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A
I

INTRODUCTION TO THE CAPITAL ADEQUACY FRAMEWORK

Overview

One of the core responsibilities of the Bank of Jdimaitae is 8 pratdctdhe stability of the financial
system in Jamaica and to avoid the recureeacsi®of the type experienced in thari88sh costs
equivalent to 40 per cegtiofo s s d 0 me s t were inpurreal th managing fail@&s hahe banking
system.

As at 2014 he Banking Services(Aét B rdnte@Bank of Jamaiealtanced powers of consolidated
supervisiono supervi se f i nRHG dandthe firamcial droupgof whiwhrtipeg aré ae s
partin line with PrincipleottheCore Principles for Effective Banking Supertiso@RdsthiBasel

llIreguatory capittameworl his framewarkquirsthese financigloups to maintain capital adequacy

on a consolidated basis.

However,tgpresent, Bank of Jamaica requirestlepdsii ng i nstitutions (ADTI
capital requirementsigistent with the Basel | capital framework on a st\thiteeésnents of the

current framework are prudent (minimum legapabtredequaatio, composition of Tier 1 capital), the
calculation of ¢tgh requirements still reflecanalygal methodology of the Basel | Accord.

Consequently he | oc all financi al |l andscapebds capital
widely observed international regul@imrent approaches focus exclusively on credit risk and foreign
exchange risk and leave aside the other market and operational risks that are likely to be significant w
evaluatedn a consolidated baBw. that reasoniroducing a broader comprehensive Basel lll, Pillar |
approach capturing all risksd enhaache risk coverage ofhe n gkudlential framework

Particularly,arket risks other than foreign exchange and banking book interest rate risk are inherent i
groups of companies compagingrDTIsunder a regulated FHC. Adopting awgdeupupeision

approach necessitates thatBankexpand capital requirements and expectations for market risk
management in order to addresskkeincludimgarked to market price and walu#ks that likely
residewithin the financial group

Similaritheexistingupervisory approach to operational risk management is fragmented and incomplete. /
more comprehensive approach to operational risk quantification and management, would require brin
together the various operational risk related exgetth@anknto a single enforceable standard along

with supporting requirements for industry collection of operational risk loss data.

With thign mind, Bank of Jamaica is undertaking the modernization of the regulatory framework applied
banking rgups with a view to bringing the reigititee with global standards that were significantly
enhanced in the reforms that followed the global financial ci26i@®jrir@0@ding a strengthening of
prudential regulation for banks and the introflirtiionational standards for bank résolution

International Standards
With regarth prudential regulatibe, Basel Itegulatorgapital framework is the Basel Committee on

Banking Supervisionbts 206/i0@B3@nckay rcesponsse The
is to address the shortcomings of tbesggeegulatory framework including, among others, insufficient

1Resolution arrangements in Jamialoa thie subject of legislation to be brought before parliament in the fiscal year. Bank
of Jamaica will publish a consultation on the implementation of the reseltiiioriregiame year

5
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10.

11.

12.

13.

14.

15.

highquality capital, excessive andypfical buidgp of leverage, imprudent liquidity management, high
cocentration of exposures, as well asSIBB®9 .Bi g

TheBasel lltegulatory capifedmework was reforrme®ecember 2010 (subsequently revised in June
2011)withthe publicatiofii B a s eGlbballRegulators@fework for métesiient Banks and Banking
SYysté¢mdgane 2011. Basel document 0)

Subsequenthho 7 December 2017, t he HMHhaEBYPCESSEBEDdr mBeé dc
(ABasel I I 1 f i na ktiverokttie ®@asehlll final cekoamgpackape. is tddredkice gxcesslvg e
variability of rigleighted assetshich might affect the credibility and comparability of the reported risk
weighted capital ratios anddrlg

Additionallyhis reform intendedingr alia, (i) raise the quality, consistency and transparency of the capital
base, (ii) enhance risk coverage, (iii) supplemebetedriskpital requirement with a leverdgesjatio

reduce proyclicality and promote countercyclical buffers;) adtréss systemic risk and
interconnectedne$bat is, the capital adequacy requirements provide a buffer against unexpected losses
protect creditors in the event of bank failures; and create disincentives for excessive risk taking.

This updated franogkvstrengthens the regulatory capital requirements, building on the three pillars of the
Basel framework. The reforms increase both the quality and quantity of the regulatory capital base
enhance the risk coverage of the capital framewakpamtedy thdiquidity coveragatio(fLCR)

recently implemented by the Bank

Focus of this Consultation Paper

The focus of the current consultation is on the prudential rBgusanoifridCsand specificalthe
capital they are required tbiharder tminimizéhe risk thdihancial institutida#, causing damage to
depositofpolicy holdeamd the broader financial system and economy.

