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Status: EU Directives are being published on this site to aid cross referencing from UK legislation. After
IP completion day (31 December 2020 11pm) no further amendments will be applied to this version.

ANNEX VIII

CREDIT RISK MITIGATION

PART 6

Basket CRM techniques

1. FIRST-TO-DEFAULT CREDIT DERIVATIVES

1. Where a credit institution obtains credit protection for a number of exposures under
terms that the first default among the exposures shall trigger payment and that
this credit event shall terminate the contract, the credit institution may modify the
calculation of the risk-weighted exposure amount and, as relevant, the expected loss
amount of the exposure which would, in the absence of the credit protection, produce
the lowest risk-weighted exposure amount under Articles 78 to 83 or Articles 84 to
89 as appropriate in accordance with this Annex, but only if the exposure value is less
than or equal to the value of the credit protection.

2. N NTH-TO-DEFAULT CREDIT DERIVATIVES

2. Where the nth default among the exposures triggers payment under the credit
protection, the credit institution purchasing the protection may only recognise the
protection for the calculation of risk-weighted exposure amounts and, as relevant,
expected loss amounts if protection has also been obtained for defaults 1 to n-1 or
when n-1 defaults have already occurred. In such cases, the methodology shall follow
that set out in point 1 for first-to-default derivatives appropriately modified for nth-
to-default products.


