banks that report zero EQ and TDI RWAs have been removed from the full sample.

5 This was, however, not possible because current reporting in COREP/FINREP does contain the information necessary
to separate banks that apply ¢hderogation from banks that have zero position risk.
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Composition of market RWsby sekcted levels under threshold, limited sample

Breakdown of market RWA by threshold 1 - Small banks, limited sample

100%

' Commadity
X

EQ Non-delta Risk
WEQOUS

' EQ Specifc fisk
WEQ General Risk
701 Non-delta Risk
WM OUs

0N Specific Aisk
701 General sk

§

<20me 20me <and <50 mE 50mé «and < 150 mE 150mé < and <« 00mE 300me < and <500 mE

Looking at the limited sampleve see that the number of banks included in the analysis decreases
significantly to 131. Again, for this sample, especially TDI GR and TDI SR are more material,

meaning that the impact of applying the derogation for this sample would expectably be a highe
loss of OF&for MKR

Composition of market RWsby sekcted levels under threshold, limited sample

Breakdown of market RWA by threshold 2 - Small banks, limited sample

u Commaodity
X

60% W EQ Non-delta Risk
WEQCUs
50% .
W EQ Specific Risk
A% WEQ General Risk
WTDI Nan-delta Risk
30% BTDICUs
WTDI Specific Risk
2% WTDI General Risk
10%
0%
i 0 27 1 4

<20me 20mé <and <50 m€ S0mE<and < 150 mé 150mé < and < 300me 300mE <and < 500mé

Looking at the limited sampleve see that the number of banks included in the analysis decreases
to 96. Here TDI GR is also the largest expestor levell. Overall FX is the second largest
exposure followed by TDI SR. Agdis would imply that the impact of applying the derogation
for this sample would expectably lead to a higher loss ofs@dfRMKR
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Composition of market RWsby sekcted levels under threshol8, limited sample

Breakdown of market RWA by threshold 3 - Small banks, limited sample

0% —
o Commodity
0%
X
60% W EQ Norw-delta Risk
WEQCIUs
50% N
W EQ Specific Risk
0% WEQ General Risk
WTDI Non-delta Risk
o =TDIClUs
2% WD Specific Risk
WTDI General Risk
10%
%
45 16 5 7 3

<20mE 20mE<and< 50me 50mé <and< 150 mE 150mE < and < 300me 300meE <and < S00mE

Looking at the limited sampleve see that the number of banks included in the analysis decreases

to 92. For this sample, TDI GR, TDI SR and FX are the most matsyiautiaK risks except non

delta risks seem notable. This composition of risks would also imply that the impact of applying

the derogation for this sample would expectably be a material loss o fOFRKR

Composition of market RWdy sekcted levels under threshold, limited sample

Breakdown of market RWA by threshold 4 - Small banks, limited sample
100% SEE—
0%
B80%
20% = Commodity
X
60% # EQ Non-delta Risk
BEQCIUs
50% .
w EQ Specific Risk
0% wEQ General Risk
B TDI Non-delta Risk
30% = TDI ClUs
= TDI Specific Risk
2% B TDI General Risk
10%
%
30 4 12 13 4 29
<20mE 20mé€ < and < 50 m€ 50 m€ <and < 150 m€ 150m€ < and < 300 m€ 300mE < and < 500 m€ >500mé

Regarding the limited samples of banks, it is clear that TDI and EQ positgareisiore material

parts of the total RWA compared with the full sample of banks. Recalling that the limited sample

of banks constitute those bankghat (out of the full samplgreported non-zero exposure from

position risk it is not surprising that this is the case. FX is still a main risk exposure in most cases
but TDI GR, TDI SR, EQ SR and EQ CIU exposure constitute a far greater part of sotal RWA
compared to the full sampleindicating that the impact of applying the derogation is greater for

the limited sample compared to the full sample of banks.
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Impact on OF&for EQand debt positions relative to market RWand total RWA from
applying the diffeent thresholds

Thresholdl limited sample

When looking at the limited sampléhe impact of applying the derogation is more material
although itvaries quite a bit between the different levels. Thisimsline with whatwe expected
when looking at the omposition of MKR exposures for the limited sample of bankshere
position risk is more substantial. The cumulative impact is also high and around 40%.

