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Regulation (EU) No 575/2013 of the European Parliament and of the Council of
26 June 2013 on prudential requirements for credit institutions and investment
firms and amending Regulation (EU) No 648/2012 (Text with EEA relevance)

PART THREE

CAPITAL REQUIREMENTS

TITLE IV

OWN FUNDS REQUIREMENTS FOR MARKET RISK

CHAPTER 2

Own funds requirements for position risk

Section 1

General provisions and specific instruments

Article 326

Own funds requirements for position risk

The institution's own funds requirement 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 shall be treated as debt
instruments.

Article 327
Netting

1 The absolute value of the excess of an institution's long (short) positions over its
short (long) positions in the same equity, debt and convertible issues and identical financial
futures, options, warrants and covered warrants shall be its net position in each of those different
instruments. In calculating the net position, positions in derivative instruments shall be treated
as laid down in Articles 328 to 330. Institutions' holdings of their own debt instruments shall be
disregarded in calculating specific risk capital requirements under Article 336.

2 No netting shall be allowed between a convertible and an offsetting position in the
instrument underlying it, unless the competent authorities adopt an approach under which the
likelihood of a particular convertible's being converted is taken into account or require an own
funds requirement to cover any loss which conversion might entail. Such approaches or own
funds requirements shall be notified to EBA. EBA shall monitor the range of practices in this
area and shall, in accordance with Article 16 of Regulation (EU) No 1093/2010, issue guidelines.
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3 All net positions, irrespective of their signs, shall be converted on a daily basis into
the institution's reporting currency at the prevailing spot exchange rate before their aggregation.

Article 328

Interest rate futures and forwards

1 Interest-rate futures, forward-rate agreements (FRAs) and forward commitments to
buy or sell debt instruments shall be treated as combinations of long and short positions. Thus
a long interest-rate futures position shall be treated as a combination of a borrowing maturing
on the delivery date of the futures contract and a holding of an asset with maturity date equal to
that of the instrument or notional position underlying the futures contract in question. Similarly
a sold FRA will be treated as a long position with a maturity date equal to the settlement date
plus the contract period, and a short position with maturity equal to the settlement date. Both
the borrowing and the asset holding shall be included in the first category set out in Table 1
in Article 336 in order to calculate the own funds requirement for specific risk for interest-
rate futures and FRAs. A forward commitment to buy a debt instrument shall be treated as a
combination of a borrowing maturing on the delivery date and a long (spot) position in the debt
instrument itself. The borrowing shall be included in the first category set out in Table 1 in
Article 336 for purposes of specific risk, and the debt instrument under whichever column is
appropriate for it in the same table.

2 For the purposes of this Article, 'long position' means a position in which an institution
has fixed the interest rate it will receive at some time in the future, and 'short position' means a
position in which it has fixed the interest rate it will pay at some time in the future.

Article 329

Options and warrants

1 Options and warrants on interest rates, debt instruments, equities, equity indices,
financial futures, swaps and foreign currencies shall be treated as if they were positions equal
in value to the amount of the underlying instrument to which the option refers, multiplied by
its delta for the purposes of this Chapter. The latter positions may be netted off against any
offsetting positions in the identical underlying securities or derivatives. The delta used shall
be that of the exchange concerned. For OTC-options, or where delta is not available from
the exchange concerned, the institution may calculate delta itself using an appropriate model,
subject to permission by the competent authorities. Permission shall be granted if the model
appropriately estimates the rate of change of the option's or warrant's value with respect to small
changes in the market price of the underlying.

2 Institutions shall adequately reflect other risks, apart from the delta risk, associated
with options in the own funds requirements.

3 EBA shall develop draft regulatory technical standards defining a range of methods to
reflect in the own funds requirements other risks, apart from delta risk, referred to in paragraph
2 in a manner proportionate to the scale and complexity of institutions' activities in options and
warrants.

EBA shall submit those draft regulatory technical standards to the Commission by 31
December 2013.
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Power is delegated to the Commission to adopt the regulatory technical standards
referred to in the first subparagraph in accordance with Articles 10 to 14 of Regulation
(EU) No 1093/2010.

4 Before the entry into force of the technical standards referred to in paragraph 3,
competent authorities may continue to apply the existing national treatments, where the
competent authorities have applied those treatments before 31 December 2013.

Article 330

Swaps

Swaps shall be treated for interest-rate risk purposes on the same basis as on-balance-
sheet instruments. Thus, an interest-rate swap under which an institution receives
floating-rate interest and pays fixed-rate interest shall be treated as equivalent to a long
position in a floating-rate instrument of maturity equivalent to the period until the next
interest fixing and a short position in a fixed-rate instrument with the same maturity as
the swap itself.