The aim is to implement in Jamaica regulations that are consistent with the requiirgnoeitsac:cently

by theBCBSwhichwill put Jamaica on the same footing as the standards applied in other advanced
economies. In some cases, higher standards will be applied reflecting the particular structure and conte
the Jamaican system.

In thigegad, Bank of Jamaica seeks to consult on the following elements intred®asel by final
reform package

(i) Definition of regulatory capitalmake homogenotee definition of capital across jurisdictions
ensuringhat the predominant forms of Gagital are common shares and retained ©avhiogs
will aid in enablitig market to fully assess and compare the quality of capital between institutions

(i) Credit riski standarded approach: (1) improve granularity and risk sensitivity cfaditadition
exposures and (2) reduce excessive reliance on external credit rating, with a more granular approacl
unrated exposures;

2 Jamaica has also long had a leverage ratio, aBatieltBe@mmittee introduced for the first time under the Basel IlI
capital standard.

3The standard is reinforced through a set of principles that can also be tailored to tj@imtcsttEok obmuanies to
ensure that they hold comparable leviglqoality Tier 1 capital.

6
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16

17.

18.

19.

20.

21.

22.

(iif) Market risk The main changes incl(iJespecifications for the scope of application designed to reduce
incentives foegulatory arbitrage between tivggtiambk and the banking book;)ahd {@troduction
ofa more riskensitive standamtizapproacland

(iv) Operational risk provides single nemodel based revised starmaldipproach with parameters
morandicave of operational risk.

.The Bank wil/l conduct a quantitative i mpact st
help to further inform policy proposals on the
According to the original BCB&lieethe above revised standards will take effect from 1 January 2022

with a phada period of 5 yedrkwever, in order to provide additional operational cBgasatydfor
supervisors to respond to the immediate financial stability ptilgifiesélsalimpact of the coronavirus
diseas€COVIEL9)on the global banking system, the implementation will be deferreddogtarie year
from 1 January 2028is timeline includes a transitional 12 morfth period

Legal Requirement

The proposecapital adequacy requirements will be issued pursuant to section 131(1)(c) of the Bankir
Services AdBSA), 2014, which allows the Supervisory Committead¢gutatiomthat may make
provision in relation to capital adequacy.

Scope of Applicen

Pursuant to tlBankingervices (Capital Adequacy) Regulations, prudential capital adequacy requirements
are proposed to apply to licensees on the following bases:

a) For each depetiking institution licensed under the BSA, on a standalons; @otb) basi

b) For each financial holding company licensed under the BSA, on a consolidated basis, including
consolidation of all members treated as part of the regulatory group.

Further, the proposed capital adequacy framework provides the Superaistiroritightahmake
determinationsn a casbycase basis, in terms of members of financial groups thainshagdbe
excluded from the scope of consolidation for the purposes of the capital adequacy framework.

An FHC which is itself & @l ke required to comply with the proposed prudentiateqpéay
requirements at both the standalone level and the consolidated group level.

Under the proposed capital adequacy requirements, an FHC, -apethimgion operating, will be
required tensure that sufficient regulatory capital is available to address the risks of the financial group a
all its members.

4There may be a parallel run where entities provide reports according to Basel | and Basel llI

5A

depostiking institution may be licensed as the FHC of the financial group at the discretion of the Supervisory Comm

(Banking Services Act, section 74(2)(3)).
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23. The sectoraregulatorgapital requireméntthatgovern individual entities in the financial group are
proposed to remain appécabl

24. In addition to meeting its consolidated capital adequacy ratio requirements, egdp&ihibiet be
ensuring that adequate capital and other financial resources are maintained for the operations of the fing
group and that the group cesnplth its statutory and regulatory obligations with respéctThisapital
includes ensuring that:

I. Each regulated entity in the financial group meets and maintains individual standalone and sec
capital adequacy requirements; and

il. The financial gomaintains adequate capital on angdeupasis that is commensurate with
the risk profile of the group, and mitigates risks associated with the activities of members of t

group.

Box1-A. COMPATIBILITY GfSCREQUIREMENTS FSRCURITIEBREALERSMTHPROPOSERAPITAL
ADEQUACYFRAMEWORK

Bank of Jamaica understands that securities dealers &mecaplipgaequirements, the Guidelil
the Securities (Prudential) Regulations, 2014, set out by the Financial Services Commi
guidelines prescribe, inter alia, a mininmatregpirement of 10% ofvesgghted assets, where
riskweighting considers credit, market, and operational risks. The Bank invites feedback
on our proposed approach that requires securities dealers to meet the FSC requirement:
and the requirements set out in this copsiiftaiment on a consolidated basis, with the unde
that decisions regarding the transferability of capital instruments will be done based on the¢
thisconsultation paper

Vv Structure of this Consultation Paper

25. This consultation papesebutinthe following order:
(i) PartBi the revised definition of regulatory capital;
(i) Part @ thestandardizeabproach for credit risk;
(iii) Part D thestandardized measurement mithothrket risk; and

(iv) PartET the revised operational risk framework;
\Y/ Responding to thiBaper

26. This document is being circulated to DTIs and other relevant stakeholders to facilitate industry consult:
and feedback. The Bank invites comments on the propBaakfditapital Adequacy Framevaoik

6Securities dealers are required to satisfy capital a
Regul ations, 20140, prescribed bysist he Financial Servi
7 The minimum solvency requirements for life insurance and general insurance companies in Jamaica are the Mini
Continuing Capital & Surplus Requirement (AMCCSRO) an
the Financi8lervices Commission.

