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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 II

CAPITAL REQUIREMENTS FOR CREDIT RISK

CHAPTER 6

Counterparty credit risk

[*' Section 7

Contractual netting

Article 295

Recognition of contractual netting as risk-reducing

Institutions may treat as risk reducing in accordance with Article 298 only the
following types of contractual netting agreements where the netting agreement has been
recognised by competent authorities in accordance with Article 296 and where the
institution meets the requirements set out in Article 297:

(a) bilateral contracts for novation between an institution and its counterparty under which
mutual claims and obligations are automatically amalgamated in such a way that the
novation fixes one single net amount each time it applies so as to create a single new
contract that replaces all former contracts and all obligations between parties pursuant
to those contracts and is binding on the parties;

(b) other bilateral agreements between an institution and its counterparty;

(©) contractual cross-product netting agreements for institutions that have received the
approval to use the method set out in Section 6 for transactions falling under the scope
of that method. *...

Netting across transactions entered into by different legal entities of a group shall not
be recognised for the purposes of calculating the own funds requirements.
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Textual Amendments

F1

Words in Art. 295(c) omitted (31.12.2020) by virtue of The Capital Requirements (Amendment) (EU
Exit) Regulations 2018 (S.1. 2018/1401), regs. 1(3), 148 (with savings in S.I. 2019/680, reg. 11); 2020
c. 1, Sch. 5 para. 1(1)

Article 296

Recognition of contractual netting agreements

Competent authorities shall recognise a contractual netting agreement only where the

conditions in paragraph 2 and, where relevant, 3 are fulfilled.

The following conditions shall be fulfilled by all contractual netting agreements used

by an institution for the purposes of determining exposure value in this Part:

1

2
a
b
c
d

the institution has concluded a contractual netting agreement with its counterparty
which creates a single legal obligation, covering all included transactions, such that, in
the event of default by the counterparty it would be entitled to receive or obliged to
pay only the net sum of the positive and negative mark-to-market values of included
individual transactions;

the institution has made available to the competent authorities written and reasoned
legal opinions to the effect that, in the event of a legal challenge of the netting
agreement, the institution's claims and obligations would not exceed those referred to
in point (a). The legal opinion shall refer to the applicable law:

(1) the jurisdiction in which the counterparty is incorporated;

(i1) if a branch of an undertaking is involved, which is located in a country other
than that where the undertaking is incorporated, the jurisdiction in which the
branch is located;

(ii1) the jurisdiction whose law governs the individual transactions included in the
netting agreement;

(iv) the jurisdiction whose law governs any contract or agreement necessary to
effect the contractual netting;

credit risk to each counterparty is aggregated to arrive at a single legal exposure across
transactions with each counterparty. This aggregation shall be factored into credit limit
purposes and internal capital purposes;

the contract shall not contain any clause which, in the event of default of a counterparty,
permits a non-defaulting counterparty to make limited payments only, or no payments
at all, to the estate of the defaulting party, even if the defaulting party is a net creditor
(i.e. walk-away clause).

If *2... the competent authorities are not satisfied that the contractual netting is legally
valid and enforceable under the law of each of the jurisdictions referred to in point (b)
the contractual netting agreement shall not be recognised as risk-reducing for either of
the counterparties. ...

3

The legal opinions referred to in point (b) may be drawn up by reference to types of

contractual netting. The following additional conditions shall be fulfilled by contractual cross-
product netting agreements:
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a the net sum referred to in point (a) of paragraph 2 is the net sum of the positive and
negative close out values of any included individual bilateral master agreement and
of the positive and negative mark-to-market value of the individual transactions (the
cross-product net amount * );

b the legal opinions referred to in point (b) of paragraph 2 shall address the validity and
enforceability of the entire contractual cross-product netting agreement under its terms
and the impact of the netting arrangement on the material provisions of any included
individual bilateral master agreement.

