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INTRODUCTORY COMMENTS 

 

Banking & Payments Federation Ireland (BPFI) is the voice of banking and payments in Ireland. 

Representing over 70 domestic and international members institutions, we mobilise the sector’s 

collective resources and insights to deliver value and benefit to members, enabling them to build 

competitive sustainable businesses which support customers, the economy and society. 

BPFI agree that the qualitative aspects of the Basel Committee on Banking Supervision Standard on 

Interest Rate in the Banking Book (IRRBB) should be factored into EBA Guidelines to prepare financial 

institutions for the final legislation. The Guidelines should also seek to incorporate the quantitative 

components of the outcome of the final European legislation and not proceed without full knowledge 

of the final quantitative aspect. 

BPFI recommend that the EBA await the outcome of the ongoing European legislative process for the 

adoption of the level 1 text. We also recommend the development of a clear definition of Credit 

Spread Risk in the Banking Book, its components, nature and how it can be distinguished from other 

forms of credit risk which are currently capitalised. In the absence of such a definition it may be 

prudent to leave this out of the IRRBB guidelines. 

The draft Guidelines recommend that ‘dedicated set of risk limits should be developed to monitor the 

evolution of hedging strategies that rely on instruments such as derivatives, and to control mark-to-

market risks in instruments that are accounted for at market value’ (§44(f)). As all derivatives are 

accounted for at their market value, this would require limiting derivatives that are used to mitigate 

IRRBB. The supervisory framework should not discourage risk mitigation using hedging. If the intent is 

to make sure that other dimensions of risks relating to derivatives are captured (e.g. liquidity risk 

arising from collateralised derivatives and counterparty credit risk), a link should be made to how 

these dimensions are dealt with in other/existing regulatory requirements to avoid double counting. 

For internal capital for IRRBB, we welcome the clarification that there is a need for internal capital for 

IRRBB to the extent that there is a risk of loss. However, it should be clarified that the internal capital 

buffer referred to in paragraph 31 relates to the holistic stress test, covering all material sources of 

risk, including IRRBB, in combination (i.e. not IRRBB considered in isolation).   
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Some additional clarity would be welcomed on the various elements below of the draft guidelines 

below: 

The draft Guidelines should distinguish the recommendations that apply to ‘IRRBB considered in 

isolation’ from those that apply to ‘IRRBB as contribution to a broader framework’: 

 Illustration of recommendations which relate to ‘IRRBB in isolation’:  

o Measurements in both economic value and earnings 

o Standard Outlier Test 

o Internal capital for IRRBB (cf below) 

o Risk appetite statement metrics for IRRBB 

o Governance  

 Illustrations of recommendations which relate to ‘IRRBB as contribution to a broader framework’: 

o Ramifications on- or from- model, market, liquidity, credit and operational risks (which 

are dealt with by other regulatory requirements) or accounting (e.g. effectiveness) 

o Capital buffer. 
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Question 1: Are the definitions sufficiently clear? If not, please provide concrete suggestions and 

justify your answer.  

 

Effective day  

Banks will ideally need at least up to two years for implementation of the Guidelines after the release 

of the final version. The preparation for implementation on the basis of the draft guidelines is only 

possible to a limited extent, given the lack of clarity of the draft guidelines.  It should also be confirmed, 

that any European Competent Authority will not expect the new requirements introduced by this 

Guideline before the application date – this is especially the case for the implementation of the new 

additional 15 percent threshold for the SOT in small and medium-sized banks without any prior 

quantitative assessment.  

 

Interest rate risk  

Interest rate risk is defined as the “current or prospective risk to both the earnings and economic value 

of institution arising from adverse movements in interest rates that affect interest rate sensitive  

instruments, including gap risk, basis risk and option risk” 

We propose to delete the word prospective as prospective risk to economic value seems to be 

questionable  not only given the use of assumptions and resulting lack of comparability but also given 

that the value calculated is only relevant for any actual day 

The difference between interest rate risk and the effects of interest rates upon business risk (e.g. 

margin pressure) could be elaborated upon. Should the business risk in terms of the risk of pressure 

upon interest rate margins due to competition be taken into account when measuring and stress 

testing IRRBB? Clarification would be appreciated.  
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Scope of Application 

Banks that are subject to supervision from one competent authority at the highest consolidated level 

and a different competent authority at a sub consolidated level may end up being subject to divergent 

regulation on IRRBB. This may result in an unnecessarily burdensome outcome, particularly where 

IRRBB is managed centrally. 