8BSA, Section 75(1)(a) and (c)
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in particulafieedback with respect to the various boxes throughout the CP which focuses on specific matte
relevant to the framewddmments are most helpful if they:

indicate the clause and specific point to which a comment relates;

contain a clear rationalariaamendment or state a specific area of concern;

provide evidence to support the views expressed; and

propose alternative regulatory approaches the Bank should consider.

Comments on the proposals will be received up to the close of thisaimssyP021by enail to
fisdfeedback@boj.org.jm.

This consultation paper is available on Bank ¢
2@0 All rights reserved.

No reproduction or translation of this publication for commercrabpuposesie without the prior
written permission of Bank of Jamaica.

Applications for such permissions, for all or part of this publication should be made to:
Bank of Jamaica

Nethersole Place

Kingston, Jamaica

Telephone 8822075@9;

Fax 878222519

or emailisdfeedback@boj.org.jm

Attention Jide Lewis (D

Or

Telephone 88325410
Emaikeron.burrell@boj.org.jm
Attention Keron Burrell (Major)
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B. THE DEFINITION OF REGULATORY CAPITAL

This chapter sets out the proposed definition of regulatayictajstéd be applied to licensees under the
Banking Services Act. In 2008, the global financial gylstegedvarto financial crisis with financial institutions
holding an insufficient level ofbhajlly capital. The crisis also revealed inconsistencies in the definition of
capital across jurisdictions and a lack of disclosure that would haeensar&iletb thully evaluate and
compare the quality of capital. In response, a key element of the new definition of capital is a greater foct
common equity, the highest quality element of a

PARTI O KEYELEMENTS ANREQUIREMENTS

This part defines key terms to be used throughout this consultative document, sets out the minimum regul
capital requirements for relevant entities, and outlines general requirements relating to this proposed ce
adequacy framework rielevant entitie¥he main characteristics of regulatory capital are a degree of
permaence, ability to absorb lossdgreedom from impairments that erode value and loss absorbing capacity.

While ensuring the loss absorbency of bank capitabésimdfeBdsel I1l, loss absorbeatsoientral to

effective resolution of banks. Bank of Jamaica plans to consult in 2021 on the implementation of a resol
regime in Jamaica including any requirements for loss absorbencylim tresgdtitigiBox DC 1B below

describes the relationship between capital and loss absorbency in resolution to put the current consultati
context.

DCZA. ELEMENTS ANDATEGORIES GREGULATORZAPITAL
27. For theurposesf the proposed capital adequacy framework:

(a) an element of capital is any form of capital determined to be eligible for inclusion in regulatory cay
based on its definition and classification within this consultative document; and
(b) a category of capital is a group of elements of capitatbdeéiditari and classification within this
consultative document.
28. Total regulatargpitals calculated by adding amounts from the following categories of capital:

i. Tier 1 Capital, which is comprised of the highest quality capital, includinghasfinandial t i on 6 s
capital. Tier 1 Capital is also known asogaieign capital, which means it is used to absorb any losses
in such a way as to allow a financial institution to continue its operations and remain solvent. Tier 1 Cg
is subdividento two further categories:

(&) Common Equity Tier 1 (CET1) Capital; and
(b) Additional Tier 1 (AT1) Capital.

ii. Tier 2 Capital, which is considered supplementary capital for a financial institution. This capital is ¢
known as gom®ncern capital, which meaissused to repay depositors and senior creditors in
insolvencyBCBIecember 2010 pal 49

29. Each of thihreecategories of capital listed above (CET1, AT1, and Tier 2) requires that instruments satis
a single set of eligibility criteria beforecthsion in the relevant category or subcategory.

DC1B. MINIMUMREGULATOREZAPITALREQUIREMENTS

30. Undetthe proposedapital adequacy framework, licensees should maintain, net of associated regulatory
adjustments:

i. Total Regulatory Capital of 10%wkghked asse{RWARt all times; of which,
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ii. Tier 1 Capital must be at least 8%weéigsited assets at all times; and, of which,

iii. Common Equity Tier 1 Capital must be at least 6-d¢#igiftadkassets at all times.