Article 331

Interest rate risk on derivative instruments

1 Institutions which mark to market and manage the interest-rate risk on the derivative
instruments covered in Articles 328 to 330 on a discounted-cash-flow basis may, subject
to permission by the competent authorities, use sensitivity models to calculate the positions
referred to in those Articles and may use them for any bond which is amortised over its residual
life rather than via one final repayment of principal. Permission shall be granted if these models
generate positions which have the same sensitivity to interest-rate changes as the underlying
cash flows. This sensitivity shall be assessed with reference to independent movements in
sample rates across the yield curve, with at least one sensitivity point in each of the maturity
bands set out in Table 2 in Article 339. The positions shall be included in the calculation of own
funds requirements for general risk of debt instruments.

2 Institutions which do not use models under paragraph 1 may, treat as fully offsetting
any positions in derivative instruments covered in Articles 328 to 330 which meet the following
conditions at least:

a the positions are of the same value and denominated in the same currency;

b the reference rate (for floating-rate positions) or coupon (for fixed-rate positions) is
closely matched;

¢ the next interest-fixing date or, for fixed coupon positions, residual maturity
corresponds with the following limits:

(1) less than one month hence: same day;
(i1) between one month and one year hence: within seven days;

(ii1) over one year hence: within 30 days.
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Article 332

Credit Derivatives

1 When calculating the own funds requirement for general and specific risk of the party
who assumes the credit risk (the 'protection seller'), unless specified differently, the notional
amount of the credit derivative contract shall be used. Notwithstanding the first sentence, the
institution may elect to replace the notional value by the notional value plus the net market value
change of the credit derivative since trade inception, a net downward change from the protection
seller's perspective carrying a negative sign. For the purpose of calculating the specific risk
charge, other than for total return swaps, the maturity of the credit derivative contract, rather
than the maturity of the obligation, shall apply. Positions are determined as follows:

a atotal return swap creates a long position in the general risk of the reference obligation
and a short position in the general risk of a government bond with a maturity equivalent
to the period until the next interest fixing and which is assigned a 0 % risk weight under
Title II, Chapter 2. It also creates a long position in the specific risk of the reference
obligation;

b a credit default swap does not create a position for general risk. For the purposes of
specific risk, the institution shall record a synthetic long position in an obligation of
the reference entity, unless the derivative is rated externally and meets the conditions
for a qualifying debt item, in which case a long position in the derivative is recorded.
If premium or interest payments are due under the product, these cash flows shall be
represented as notional positions in government bonds;

¢ asingle name credit linked note creates a long position in the general risk of the note
itself, as an interest rate product. For the purpose of specific risk, a synthetic long
position is created in an obligation of the reference entity. An additional long position is
created in the issuer of the note. Where the credit linked note has an external rating and
meets the conditions for a qualifying debt item, a single long position with the specific
risk of the note need only be recorded;

d in addition to a long position in the specific risk of the issuer of the note, a multiple
name credit linked note providing proportional protection creates a position in each
reference entity, with the total notional amount of the contract assigned across the
positions according to the proportion of the total notional amount that each exposure to
a reference entity represents. Where more than one obligation of a reference entity can
be selected, the obligation with the highest risk weighting determines the specific risk;

e a first-asset-to-default credit derivative creates a position for the notional amount in an
obligation of each reference entity. If the size of the maximum credit event payment
is lower than the own funds requirement under the method in the first sentence of this
point, the maximum payment amount may be taken as the own funds requirement for
specific risk.

A -n-th-asset-to-default credit derivative creates a position for the notional amount in an
obligation of each reference entity less the n-1 reference entities with the lowest specific
risk own funds requirement. If the size of the maximum credit event payment is lower
than the own funds requirement under the method in the first sentence of this point, this
amount may be taken as the own funds requirement for specific risk.

Where an n-th-to-default credit derivative is externally rated, the protection seller shall
calculate the specific risk own funds requirement using the rating of the derivative and
apply the respective securitisation risk weights as applicable.
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2 For the party who transfers credit risk (the protection buyer), the positions are
determined as the mirror principle of the protection seller, with the exception of a credit linked
note (which entails no short position in the issuer). When calculating the own funds requirement
for the 'protection buyer', the notional amount of the credit derivative contract shall be used.
Notwithstanding the first sentence, the institution may elect to replace the notional value by the
notional value plus the net market value change of the credit derivative since trade inception, a
net downward change from the protection seller's perspective carrying a negative sign. If at a
given moment there is a call option in combination with a step-up, such moment is treated as
the maturity of the protection.

3 Credit derivatives in accordance with Article 338(1) or (3) shall be included only in
the determination of the specific risk own funds requirement in accordance with Article 338(4).

Article 333

Securities sold under a repurchase agreement or lent

The transferor of securities or guaranteed rights relating to title to securities in a
repurchase agreement and the lender of securities in a securities lending shall include
these securities in the calculation of its own funds requirement under this Chapter
provided that such securities are trading book positions.