 

Credit spread risk from non-trading book activities (CSRBB)  

The definition should be clarified as it creates uncertainties regarding what is expected by regulators 

and supervisors. The CSRBB should be restricted to liquid banking book assets for which a change in 

credit spread has a direct impact on capital ratios (if and only if, this risk is not yet part of the bank’s 

ICAAP or provisioning process).  

 

Constant balance sheet 

We suggest the following alternative definition: “A balance sheet in which the total balance sheet size 

and composition are maintained by assuming like-for-like replacement of assets and liabilities as they 

run off.”  

This alternative would permit a consistent duration of assets and liabilities, in line with a responsible 

management of the IRRBB. Furthermore, it could be useful to consider the way to manage a “constant 

balance sheet” for credit institution in resolution and facing a run-off and decreasing balance sheet. 

 

Basis risk 

The Guidance defines basis risk as arising from the impact of relative changes in interest rates on 

interest rate sensitive instruments that have similar tenors but are priced using different interest rate 

indices. It arises from the imperfect correlation in the adjustment of the rates earned and paid on 

different interest rate sensitive instruments with otherwise similar rate change characteristics. 
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This definition only refers to changes in the spread between similar tenors, e.g. between 3M Euribor 

and 3M government debt instruments. 

Elsewhere in the guidelines, there is implicit or explicit reference to broader definitions, e.g.  

paragraph 86, table 2 which states that the focus should be on the use of derivatives and other hedging 

instruments in terms of different bases, convexity and timing difference neglected by gap analysis. 

 

Interest rate sensitive instruments 

Interest rate sensitive instruments are defined as assets, liabilities and off-balance sheet items in the 

non-trading book which are either interest rate sensitive or have an impact on IRRBB. It is not clear 

what kind of impact on IRRBB is being referred to. Clarification would be appreciated.  

 

General provisions  

Question 2: Are the guidelines in section 4.1. regarding the general provisions sufficiently clear? If 

not, please provide concrete suggestions.  

It is assumed that an EaR stress, i.e.  which assumes a constant balance sheet approach, is being 

suggested. If this is correct, it is not clear how these positions should be stressed.  An EV type stress 

would appear to be more appropriate, if stressed OCI risk is being suggested. 

An EaR measure for a historical lookback could produce an outcome which is favorable, whereas a 

specified worst case IR scenario will always be unfavorable for economic value. The guidelines need 

to make clear which approach is appropriate. 

 

Question 3: Do you agree that cash flows from non-performing exposures (NPEs) should be net of 

provisions and treated as general interest rate sensitive instruments whose modelling should reflect 

expected cash flows and their timing for the purpose of EV and earnings measures? If not, please 

provide concrete suggestions and justify your answer.  
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Yes, we agree. Cash flows from non-performing exposures (NPEs) should be net of provisions and 

treated as general interest rate sensitive instruments whose modelling should reflect expected cash 

flows.  

 

Capital identification, calculation and allocation  

Question 4: Are the guidelines in section 4.2. regarding the capital identification, calculation, and 

allocation sufficiently clear? If not, please provide concrete suggestions and justify your answer.  

Further clarification is required, notably on the introduction of risk appetite for IRRBB within the 

capital assessment process. Most banks would seek to have a capital allocation process that is linked 

to loss risk. Risk appetite is more aligned to the level of variability risk, be it in terms of Economic Value 

or in Net Interest Income that an institution is prepared to accept. The capital section of this paper 

looks more like a buffer allocation process, rather than a capital process linked to loss risk.  

This section may unintentionally provide scope for local regulators to allocate buffers against specific 

items. As there is not a universal capital allocation process for IRRBB across Europe, the introduction 

of Risk Appetite will add further differences to how banks capitalise this risk. The Risk Appetite could 

be viewed as a banks internal appetite for IRRBB variability, so its inclusion within the capital 

assessment process leads to a conclusion that it is the IRRBB variability is what the EBA seeks to 

capitalize.  