Consultation Paper: Proposals for the Implementation of the Basel Ill Regulatory Capital Framework

BoxDC21A. HIGHERVINIMUNCAPITALREQUIREMENIOMPARED TBASELII| STANDARD

capital, Tier 1 Capital, and CET1 Capital of 10%, 8%, and 6.5%, respectively, af
contempl@ins. The Bank has therefore opted fezquipalency in capital requirements for
institutions in the proposed capital adequacy framework given that there is a
i nterconnectedness and c¢ on gvhichmpempistsome megrs
mindfulness and conservativeness in calibrating the capital requirements set out in
document.

The Bank remains resolute in the commitment to maintaining the safety and soundneg

!

Bank of Jamaica has exercised discretion by prescribing minimum capital requirements for total regulat

er making ke
nancial

igh degree o
enof J a ma
this consultati

s of the financ

system and esiders the above calibration a prudent and substantiated approach.

31. TheSupervisawill have the authority, under the proposed capital adequacy framework,

to require tha

licensees build up a capital conservation buffer, comprised of CET1 Cépimaésinanensiare that

adequate capital is available to absorb losses in periods of financial stress. Further, the Supervisor wi
provided with the authority, under the proposed capital adequacy framework, to impose a countercyc
capital buffer iwh will require licensees to hold additional capital when credit growth is high to protect agair

future losses associated with a turning of the finas&EByciBCB below)

BoxDC1B. THECAPITAIBUFFER® CONSERVATION AKIDUNTERCYCLICAL

Bank of Jamaica reserves the authority to include capital buffers in the proposed capital ade
specifically a capital conservation buffer and a countercyclical buffer. Further, the Bank prop
capital buffer consists of CEpitaCanly.

Capital Conservation Buffer (CCB)
A capital conservation buffer imposes the requirement on financial institutions of holding capit

stress periods, and incorporates lessons from the global financial crisis beginning in 2008. U
capital adequacy framework, financial institutions will be required to build up a buffer of CET1]
to 2.5%faiskweighted assets in normal times, which will then be used to cover losses in stres
on the minimum capital requirements set out in this consultation paper, in normal times, a fine

2.5% CCB).

Bank of Jamaica will seek to calibrate an appropriate charge of the conservation buffer for
institutions based on country specific charaatedisic®us simulated micamcial stress tests.

Countercyclical Capital Buffer (CCyB)

The CCyB is a mapradential tool which is designed to limit the effextslioifitp between financia
real economic activity and was informedbbyg fems the global financial crisis. The level of a
increased in periods of excessive credit growth and is relaxed during an economic downt
financial conditions. The primary objective of the CCyB relates to ensuriagsibat Tapitaocan

help avoid excessive credit growth during the economic expansion.

regulatory minimum levels for the purposes of protecting financial institutiomsiclandgfieeoocial

quacy framewo
Dses that any s

hl above prescri

nder the propo:
Capital only, ec
5 periods. Basel
incial institution

be required to hold minimumateguktapital of at least 12.5% -ofgighted assets (10% Total Capital +

Jamaican finan

and

CCyB is

irn with tighten
be

released, which helps to maintain the flow of lending to the real economy. Similarly, the buffer can be usec
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credit

the principles in making buffer decisions.

Services Act (ABSAO0), for use as capital

Bank of Jamaica eoehes feedback on an approach that would allow portions of capital held

minimum, and require that existing or additimhélecaped to meet the minimum capital levels sy
this consultative document.

A CCyB will encompass a capitahaddpressed apercentage of Askighted assets, for instance Where

consultation will be conducted on this planned CCyB regime, the methodologicat @jipmaenth

The Bank has considered various mechanisms by which the capital buffers may be estal]
contemplation is to repurpose portions of the voluntary retained earnings resender disedBanédig

growth appears to be excessive and financ
CCyB is based on core principles of:
1. Ensuring that the financial system is abladodhtiness without restricting essential services|such the
supply of credit to the real economy;
2. Ensuring the ability to both increase or decrease capital in line with cyclical systemic riskis; and
3. Setting the CCyB above zero before the level of rskddecatad and varying them gradually in a
predetermined manner.
The Bankdés approach to assessing excessi e cred
elements:
1. An assessment of the likelihood and severity of future advershestiackaitan economic ouflook.
This will include analyses of domestic and global economic and financial imbalances flﬁat could have
negative impact on economic activity in Jamaica;
2. Monitoring the main features of the balance sheets for housetibiittnarad carporates in ordgr to
determine the impact of macroeconomic and financial shocks on defaults and losses. These features v
include levels of debt relative to inconserdigiitg costs, and the term given for loans; and
3. Evaluatingthesensi vity of financial institutionp6é bala
will also monitor financial institutionpgd | eve
and earnings stability.
The Basel Il frameweduires that financial institutions have a capital buffer to protect againsf the cyclicality
in earnings. The CCyB will vary through time depending on the risk environment facing firnlancial institutiol
ranges from 0% to 2.5% of risk weighted asseis, ity loe met with CET1 Capital. Bank of Jamaica
intends ttoweved e vel op CCyB rul es based on the spgecific

rits

lished. One su

buffers

any such retained earningswederms part of Tier 1 Cagithicounts towards the regulatory minimum.

n the retained

earnings reserve to be restructured and instead used, in whole or in part, as a capital buffer apove the regula

ecified in

32. The Supervisor will have the authority, under the proposed capital adequacy framework, to adjust

33.

qualifying elements of regulatory capital as deemed necessary.