Impact relative to market RWsfand total RWAunder thresholdl limited sample of applying the
BBapproach toEQand debt positions

Threshold 1 limited sample: EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20mE 20 m€ < and < 50 m€ 50mE<and< 150 me 150 m€ < and <300 m€ 300 m€ < and < 500 m€
o% + -1.08% 4 099% + 087% * -0.48% * 0.48%
-10%
-20%
W 22.41%

-30%

W -32.29% W 32.97%
-40%

W 46.37%
-50% f
-60% | 59.75%
#* RWA lost % of Total RWA M RWA lost % of Market RWA

Cumulative impact relative to market RWand total RWAunder thresholdl limited sample of
applying theBBapproach toEQand debt positions

Threshold 1 limited sample: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks

<20me <s0meE <150 me <300m€ <500mE

0% 1 + 1.08% 4 1.06% 4 o098% + 083% + 078%

-10%

W -37.71%
-40%
W -41.35%
W -43.92%

W -a032%

W -16.37%

-50% f

-60%
#* RWA lost % of Total RWA M RWA lost % of Market RWA




RESPONSE TO EUROPEAN a L { { L h b THE SACR ANB BHE FRTB
BANKING
AUTHORITY

Thresholdl relative, limited sample

Looking at the impact of adding auditional relative threshold of 5% on top of threshdldor

the limited samplewe see that the impact is notable for all levéscept levell), decreasing the
RW/slost significantly compared to the impact without the relative threshdldere are 2@®anks

that are above the 5% threshold, meaning that this threshold level would imply that 22.81% of
the limited sample of banks would not be able to apply the derogation even if the absolute level
was set at its highesEUR500m). Cumulativelythe impect is also notablgdecreasing the impact
below 30%.

Impact relative to market RWsfand total RWA under relative thresholdl limited sample of
applying theBBapproach toEQand debt positions

Threshold 1 relative limited sample: EQ+TDI RWA lost using BB instead of TB approach - Small banks

<20m€ 20 me€ < and < 50mE 50mE<and < 150 me 150 m€<and < 300 m€ 300 me < and < 500 m€

* -0.06% * -0.21% * -0.25% * 029%

0%
+ -1.09% W 1.88%

-10%

W -18.01%
-20% +
W -20.80% W 2169%

-30%

W 42.08%

50%

60% -

# RWA lost % of Total RWA W RWA lost % of Market RWA

Cumulative impact relative to market RWand total RWA under relative threshold1 limited
sample of applying thBBapproach toEQand debt positions

Threshold 1 relative limited sample: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks

<20m€ <50m€ <150m€ <300mE <500m€

0% & 1.09% & 0.86% # 060% * 051% * 0.47%

-10%

W 26.72%
W -27.49%
0% W 28.81%
W 31.79%

W -24.08%

50%

#* RWA lost % of Total RWA M RWA lost % of Market RWA
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Threshold2 limited sample

When looking at the limited sampleéhe impact of applying the derogation is more material
(especially for level and leveB). Cumulativelythe impact is also much higher and around 40%.
This also corresponds well with the chart showing the composition of markesRWihe banks
included in the analysis of this threshold.

Impact relative to market RWsfand total RWAunder threshold2 limited sample of applying the
BBapproach toEQand debt positions

Threshold 2 limited sample: EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20me€ 20m€ <and < 50 m€ S50 me€ < and < 150 m€ 150 m€ <and < 300 m€ 300 m€ <and < 500 m€

0% & -095% * 057% * 074% * 064% * 092%

-10%
W 13.34%
-20%
-30%
-40%
M -46.06% W -45.55%
50% - -50:10% W 5046%
-60%
+ RWA lost % of Total RWA W RWA lost % of Market RWA

Cumulative impact relative to market RWand total RWA under threshold? limited sample of
applying theBBapproach toEQand debt positions

Threshold 2 limited sample: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20me <some <150me <300me <500 me

0% & 095% & 0.36% # 081% & 076% & 078%
10% -

-20%

-30%

W 33.08%
W -38.18%
-40% | H-39.58% W a032%
W 26.06%
-50%
-60%
# RWA lost % of Total RWA MW RWA lost % of Market RWA
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Threshold2 relative, limited sample

If we look at the impact of adding an additional relative threshold of 5% on top of thre2Hold

the limited samplewe see that the impact is notable for le&{where the figure increas¢snd

for levek4 and5 (where the figures daease compared to the impact without the relative
threshold.There are 20 banks that are above the 5% threshold, meaning that this threshold level
would imply that approximately 17.54% of the limited sample of banks would not be able to apply
the derogaton even if the absolute level was set at its highdStE500m). Cumulativelythe
impact is not significantly different.