Textual Amendments
F2  Words in Art. 296(2) omitted (31.12.2020) by virtue of The Capital Requirements (Amendment) (EU
Exit) Regulations 2018 (S.I. 2018/1401), regs. 1(3), 149(a) (with savings in S.I. 2019/680, reg. 11);
2020 c. 1, Sch. 5 para. 1(1)
F3  Words in Art. 296(2) omitted (31.12.2020) by virtue of The Capital Requirements (Amendment) (EU
Exit) Regulations 2018 (S.I. 2018/1401), regs. 1(3), 149(b) (with savings in S.I. 2019/680, reg. 11);
2020 c. 1, Sch. 5 para. 1(1)

Article 297

Obligations of institutions

1 An institution shall establish and maintain procedures to ensure that the legal validity
and enforceability of its contractual netting is reviewed in the light of changes in the law of
relevant jurisdictions referred to in Article 296(2)(b).

2 The institution shall maintain all required documentation relating to its contractual
netting in its files.

3 The institution shall factor the effects of netting into its measurement of each
counterparty's aggregate credit risk exposure and the institution shall manage its CCR on the
basis of those effects of that measurement.

4 In the case of contractual cross-product netting agreements referred to in Article 295,
the institution shall maintain procedures under Article 296(2)(c) to verify that any transaction
which is to be included in a netting set is covered by a legal opinion referred to in Article 296(2)

(b).

Taking into account the contractual cross-product netting agreement, the institution shall
continue to comply with the requirements for the recognition of bilateral netting and the
requirements of Chapter 4 for the recognition of credit risk mitigation, as applicable,
with respect to each included individual bilateral master agreement and transaction. |

[ Article 298

Effects of recognition of netting as risk-reducing

Netting for the purposes of [**Section 6 of this Chapter, and Sections 3 to 5 of Chapter 3
of the Counterparty Credit Risk (CRR) Part of the PRA Rulebook] shall be recognised
as set out in those Sections.]


http://www.legislation.gov.uk/id/eur/2013/575/article/296/2
http://www.legislation.gov.uk/id/uksi/2018/1401
http://www.legislation.gov.uk/id/uksi/2018/1401
http://www.legislation.gov.uk/id/uksi/2018/1401/regulation/1/3
http://www.legislation.gov.uk/id/uksi/2018/1401/regulation/149/a
http://www.legislation.gov.uk/id/uksi/2019/680
http://www.legislation.gov.uk/id/uksi/2019/680/regulation/11
http://www.legislation.gov.uk/id/ukpga/2020/1
http://www.legislation.gov.uk/id/ukpga/2020/1/schedule/5/paragraph/1/1
http://www.legislation.gov.uk/id/eur/2013/575/article/296/2
http://www.legislation.gov.uk/id/uksi/2018/1401
http://www.legislation.gov.uk/id/uksi/2018/1401
http://www.legislation.gov.uk/id/uksi/2018/1401/regulation/1/3
http://www.legislation.gov.uk/id/uksi/2018/1401/regulation/149/b
http://www.legislation.gov.uk/id/uksi/2019/680
http://www.legislation.gov.uk/id/uksi/2019/680/regulation/11
http://www.legislation.gov.uk/id/ukpga/2020/1
http://www.legislation.gov.uk/id/ukpga/2020/1/schedule/5/paragraph/1/1

Regulation (EU) No 575/2013 of the European Parliament and of the Council of...
PART THREE TITLE II CHAPTER 6 Section 7
Document Generated: 2024-08-06

Changes to legislation: Regulation (EU) No 575/2013 of the European Parliament and of the Council,
Section 7 is up to date with all changes known to be in force on or before 06 August 2024. There are
changes that may be brought into force at a future date. Changes that have been made appear in the

content and are referenced with annotations. (See end of Document for details) View outstanding changes

Textual Amendments
F4  Art. 298 substituted (1.1.2022) by Financial Services Act 2021 (c. 22), s. 49(5), Sch. 4 para. 9; S.I.
2021/671, reg. 5(1)(c) (with reg. 5(2)) (as amended by S.I. 2021/1163, regs. 1(2), 2)
FS  Words in Art. 298 substituted (1.1.2022) by The Financial Services Act 2021 (Prudential Regulation of
Credit Institutions and Investment Firms) (Consequential Amendments and Miscellaneous Provisions)
Regulations 2021 (S.1. 2021/1376), regs. 1(3), 25(35)

Editorial Information
X1  Substituted by Corrigendum to 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 (OJ L 176, 27.6.2013, p. 1).
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Changes and effects yet to be applied to the whole legislation item and associated
provisions

= Pt. 3 Title 1 Ch. 1 SECTION 2 A 95 repeal by EUR 2019/2033 Regulation (This
amendment by the EU not applied to legislation.gov.uk because it is brought into
force after IP completion day.)