Undertheproposed capital adequacy framework, the Supervisor will be provided with authority to vary t
minimum capital requirements set TalilenDEL in response to any prevailing conditions within the
financial systenncluding but not limited titmes of financial stress, economic downturns, and
interconnectednessinstitutiospecific factors such as size, complexity, and systemic imgportance, or

any other regulatory purpose as deemed necessary.

34. The following table summarizes the elentetstegories of capital, and minimum regulatory capital
requirements under the proposed capital adequacy f@eadwppdndix D& for a diagrammatic

representation of the elements and categories of regulatory capital.
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REGULATORZAPITAL- CATEGORIEELEMENTSANDMINIMUNREQUIREMENTS TABLE D€l

Minimum Requiremen
(% of Risk Weighted
Assets)

Categories of Capital Elements of Capital

Tier 1 | Common Equity | Ordinary shares, share premium, eligible resern 6.5% on CET1
Tier 1 retained earnings
Certain preference shahégh triggexontingent
0 .
Additional Tier 1 | convertible securities (CoCos) 8% on Tier 1
Tier 2 Subordinated debt, share premium, loan loss | 10% on Total Capital

provisiondow trigger contingent convertible sec
(CoCos)

Consultation Paper: Proposals for the Implementation of the Basel Ill Regulatory Capital Framework

BoxDCIL-C. CONSIDERATION® VARYTHECOMPOSITIO®F REGULATOREAPITAL

Alongside the strengthening in capital standards datlinaoks the Basel 11l Capital Aconedst
the majqgpillarsof the posirisis reforms was the introduction of intersetiatards for resolution
Financi al Stability Boardbs Key Attri but
of a crisis in which numerous countries had been forced to bail out banks with public mone
had bee significant damage to the global financial system, the objectivé twasnsinnplen futu
events diankfailure that the adverse impact on financial stability was minimal and to achie
recourse to public bailouts. The lesstimefimisis was that putting banks into insolvency whe
(thestandard manner in which enabling laws treated with sushmuostteosintries prior to the ¢
didnot work given the interruption to the intermediation services (e.depusiesano paym
systems) provided by banks to the wider economyin Instdgadhat are systemically re et
critical functions need to contingerve their customers and the wider gitiids achieved
recapitaling banks whethey fail with the costs falling to shareholders and investors r

taxpayers. The latter point is critical to avoid the costs of bank failure falling on the state a
escalating into a sovereign crisis as happened imJéedieamath of the banking crisisif%0s.

TheRnanciaBtabilityBoard (FSBjublished a standard in 2014 for Total Loss Absorbin@ CaAG3
to ensure thébr GSIBsthe loss absorbemndbyjective could be achieved. The TLACss giz¢advhe
the capital resources in a bank are consumed at the point of failure by losses, the THAGGA
the financial institutioan continue to meet capital requirements. The relationship betw

(the

es for
y and where tf
re
ve that withou
n they fail
risis)
oNt

by
her than to
d a banking ci

city
N
an be bailed
een buffers,

minimum capital requirematd BAC is illustrated in the chart below. TLAC resources are typically made

upoflogerm debt instruments. The definiti
implementation of the resolution regime, including how muchwilA€ beqksed to issue, how
they will have to build,iang the relationship of Tihsi@ments with the other components of th
stack.

In this regarBank of Jamaica is considering alternative approaches for defining thef gomg
concermegulatory capifgigure D€L below)given that: (i) the preponderance of instruments
qualify as regulatory capital for dieykosif institutions are CET1 Capital, namely ordinary S
accumulated profits, basedent st at e of devel opment of J
has greater leabsorbing capacity in comparison to AT1 Capital and Tier 2 Capital.

on of
long

> capital

psition

hat would
hares and
amai cac

14



Consultation Paper: Proposals for the Implementation of the Basel Ill Regulatory Capital Framework

Adequacy
TLAC TLAC
(10%) (10%)
Gone concern TLAC
(10%)
—_— e = = s - CET1 CET1
Additional CET1 (c4%) (c4%)
Capital Buffers (c.4%)
. T2 Capital Buffers - illustrative
(2.0%) at 4% (capital conservation
T2 (2.5%) and countercyclical
Minimum (2.0%) AT1 (1.5%))
Capital | Going (1.5%) TLAC - 10% as FSB
Requirements ATL Concern CET1 minimum 18% minus 8%
(1.5%) (10.0%) minimum capital, assumed
met by subordinated debt
CET1
CET1 (6.5%) Basel Ill - Basel Committee
(4.5%) on Bank Supervision
= FSB — Financial Stability
Board
Basel Ill & FSB Option A Option B

The Bank therefore invites feedback from the industry on considerations to prescribe th
capital (10% of nskighted assets), until there is sufficient development of capital markets
facilitate ATl and Tier 2 instruments which sufficiently meet certain loss abs@bpé&noyBjtites
such instrument that requires further developmitaltrofdegts to provide reasonable assuran
proper pricing of these instruments are contingent convertible securities (COCOs). COC

of these instruments from debt to equity or for the instrument to be written off.