 

Paragraph 23  

Institutions should demonstrate that their internal capital is commensurate with the level of IRRBB, 

taking into account the impact on internal capital of potential “changes” in the economic value and 

future earnings resulting from changes in interest rates. Institutions are not expected to double count 

their internal capital for EV and earning measures. 
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It is not sufficiently clear how both elements, economic value and future earnings, should be taken 

into account in determining the amount of capital that needs to be held for IRRBB. Should both 

elements be included in an IRRBB capital model or does this guideline intend to say that both elements 

should be included in the ICAAP, but not necessarily both of them in an IRRBB capital model?  

 

Paragraph 26 (f)  

Paragraph 26(f) requests the impact of embedded losses to be taken into account. It is unclear what 

losses this refers to. Should embedded gains be also considered?  Clarification would be welcomed. 

 

Question 5: Do you agree with the list of elements to be considered for the internal capital allocation 

in respect of IRRBB to earnings in paragraph 30? If not, please provide concrete suggestions and 

justify your answer.  

We believe that only the elements linked to the risk of actual losses and not to the variability of 

earnings should be considered for the internal capital allocation in respect of IRRBB to earnings.  

There are ambiguities in the internal capital requirement section. Some statements explicitly relate to 

loss risk, while some other statements seem to refer variability risk and to enterprise-wide stress tests 

(e.g. “reduction in dividend policy”, “maintain business operations”). It is mentioned that these should 

be considered “capital buffer” for “reduced earnings in stress scenarios”, which does not make sense. 

In our opinion, internal capital should relate to loss risk, whereas variability risk should be taken into 

account in enterprise risk stress test. 

 

Question 6: Are the guidelines in section 4.3. regarding the governance sufficiently clear? If not, 

please provide concrete suggestions and justify your answer. 

Paragraph 53 (b) 

It should be clarified that there is no requirement to build up a transaction-level data system. This 

requirement is too restrictive for all banks and particularly for large and internationally active banks.  
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Transaction-level data for IRRBB data is extensive and each institution should be permitted to consider 

how to manage data on a line-by-line basis or an aggregated basis.  

 

Question 7: Are the guidelines in section 4.4. regarding the measurement sufficiently clear? If not, 

please provide concrete suggestions and justify your answer. 

Paragraph 105(c)  

The requirement of “a margin of conservatism should be used where there are uncertainties” is not 

clear. The way to apply such a margin on behavioural assumptions is not implementable. We propose 

the deletion of this requirement.  

Paragraph 106(a) 

The definition of “core” and “transient” balances on transaction accounts should be revised in order 

to offer more flexibility to credit institutions. Moreover, the current definition seems inconsistent with 

the definition of “stable/operational” and “less stable/non-operational” deposits applicable to 

liquidity requirements. 

 

Question 8: Do you consider the comparison between EV metrics calculated using contractual terms 

for NMDs with the EV metrics calculated with behavioural-modelled assumptions sensible and 

practical? Please justify your answer.  

While the comparison between EV metrics calculated using contractual terms for NMDs with the EV 

metrics calculated with behavioural-modelled assumptions is not challenging under a practical point 

of view, its actual significance could be limited and its results, which can vary, need to be studied with 

caution. 

It is not clear what the information is going to be used for. The EV metrics can be calculated based on 

contractual terms but banks and supervisors should be careful with the interpretation of this metric 

and any conclusions. We do not believe the results will provide a better estimate of the actual risk and 

limited insight into the amount of model risk.  



 

BPFI Response to the EBA Consultation Paper on Draft IRRBB Guidelines on the management 

of interest rate risk arising from non-trading book activities 

Private & Confidential 10 

 

 

Supervisory outlier test  

Question 9: Are the guidelines in section 4.5. regarding the supervisory outlier test sufficiently clear? 

If not, please provide concrete suggestions and justify your answer. 

Paragraph 113 (b)  

It is our understanding that a bank should consider in-scope for the supervisory outlier test a “small 

trading book business” within the meaning of Article 94 CRR, if the bank uses the derogation allowed.  