= Pt. 3 Title 1 Ch. 1 SECTION 2 repeal by EUR 2019/2033 Regulation (This
amendment by the EU not applied to legislation.gov.uk because it is brought into
force after IP completion day.)

= Pt. 3 Title 1 Ch. 1 SECTION 2 A 98 repeal by EUR 2019/2033 Regulation (This
amendment by the EU not applied to legislation.gov.uk because it is brought into
force after IP completion day.)

= Pt. 3 Title 1 Ch. 1 SECTION 2 A 96 repeal by EUR 2019/2033 Regulation (This
amendment by the EU not applied to legislation.gov.uk because it is brought into
force after IP completion day.)

= Pt. 3 Title 1 Ch. 1 SECTION 2 A 97 repeal by EUR 2019/2033 Regulation (This
amendment by the EU not applied to legislation.gov.uk because it is brought into
force after IP completion day.)

- Art. 4.1(7) words omitted by S.I. 2018/1401 reg. 64(7)(b) (This amendment not
applied to legislation.gov.uk. Reg. 64(7) omitted (6.9.2019) by virtue of S.I.
2019/1232, regs. 1(2), 3(3)(c)(1))

- Art. 4.1(7) words substituted by S.I. 2018/1401 reg. 64(7)(a) (This amendment
not applied to legislation.gov.uk. Reg. 64(7) omitted (6.9.2019) by virtue of S.I.
2019/1232, regs. 1(2), 3(3)(c)(1))

- Art. 4.1(7) words substituted by S.I. 2018/1401 reg. 64(7)(c) (This amendment
not applied to legislation.gov.uk. Reg. 64(7) omitted (6.9.2019) by virtue of S.I.
2019/1232, regs. 1(2), 3(3)(c)(1))

- Art. 4.1(13) words substituted by S.I. 2024/705 Sch. 2 para. 19(a)

= Art. 4.1(14) words substituted by S.I. 2024/705 Sch. 2 para. 19(b)

= Art. 4.1(14a) words substituted by S.I. 2024/705 Sch. 2 para. 19(c)

- Art. 4.1(26) words inserted by S.I. 2018/1401 reg. 64(20)(a) (This amendment
not applied to legislation.gov.uk. Reg. 64(20) omitted (6.9.2019) by virtue of S.I.
2019/1232, regs. 1(2), 3(3)(c)(ii))

- Art. 4.1(26) words substituted by S.I. 2018/1401 reg. 64(20)(d) (This amendment
not applied to legislation.gov.uk. Reg. 64(20) omitted (6.9.2019) by virtue of S.I.
2019/1232, regs. 1(2), 3(3)(c)(ii))

- Art. 4.1(28) words substituted by S.I. 2018/1401 reg. 64(23)(a) (This amendment
not applied to legislation.gov.uk. Reg. 64(23) omitted (6.9.2019) by virtue of S.I.
2019/1232, regs. 1(2), 3(3)(c)(iii))

- Art. 4.1(28) words substituted by S.I. 2018/1401 reg. 64(23)(b) (This amendment
not applied to legislation.gov.uk. Reg. 64(23) omitted (6.9.2019) by virtue of S.I.
2019/1232, regs. 1(2), 3(3)(c)(iii))

- Art. 4.1(28) words substituted by S.I. 2018/1401 reg. 64(23)(c) (This amendment
not applied to legislation.gov.uk. Reg. 64(23) omitted (6.9.2019) by virtue of S.I.
2019/1232, regs. 1(2), 3(3)(c)(iii))

= Art. 4.1(61) words substituted by S.I. 2024/705 Sch. 2 para. 19(d)

= Art. 4.1(62) words substituted by S.I. 2024/705 Sch. 2 para. 19(e)

- Art. 4.1(63) words substituted by S.I. 2024/705 Sch. 2 para. 19(f)

= Art. 4.1(66) words substituted by S.I. 2024/705 Sch. 2 para. 19(g)