Notwithstanding the above proposals for the composition and minima of regulatory capita

Figure D€l Alternatives for the Alignment of Going Concern Capital Adequacy and Gome Capitzdy

at CET 1 Cap

comprise a larger proportion of the composition of regulatory capital, or further, the entirety of regulat

in Jamaica to
a

e of the

Os are typicall

major component of AT1, and may also qualify as Tier 2 capital depending on theomiggysiquoint for ¢

, the Bank inte

to consult separately on a framework for TLAC amtgomeapital.

DC1C. GENERAIREQUIREMENTS FEBRGULATOREZAPITAL

35. Under the proposed capital adequacy framework, financial institutions mustetamestihedzite)
included in the computation of total capital meet, in both fesysabihtpsapacity, all requirements in

the specific category of capital in which it is included.

36. Capital not meeting these requirementsdbstwbing capacity will only be eligibddufsiom a lower
tier or category of capital if capital gfetbificsorm is allowed in that tier or category’phodpstath

capital meets the criteria for inclusion in the lower tier or category of capital.

9 Determinations as to the eligibility of a specific form of capital in a lower tier or category of capitahadll be made on a
bycase basis, taking into consideration the criteria for inBltigiof&Tid,Gnd Tier 2 capital and any material changes to

the lossbsorbing capacity of the instrument since original issuance and allocation.
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37.

38.

39.

40.

41.

42.

43.

Financidhstitutions must not include an element of capital in a specific category toéleapitat, if tha
whenconsidered together with other related transactions that may degrade its-gocemdmimg loss
capacity, does not materially satisfy the requirements for that category of capital.

Financial institutions must ensure that, under tied peqptad adequacy framework etsoknof
capital is included in the same category of capital at both the individual and consolidated levels.

The inclusion of a capital instrument in a category of capital by financial institutions must be done on
certainty that the events justifying its inclusion in that category of capital have already occurred. For
avoidance of any doubtapitainstrument must not be included in a category of capital by a financial
institution on thesumptiaihat an eant that has not yet occurred will occur. Events such as the future sale
or issuance of a higher quality capital instrument should not be included in the category of capital until
time as:

(a) the future event occurs; and
(b) the payments have been irrelyosateived by the financial institution.

Under the proposed capital adequacy framework, the Supervisor may, in writing, require a financial instit
to:

(a) exclude any element of capital from the computation of regulatory capital that igf ithéhe opinion
Supervisor, not a genuine contribution to the financial strength of the financial institution; or

(b) reclassify any element of capital to a lower category of capital if, in the opinion of the Supervisor,
capital does not satisfy the requirenamtshenproposed capital adequacy framework for the element
of capital to which it was originally allocated.

Under the proposed capital adequacy framework, financial institutions are requiredéas#sgsoon as is
submit copies of documentatioedétethe issue of Additional Tier 1 Capital and Tier 2 Capital instruments.

Where the terms of an instrument depart from established precedent, a financial institution must consult
the Supervisor on the eligibility of the capital instrumesibfioinimegulatory capitatiirmncef the

issuance of the capital instrument. Financial institutions must also provide the Supervisor with all inform
necessary to assess whether or not the capital instrument meets the criteria fanatasgification
relevant category of capital.

Under thproposedapital adequacy framework, financial institutions must olagjimovettem the
Supervisor before the terms or conditions of an instrument are amended in a way that nitgy affect its elig
as regulatory capital.

100One way in which the-fdssorbing capacity of regulatory capital may be degradedicdissiugland drent
charges that erode the vafiseich capital.
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PARTII 0 DEFINITION AREGULATORZAPITAL
This part characteriteselements and categories of regulatory capital in the proposed capital adequacy framewol
DC2A. TIER1 CAPITAL{COMMONEQUITYTIERL + ADDITIONATIERL)

44. Tieg 1 Capital is comprised of the highest quality capital. This capital is the most suboagitaiad form of
is available to absorb | osses withowonplaaoidbndas
Tier 1 Capital is tmount resulting from the sum of the two following categories of regulatory capital, afte
prescribed regulatory adjustifients
(a) Common Equity Tiércbnsidered to be core capital of a financial institution; and

(b) Additional Tiei instruments that amt considered core capital, but are considereahgemmgcapital.