 

If the proposed interpretation is correct, we would suggest clarifying that point (b) of paragraph 113 

only applies to banks taking advantage of the derogation granted in Article 94 CRR. Otherwise, 

clarification is needed about the meaning of this provision. 

 

Paragraph 113 (n)  

This paragraph prescribes one risk free rate per currency. How would this relate to using multiple 

curves for calculating basis risk?  

We suggest amending the paragraph to read: “at least one risk free rate per currency”. 

 

Question 10: Is the proportionality adequately reflected in the guidelines, in particular in relation 

to the transitional period for SREP category 3 and 4 institutions and the frequency of calculation for 

the additional outlier test under paragraph 112?  

We agree with the principle of proportionality and encourage that it is taken account of at a holistic 

level in the guidelines. 
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Question 11: If relevant, do you manage interest rate risk arising from pension obligations and 

pension plans assets within the IRRBB framework or do you cover it within another risk category 

(e.g. within market risk separately from IRRBB, etc.)?  

Pension obligations and pension plans assets do not depend on the management of the interest rate 

risk arising from the banking book but on the corporate risk structure of institutions.  

For pension assets held within trust structures, governed by a separate board of trustees and 

monitored under a separate section of the ICAAP, the incorporation of such metrics within the broad 

IRRBB metrics is not appropriate.  

The management of interest rate risk arising from pension obligations and pension plan assets should 

be specific to that jurisdiction and should be considered within that jurisdiction. 

 

Question 12: Which treatment of commercial margins cash flows do you consider conceptually most 

correct in EV metric, when discounting with risk free rate curve: a) including commercial margins 

cash flows or b) excluding commercial margins cash flows? Please justify your answer.  

 

No comments. 

 

Question 13:  Are your internal systems flexible enough to exclude margins for the purpose of 

calculating EV measures for the supervisory outlier test? If not, what would be the cost to adapt 

your systems (high, medium, low)? Please elaborate your answer.  

 

As frameworks become more sophisticated, stripping margins becomes less relevant and 

implementing this capability with dynamic flows may not necessarily be relevant for the management 

of our business. 
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Question 14: Do you consider the level of the proposed linear lower bound as described in paragraph 

113 (k) appropriate? If not, please provide concrete suggestions and justify your answer.  

Although we recognize that any level stated may be subjective due to the lack of historical data, we 

consider the proposed minimum level of negative interest rates to be excessively  conservative for a 

Pillar II requirement due to the multiplication of shocks scenario in the draft guidelines, especially in 

the longer tenors (>10-15 years) where it is highly improbable to observe negative rates. 

We agree that there may be some merits to the implementation of a non-parallel floor, but this may 

be subject to IT constraints depending on the functionality offered by different ALM software 

solutions. We would like to propose the possibility of setting a parallel floor where this approach does 

not lead to material differences in the EVE results. 

 

Question 15: Do you consider the minimum threshold for material currencies included into the 

supervisory outlier test (5% for individual currency and minimum 90% of the total non-trading book 

assets or liabilities) sufficient to measure IRRBB in term of EVE? If not, please provide concrete 

suggestions and justify your answer.  

BCBS standard n°368 establishes a 5% threshold over total assets or liabilities in order to properly 

measure the total banking book risk. The Guidelines add the requirement of covering a minimum 90% 

of the total banking book. 

We consider that a minimum materiality threshold of 5% for individual currencies and 90% for the 

total is adequate and aligned with the common practices. However, we deem that an exception should 

be made in the case that there is an aggregated exposure over 10% which is very fragmented among 

many currencies with very low materiality (i.e. <2%). 

In order to properly address this situation, we suggest maintaining the Basel threshold, or complete 

the Guidelines with an exception in the case that there is an aggregated exposure over 10% which is 

very fragmented among many currencies with very low materiality (i.e. <2%). 

 

Question 16: When aggregating changes to EVE in the supervisory outlier test, does the disregarding 

of positive changes to EVE have a material impact on the calculation of the supervisory outlier test? 
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This is dependent on the balance sheet composition of the institution.  Disregarding positive changes 

could be significant if such positive changes are generated from hedging activities. 

 

 

 