Impact relative to market RWsfand total RWA under relative threshold2 limited sample of
applying theBBapproach toEQand debt positions

Threshold 2 relative limited sample: EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20m€ 20 m€ < and < 50 m€ 50 mE€ < and < 150 m€ 150 m€ < and < 300 M€ 300 m€ < and < 500 m€

* 1.16% * 056% & 0.86% * 0.14% * 041%
W -10.90%

W -16.12%

W -30.34%

W a6.49%
-55% -

-65% -+

-73.41%
75% =

#* RWA lost % of Total RWA W RWA lost % of Market RWA

Cumulative impact relative to market RWand total RWA under relative threshold2 limited
sample of applying thBBapproach toEQand debt positions

Threshold 2 relative limited sample: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20me <50mE <150me <300 me <500 m€
0% + 1.16% + 1.04% 4 -0.96% + 075% * 069%
10%
20%
-30%
W -37.96% W 3829%
0% W 3047%
W -16.49% W -45.97%
50%
60%
#RWA lost % of Total RWA  BIRWA lost % of Market RWA
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When looking at the limited sampléhe impact of applying the derogation is more material for
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levell and leveB compared to the full sample of banks. Cumulatiydte impact is also much
higher and around 50%.

Impact relative to market RWsfand total RWAunder threshold3 limited sampe of applying the
BBapproach toEQand debt positions

0%

-20%

-40%

-60%

-10% |

-30%

-50% +

Threshold 3 limited sample: EQ+TDI RWA lost using BB instead of TB approach - Small banks

<20me 20mE<and < 50me 50me <and < 150 m€ 150me€ <and < 300 me 300 m€ <and < 500 M€
& -133% * -0.58% * 061% * 0.90% # 0.00%
W -24.62%
W 39.76%
W -54.98%
M -65.35%
W 7891%

+ RWA lost % of Total RWA W RWA lost % of Market RWA

Cumulative impact relative to market RWand total RWAunder threshold3 limited sample of
applying theBBapproach toEQand debt positions

-20%

0%

-10%

-30%

-A0%

-50%

_60%

Threshold 3 limited ple: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20m€ <50m€ <150 m€ <300m€
4 133% 4 111% # 084% ' + 086%
W 46.72%
W 52.35% W -5217%
W -65.35%

# RWA lost % of Total RWA BWRWA lost % of Market RWA

<500 m€
* 0.86%

W -52.45%
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Threshold3 relative, limited sample

If we look atthe impact of adding an additional relative threshold of 5% on top of thresBiddat

the limited samplewe see that the impact is notable for les@ (decreasing) and 4 (increasing)
when compaed to the impact without the relative threshold’here arel7 banks that are above

the 5% threshold, meaning that this threshold level would imply that 21.79% of the limited
sample of banks would not be able to apply the derogation even if the absolute level was set at its
highest EURS00m). Cumulativelythe impact is not significantly different.

Impact relative to market RWsfand total RWA under relative threshold3 limited sample of
applying theBBapproach toEQand debt positions

Threshold 3 relative limited sample: EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20me 20me€<and < 50mE 50 m€ < and < 150 m€ 150 m€ <and < 300 m€ 300 M€ < and < 500 mE
% * 153% *-011% * 0.49% * 067% * 079%

W -5.95%
-10%

-20%
30%
-40% -39.88%

-50%
” W 5182%

W -68.06%

B 93.81%

# RWA lost % of Total RWA W RWA lost % of Market RWA

Cumulative impact relative to market RWand total RWA under relative threshold3 limited
sample of applying thBBapproach toEQand debt positions

Threshold 3 relative limited sample: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20me <50mE <150me€ <300meE <500m€E
o% * 1.16% & -1.04% + 096% * 0.75% + 0.69%
-5%
10%
15%
-20%
25%
30%
-35%
W 37.96% W -38.29%
20% M -39.47%
45%
W 36.49% W -45.97%
50% -
#RWA lost % of Total RWA  BIRWA lost % of Market RWA
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Threshold4 limited sample

When looking at the limited samplthe impact of applying the derogation is material for all levels
except leveld. Cumulativelythe impact is also material.