Common Equity Tier 1 Capital

Elements of Common Equity Tier 1 Capital

45. Under the proposed capital adequacy framework, Common Equity Tier 1 (CET1) Cajitaswvill include:
December020 par §2

(a) Paidup capital in the form of ordinary Shssaed by the financial institution that meet the criteria for
classification as CET1 Capital outlpezdgnaph @

(b) Share premium arising from the issuance of instruments outlinedifrafg) above

(c) Eligible reservésas defined under section 2 and seefidfithe BSA, 2014;

(d) Retained earniffsubject to the rules outlined in the proposal below;

(e) Common shares issued by consolidated subsidiaries of the institution and thiels! (e thiridqrity
or norcontrolling interest) as outlined at $¥C8arthat meet criteria for inclusion in CET1 Capital; and

() Regulatory adjustments applied in the calculation of CET1 Capital as outlrig@Bat section

Proposal: Recognition Betained Earnings as CET1 Capital

46. Bank oflamaicgroposes that retained earnings be included as regulatory capital, subject to the followin
conditions:

(&) An independent external auditor must have verified any changes in retained earnings counting tow:e
regulatory capital;

11This is to provide a clear distinction between theahsstrtosg form of Tier 1 Capital that represents the most subordinated
claim in windiog of a licensee, now limited to the highestapitifyand those that meet the requirement for Tier 1 but fall
outside the confines of core Tier 1.

12 CET1 Capital could also be constitueditglent instruments issued by entities that are not body corporates, but are
companies for the purposssation 2 of the BSA. In the case of nawtnaliybuilding societies,equivalent of ordinary

shares is the Permanent Capital Fund as defined in section 2 of the BSA.

13More information on the Statutory Reserve Fund is pgxppigledibDe.

“ARetained earningso is defined as accumul at eidenchet pr o
payments and other distributions to investors.
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47.

48.

(b) Quarterly financial statements are prepared using the same accounting policies and principles applied i
preparation of the annual financial statements, unless the accounting policy or principle is changec
accordance with assufeof a statutory requirement;

(c) All financial statements, including quarterly financial statements, are reviewed in a timely and approp
manner by an independent external auditor; and

(d) The independent external auditor has not expressed a quadified opim any of t he | i
financial statements in the 12 months preceding the end of the interim financial reporting period.

There is a critical need for the risk exposures of financial institutions to be baclatitylmapitdbbase.

The inclusion of retained earnings as Tier 1 Capital in the proposed capital adequacy framework is partly mot
by the financial crisis which demonstrated that credit lossewmndeamiie out of retained earnings, part

of the tangible commaouity base of financial institutions. The proposal to include retained earnings as
regulatory capital departs from the status quo with respect to the mechanism by which accémulated net prt
are counted as regulatory capital. Currently, theowigamiprthe BSA that recognizes retained earnings

not yet transferred into the retained earnings reserve as regulatory capital. Instead, section 42 of the |
establishes a retained earnings régleavenay be included in Tier 1 capital.

Concomitantith the acknowledgement of retained earnings in capital is the expectation that licensees w
exercise prudent capital management as part of theirveidiergkeanagemeframework. Furthermore,

aspart of Phase 2 of the BésehplementatitheBank proposes to introduce a framework for Internal Capital
Adequacy Assessment Prod#SAAB, Supervisory Review, and Evaluation PieBREsdd.( These

measures will enhance the regulatory and incentives regime around capital ncamsgesient by li

Criteria for Classification as Common Equity Tier 1 Capital

49.

The following represent necessary criteria for the classification of capital as CET1 undapithe proposed
adequacy framew@BkBS December 2010 par 53

(a) Represents the most sdibated claim in the winding up of the licensee.

(b) Entitled to a claim on the residual assets that is proportional with its share of issued capital, after all se
claims have been repaid in winding up (that is, has an unlimited claim and ebsidibkdctaicapped
claim).

(c) Principal is perpetual -realeemable, and never repaid outside of winding up (except with the prior approval
of the Supervisor).

(d) The licensee does nothing to create an expectation at issuance that the instrumertiaskl be bough
redeemed, or cancelled nor do the contractual terms provide any feature, which might give rise to sucl
expectation.

15Currently, loss positions arising from undistributed profits oddossesulaterior financial years ard-glate profits

or loss are recognizetiénBSAs a deduction from caipifair aggregate together with fair value loss positions on revaluation
reserves for financial assets and liabilities is a net loss.

16The retained earnings reserve-istabutable without prior approval from the Supervisor.
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(e) Distributions are paid out of distributable fdradevel of distributions is not in any way tied or linked to
the amount jokin at issuance and is not subject to a contractual cap (except to the extent that a licensee
unable to pay distributions that exceed the level of distribdtable items)

() There are no circumstances under which the distributions are oblizatoent isldmerefore not an
event of default.