- Art. 4.1(67) words substituted by S.I. 2024/705 Sch. 2 para. 19(h)
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Art. 4.1(128) word substituted by S.I. 2018/1401 reg. 64(51) (This amendment

not applied to legislation.gov.uk. Reg. 64(51) omitted (6.9.2019) by virtue of S.I.
2019/1232, regs. 1(2), 3(3)(c)(iv))

Art. 4.1(129) words substituted by S.I. 2024/705 Sch. 2 para. 19(i)

Art. 11(6)(a) words substituted by S.I. 2021/1078 reg. 4(5)(c) (This amendment not
applied to legislation.gov.uk. Amending provision substituted by S.I. 2021/1376)
Art. 18(8)(a) words substituted by S.I. 2020/1385 reg. 74(3)(c) (This amendment not
applied to legisaltion.gov.uk. Art. 18(8) substituted (31.12.2020) by S.I. 2019/264,
regs. 1, 5(3).)

Art. 31(1)(b) words substituted by S.I. 2018/1401 reg. 86(a) (This amendment not
applied to legislation.gov.uk. Reg. 86(a) omitted immediately before IP completion
day by virtue of S.I. 2020/1470, reg. 1(4), Sch. 2 para. 17)

Art. 31(1)(b) words substituted in earlier amending provision S.I. 2018/1401, reg.
86(a) by S.I. 2020/1301 reg. 3Sch. para. 11(g) (This amendment not applied to
legislation.gov.uk. Reg. 86(a) omitted immediately before IP completion day by
virtue of S.I. 2020/1470, reg. 1(4), Sch. 2 para. 17)

Art. 31(1)(c) words inserted by S.I. 2018/1401 reg. 86(b) (This amendment not
applied to legislation.gov.uk. Reg. 86(b) omitted immediately before IP completion
day by virtue of S.I. 2020/1470, reg. 1(4), Sch. 2 para. 17)

Art. 78(1)(b) words substituted by S.I. 2018/1401 reg. 94(2)(a) (This amendment
not applied to legislation.gov.uk. Reg. 94(2) omitted (6.9.2019) by virtue of S.I.
2019/1232, regs. 1(2), 3(3)(h))

Art. 78(1)(b) words substituted by S.I. 2018/1401 reg. 94(2)(b) (This amendment
not applied to legislation.gov.uk. Reg. 94(2) omitted (6.9.2019) by virtue of S.I.
2019/1232, regs. 1(2), 3(3)(h))

Art. 124(4)(b) word substituted by S.I. 2018/1401 reg. 225(1)(2)reg. 225(3)(b) (This
amendment not applied to legislation.gov.uk. The words to be substituted in Art.
124(4) are not present following the substitution of Art 124 by Corrigendum to
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 (OJ L 176, 27.6.2013, p. 1).)

Art. 242(10)(c) and word inserted by S.1. 2024/705 Sch. 2 para. 22(b)(ii)

Art. 244(4)(c) words substituted by S.I. 2024/705 Sch. 2 para. 23

art. 270a(1A) inserted by S.I. 2024/705 Sch. 2 para. 25(b)

Art. 325(3)(a) word omitted by S.I. 2018/1401 reg. 157 (This amendment not
applied to elgislation.gov.uk. The words to be omitted are not present in Art. 325(3)
(2))

Art. 450(1)(d) words substituted by 2021 c. 22 Sch. 1 para. 41 (This amendment not
applied to legislation.gov.uk. Pt. 8 omitted (1.1.2022) by virtue of S.I. 2021/1078,
regs. 1(1), 10 (as substituted by S.I. 2021/1376, regs. 1(2), 32(4)))

Art. 456(1)(h)(i) omitted by S.I. 2021/1078 reg. 11(2)(a)(iv) (This amendment not
applied to legislation.gov.uk. Amending provision substituted by S.I. 2021/1376)
Art. 459(b) omitted by S.I. 2021/1078 reg. 11(5)(a) (This amendment not applied to
legislation.gov.uk. Amending provision substituted by S.I. 2021/1376)

Art. 459(c) words substituted by S.I. 2021/1078 reg. 11(5)(b) (This amendment not
applied to legislation.gov.uk. Amending provision substituted by S.I. 2021/1376)
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