Impact relative to market RWsfand total RWAunder threshold4 limited sample of applying the
BBapproach toEQand debt positions

Threshold 4 limited sample: EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20m€ 20mE€ < and < SOmE 50m€ <and < 150 m€ 150 m€ <and < 300 m€ 300 m€ <and < 500 m€ 500me€ <
0% & 0.752% & 1.004% 4 1378% *-0.092% * 0777% 1131%
W 6.84%
-10%
20%
-30%
-40%
W -46.26%
-50%
M -55.90%
60% 1 W 61.44%
L]
-70% -66.26%
-70.92%
-80%
+ RWA lost % of Total RWA W RWA lost % of Market RWA

Cumulative impact relative to market RWand total RWA under threshol limited sampleof
applying theBBapproach toEQand debt positions

Threshold 4 limited sample: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20me€ <50m€ <150 m€ <300me <500 m€ 500mE <
0% & 0.75% & 101% & 113% * 051% * 053% %
5%
-10%
15%
20%
-25%
-30% W 3043%
W 32.94%
-35%
-40%
-a5%
50%
W -52.52% -52. 706
55% w0 55.90%
W -58.04%
60% +
-65%
# RWA lost % of Total RWA W RWA lost % of Market RWA
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Threshold4 relative, limited sample

If we look at the impact of adding an additional relative threshold of 5% on top of thredHold

the limited samplewe see that the impact is significant. Once againly thefirst four levels are

left. There are 43 banks that are above the 5% threshold, meaning that this threshold level would
imply that 58.90% of the limited sample of banks would not be able to applgerogation even

if the absolute level was set at its higheBtUUFR500m). This is also the highest proportion of banks
for the limited sample when comparing the different thresholds. The impact percentages do not
change significantly for the remainifgur levels. The same is the case on a cumulative basis.

Impact relative to market RWsfand total RWA under relative threshold4 limited sample of
applying theBBapproach toEQand debt positions

Threshold 4 relative limited sample: EQ+TDI RWA lost using BB instead of TB approach - Small banks

<20me 20m€ < and < 50mE S0me€<and< 150 m€ 150 mE < and < 300 mE

* 0.75% # 087% *—-0.09%

+ -1.68%

M -11.57%
15%

-35% W 3537%

S5% 1 W -55.49%
W -58.83%

* RWA lost % of Total RWA W RWA lost % of Market RWA

Cumulative impact relative to market RWand total RWA under relative threshold4 limited
sample of applying thBBapproach toEQand debt positions

Threshold 4 relative limited sample: Cumulative EQ+TDI RWA lost using BB instead of TB approach - Small banks
<20me <50mE <150me <300me
* 0.75% 4 096% + 092% * 0.40%
5%
15%
-25%
-35% W -33.74%
-45%
W -18.52%
55% 5549
a0k B -56.77%
-65%
#RWA lost % of Total RWA  BIRWA lost % of Market RWA
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Thresholdl limited sample¢ Impact of relative thresholds in terms dfie number of banks
applicablefor the derogation

Threshold 1 limited sample |# of banks included under each threshold level |Ratio below 50fRatio below 109
fF HND Ye 59 52 oZ
Hn Ye f YR f pn Ye 14 9 13
pn Ye f FYR f mMpn Ye 27 19 24
mpn Ye f YR |[f onn Ye 10 4 7
onn Ye f LFYRI|f pnn Ye 8 4 7

Threshol® limited sample¢ Impact of relative thresholds in terms dfie number of banks
applicablefor the derogation

Threshold 2 limited sample |# of banks included under each threshold level |Ratio below 594Ratio below 109
F HN Ye 59 53 A
Hn Ye f YR f pn Ye 14 9 13
pn Ye f FYR f mMpn Ye 27 22 25
mpn Ye f YR |[f onn Ye 10 6 9
onn Ye £ FYRI|f pnn Ye 8 4 7

Threshold3 limited sample¢ Impact of relative thresholds in terms dfie number of banks
applicablefor the derogation

Threshold 3 limited sample |# of banks included under each threshold level |Ratio below 59fRatio below 109
F HN Ye 35 33 34
Hn Ye f FYR # pn Ye 14 10 13
pn Ye f FYR f mMpn Ye 20 15 18
mpn Ye ¢ YR |[f onn Ye 6 3 5
onn Ye £ FYR|f pnn Ye 3 1 2

Threshold4 limited sample¢ Impact of relative thresholds in terms diie number of banks
applicablefor the derogation

Threshold 4 limited sample |# of banks included under each threshold level |Ratio below 5%Ratio below 109
f HN Ye 20 16 19
Hn Ye ¥ FYR § pn Ye 4 3 4
pn Ye ¥ YR f mpn Ye 12 5 7
Mpn Ye f YR I|f onn Ye 11 6 8
onn Ye ¥ YR |f pnn Ye 4 0 2
b pnn Ye 22 0 0
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Summary

The amount of lost RWAfrom applying the derogation genehalincreases with a higher
threshold level. However, even for the lower levels of the threshdhisre is a material loss of
market RWA from applying the derogation. This observation corresponds well with what could
be expected from looking at the compdsit of market RWaunder the different thresholds for
the limited sample.

Of courseit is important to highlight thatin the case of the lost RVéAelative to total RWA, the
impact is negligible for all thresholdg most casesless than 1% This isconsistent with the
assumption that the business model for these small institutions tends to be primarily focused on
BBactivities. As shown in the analysis of the composition of assets and,RWAn aggregated
basis the small banks have very limitedogition risk in theTB compared to the full RW&
stemming from other types of exposuresach agredit and operational risk.

The effect of having a relative threshold of B%top of the absolute thresholdhows a material
impact, excluding between 17.54%nd 58.90% from applying the derogation. Applying a
threshold of 10% does not significantly change the number of banks applicable for the derogation
compared to the 5% threshold.
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In this annexa more granular analysis of applying the derogation is presented by estimating the
impact for EQ and TBs$eparately. While this annex provides an insigho iitne underlying data

used to assess the impact of the derogation, it does not introduce anyim@nmation that is

not, on an aggregated basis, contained in the report. The analysis is conducted for both the full
sample (all banks) and the limited sample (excluding those with zero position risk) of aksoks
assessing the effect of adding the ala threshold of 5%on top of the absolute levels of the

thresholds

Thresholdl full sample

Impact relative to market RWsfand total RWAunder thresholdl full sample of applying thBB

approach toEQpositions

5%

20 me < an:

Threshold 1: EQ RWA lost using BB instead of TB approach - Small banks
a0 a
* 028%

-, 12.09%

+ EQ RWA lost relative to total RWA

<and < 500 m&
* -0.07%

me 50mE < and < 150 me 150 me < and < 300 me 300me

* -0.03%
W -1.00%

o, -577%

W -24.38%

W EQ RWA lost relative to market RWA

Cumulative impact relative to markd®W/4A and total RWA under thresholdl full sample of
applying theBBapproach toEQpositions

<20me
+ 0.01%

W 0.78%

-3%

-a%

6%

7%

Threshold 1: Cumulative EQ RWA lost using BB instead of TB approach - Small banks

<50me
* 0.02%

W 2.09%

+ EQ RWA lost relative to total RWA

<500 me

* 007%

< 150me

* 0.07%

=300 me

* 0.07%

W -2.27% W a3s5%

o 6.00%

W EQ RWA lost relative to market RWA
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Thresholdl relative, full sample

Impact relative to market RWsand total RWAunderrelativethresholdl full sample of applying
the BBapproach toEQpositions

Threshold 1 relative: EQ RWA lost using BB instead of TB approach - Small banks
<20me 20 m€ <and < 50m€ 50mé€ <and < 150 m€ 150 m€ <and < 300 m€ 300 m€ <and < 500 m€
0% A -001% ‘ * 036% ‘ * 058% ‘ 903 ‘ * -0.08% '
-0.58%
W 8.16%
-10%
W 14.20%
20%
-30%
-40%
-50%
W 56.78%
-60%
# EQ RWA lost relative to total RWA M EQ RWA lost relative to market RWA

Cumulative impact relative to market RWand total RWAunderrelativethresholdl full sample
of applying theBBapproach toEQpositions

Threshold 1 relative: Cumulative EQ RWA lost using BB instead of TB approach - Small banks
<20me <50m€ <150 me <300me <500me
0% *-00% * 002% * 007% T # -006% * 0.07%
B 058%
1%
W 1.72%
2%
3%
-4% -4.08°
W -4.25%
5%
W 5.82%
6%
7%
# EQ RWA lost relative to total RWA M EQ RWA lost relative to market RWA
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Thresholdl limited sample

Impact relative to market RWsfand total RWAunder thresholdl limited sample of applying the
BBapproach toEQpositions

Threshold 1 limited sample: EQ RWA lost using BB instead of TB approach - Small banks

<20me 20m€ < and < 50 m€ 50mé€ <and < 150 m€ 150 m€ <and < 300 m€ 300 m€ < and < 500 m€
0% *-0.08% & 055% & 062% *-0.08% *-0.11% 1

W -3.46%
5% | 519%
W -7.67%
-10%
W -12.55%
-15%
-20%
-25%
-30%
-35%
-40%
W -42.58%
-45%
# EQ RWA lost relative to total RWA B EQ RWA lost relative to market RWA

Cumulative impact relative to market RWand total RWAunder thresholdl limited sample of
applying theBBapproach toEQpositions

Threshold 1 limited sample: Cumulative EQ RWA lost using BB instead of TB approach - Small banks
<20mé€ <S0m€ <150 m€ <300 me <500 m€
0% * -oos% * 019% & 038% ' & 029% + 026%
2%
B 3.46%
4%
%
W 675%
8%
-10%
-12%
W -13.46%
14% W 1427%
-16%
B -16.85%
-18%
+ EQ RWA lost relative to total RWA M EQ RWA lost relative to market RWA
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Thresholdl relative, limited sample

Impact relativeto market RWA and total RWA under relative threshold1 limited sample of
applying theBBapproach toEQpositions

Threshold 1 relative limited sample: EQ RWA lost using BB instead of TB approach - Small banks
<20me 20m€ <and< 50me 50m€ <and< 150 mE 150 m€ <and < 300 m€ 300 m€ < and < 500 m€
0% 4 -0.07% & 0.49% & 067% +-010% T * -012% 1
B 264%
-8.74% B -8.65%
-10% L]
W 14.23%
-20%
-30%
-40%
50%
W 58.27%
-60%
# EQ RWA lost relative to total RWA M EQ RWA lost relative to market RWA

Cumulative impact relative to market RWand total RWA under relative threshold1 limited
sample of applying thBBapproach toEQpostions

Threshold 1 relative limited sample: Cumulative EQ RWA lost using BB instead of TB approach - Small banks
<20mé <50m€ <150m€ <300m€ <500 m€
o% * 007% * 016% ‘ & 036% ' & 0.29% + 026%
2%
W -264%

4%

-6% B-6.01%

8%
-10%
-12%
-14%

W -14.92%
-16% B -1589%
W -17.30%

-18%

-20%

# EQ RWA lost relative to total RWA M EQ RWA lost relative to market RWA

14¢
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Thresholdl full sample

Impact relative to market RWsfand total RWAunder thresholdl full sample of applying thBB
approach to debt positions

Threshold 1: TDI RWA lost using BB instead of TB approach - Small banks
<20me 20 m€ <and < 50m€ 50mé€ <and < 150 m€ 150 m€ < and < 300 m€ 300 m€ < and < 500 mE
0% *011% T * 022% T * 0.16% T * 0.18% ' * 023% 1
5% W 520%
10% 4 B 9.60% 8 -9.50% B 5.81%
-15%
W -19.04%
20%
-25%
#RWA lost % of Total RWA ~ BIRWA lost % of Market RWA

Cumulative impact relative to market RWAnd total RWA under thresholdlL full sample of
applying theBBapproach to debt positions

Threshold 1: Cumulative TDI RWA lost using BB instead of TB approach - Small banks

<20m€ <50me€ <150 mé€ <300 m€ <500 m€
0% * 011% T * 011% T * 012% T * 013% T * 014% 1
5%
W -8.10%
W -8.68%
B 9.60% W -9.59% W 963%

-10% -

-15%

-20%

-25%
#RWA lost % of Total RWA ~ BIRWA lost % of Market RWA

14¢€
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Thresholdl relative, full sample

Impact relative to market RWsand total RWAunderrelativethresholdl full sample of applying
the BBapproach to debt positions

Threshold 1 relative: TDI RWA lost using BB instead of TB approach - Small banks
<20me 20 mé€ < and < 50mE 50m€ <and< 150 mE 150 m€ <and <300 m€ 300 m€ <and <500 m€
0% 7 *-011% +-0.05% * 0.18% * -0.09% T * 021% 1
-1.88%
= W 2.43%
5%
10% W -9.72%
-15%
B -17.55%
-20% W 2047%
-25%
# RWA lost % of Total RWA W RWA lost % of Market RWA

Cumulative impactelative to market RW#and total RWAunderrelativethresholdl full sample
of applying theBBapproach to debt positions

Threshold 1 relative: Cumulative TDI RWA lost using BB instead of TB approach - Small banks
<20mE <50me <150 m€ <300me <500mE
0% 7 * 0.11% * 0.11% * -012% * 011% * -012% 1
5%
W -7.06%
W 7.60%
W 9.07%

10% W -9.72% W -9.70%

-15%

-20%

-25%

# RWA lost % of Total RWA W RWA lost % of Market RWA
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Thresholdl limited sample

Impact relative to market RWsfand total RWAunder thresholdl limited sample of applying the
BBapproach to debt positions

Threshold 1 limited sample: TDI RWA lost using BB instead of TB approach - Small banks
<20mE 20 m€ < and < 50 m€ 50m€<and< 150m€ 150 m€ <and <300 m€ 300 m€ <and < 500 m€
0% 1 & 1.00% & 043% *025% ’ & 041% * 037%
-5%
-10% B -9.86%
-15%
W -17.18%
-20%
-25% W 7530%
W -27.10%
-30%
-35%
-40%
W -42.90%
-45%
# RWA lost % of Total RWA W RWA lost % of Market RWA

Cumulative impact relative to market RWand total RWAunder thresholdl limited sample of
applying theBBapproach to debt positions

Threshold 1: Cumulative TDI RWA lost using BB instead of TB approach - Small banks
<20me <50mE <150 m€ <300 m€ <500mE
o7 + -1.00% + 087% ’ * 060% * 054% * 052%
-5%
-10%
-15%
-20%
-25%
W -27.07% W -27.08% W -26.86%
-30%
B -30.96%
-35%
-40%
W -42.90%
-45%
#RWA lost % of Total RWA W RWA lost % of Market RWA

14¢€
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Thresholdl relative, limited sample

Impact relative to market RWsfand total RWA under relative threshold1 limited sample of
applying theBBapproach to debt positions

Threshold 1 relative limited sample: TDI RWA lost using BB instead of TB approach - Small banks

<20meE 20m€<and< 50 me 50mE<and< 150 m€ 150 m€ <and < 300 m€ 300 mé <and < 500 m€
0% - . 4 -0.06% * -021% * -025% T ¥ 029% 1

& Loa W -1.88%
-5%
-10%
-15%
W -18.01%
-20%
| -20.80% W 21.69%
-25%
-30%
-35%
-40%
45% W -44.08%
# RWA lost % of Total RWA W RWA lost % of Market RWA

Cumulative impact relative to market RWand total RWA under relative threshold1 limited
sample of applying thBBapproach to debt positions

Threshold 1 relative limited sample: Cumulative TDI RWA lost using BB instead of TB approach - Small banks
<20m€ <50me€ <150m€ <300me <500 mE€

o% & 1.09% ' 4 086% * 0.60% T * 051% & 047%

5%
-10%
15%
-20%
-25% -

W 27.49% W -26.72%
| 2881%
-30%
W 31.79%
-35%
-40%
5% W -44.08%
# RWA lost % of Total RWA W RWA lost % of Market RWA
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Threshold2 full sample

Impact relative to market RWsfand total RWAunder threshold® full sample of applying thBB
approach toEQpositions

Threshold 2: EQ RWA lost using BB instead of TB approach - Small banks

<20me 20m€ <and< 50 m€ S50m€<and< 150 m€ 150 m€ <and < 300 m€ 300 m€ <and < 500 m€
0% 4 -0.01% T & 020% T & 075% T ¥ -0.06% * 0.18% 1
W -0.82%

% W 462%

W -7.01%

-10%
W -10.72%
W -11.30%

-15%

-20% -+

-25%

# EQ RWA lost relative to total RWA M EQ RWA lost relative to market RWA

Cumulative impact relative to market RWAnd total RWA under threshol® full sample of
applying theBBapproach toEQpositions

15C