(g) Distributions are paid only after all legal and contractual obligations have been met and payments on r
senior capital instruments have been made. This means that there are no preferentialditigtributions, inclt
in respect of other elements classified as the highest quality issued capital.

(h) Instruments qualifying as CET1 absorb losses ecoagmimdpasis proportionatelpamg@asswith
all the other CET1 instruments.

(i) The paid in amount is recogagzequity capital (that is, not recognized as a liability) for determining balance
sheet insolvency.

() Itis directly issdgand paid?®, and the licensee cannot directly or indirectly have funded the purchase of
the instrument.

(k) The paid in amount is eetlecured nor covered by a guarantee of the issuer or rélateslibjeiy
to any other arrangement that legally or economically enhances the seniority of the claim.

() Issuances qualifying as CET1 Capital must comply with requirements foesugaidésstianc
Companies Act and any other relevant statute.

Additional Tier 1

Elements of Additional Tier 1 Capital
50. Under thproposedapital adequacy framework, AT1 Capital will include:

(a) Paidup capital instruments issued by the financial inatituien slatisfying the criteria for AT1 Capital;
(b) Share premium arising from the issuance of instruments outlined in (a) above, if any;

(c) Instruments issued by consolidated subsidiaries of the institution and held by third parties-(i.e. minority or
contrding interest) as outlined at s&@i8A that meet the criteria for inclusion in AT1 Capital; and

(d) Regulatory adjustments applied in the calculation of AT1 Capital as outlii®03Bt gectien
December 2010 pédy

17Distributable items, in this context, are those profits, as at the end of the financial year plus those besagledorward, and
that the licensee fmasilable at any time for disbursement to its shareholders at that time.

18Distributions may be paid out only of distributable items, providing that all minimum capital adequacyctatongequirements, in
capital conservation buffers and countelnyfédirslif applicable, have been met. That is, the only cap governing the payment
of distributions is the natural one in the event that payable distributions exceed the amount of distrilemiess (including res
accumulated in prior years) avail#telitiensee for the purpose.

19The instrument may not be issued by an operating entity outside the financial group or a financial holding company.
20The instrument must have beeinpaitth cash (except when a licensee issues shares as paytaked\er thfeentity),
received with finality by the Ilicensee, is reléably ve
licensee to the credit risk of the investor.

21A related entity may be either of: a parent comgracyngiany, a subsidiary or any other affiliated company of the

institution. A financial holding company is a related entity irrespective of whether it forms part of they@yosplidated bankin
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Criteria for Classification aslditional Tier 1 Capital

51. The following represent necessary criteria for the classification of capital as AT1 undspitad proposed
adequacy framew@BK:BDecember 2010 p&f

(a) The instrument is issued and fulympaid

(b)
(€)

(d)
(e)
(f)

(9

(h)
(i)

0)

(k)

()

The instrument is subatduhto depositors, general creditors, and subordinated debt of the licensee.

Is neither secured nor covered by a guarantee of the issuer or related entity or other arrangement that le
or economically enhances the seniority of the&lagsthdsi censeeds creditors.

There is no maturity date and there areuqsstepther incentives to redeem them.
The instrument may be callable at the initiative of the issuer after a minimum of five years

Any repayment of principal must be with pridgs@ypEsproval and licensees should not assume or
create market expectations that Supervisory approval will be given

Dividend/coupon discretion:

(i) The licensee must have full discretion at all times to cancel distributions/payments.
(i) Cancellation of disionedry payments must not be an event of default.
(i) Licensees must have full access to cancelled payments to meet obligations as they fall due.

(iv) Cancellation of distributions/payments must not impose restrictions on the licensee except in relatio
distribubns to ordinary shareholders.

Dividends/coupons must be paid out of distributable items.

The instrument cannot have a credit sensitive dividend feature, that is a dividend/coupon that is re
periodically based in whole or in part on the credibstandin e | i ce.nseeds organi:

The instrument cannot contribute to liabilities exceeding assets. That is, AT1 Capital issued as debt mu
freely convertible to equity.

Instruments classified as liabilities for accounting purposes must lessgegtsociiadn through either:
(i) Conversion to ordinary shares at an objestigeified trigger point; or

(i) A writdown mechanism which allocates losses to the instrumepeaifi@ghteigger point.

The writdown outlined in item) laliove will have the following effects:

(a) Reduce the claim of the instrument;

(b) Reduce the amounpaid when a call is exercised; and

(c) Partially or fully reduce the coupon/dividend payments on the instrument.

Neither the licensee nor any connected?persoasicensee can have purchased the instrument, nor can
the licensee directly or indirectly have funded the purchase of the instrument.

(m) The instrument cannot have any features that hinder recapitalization, such as provisions that require the i

to canpensate investors if a new instrument is issued at a lower price during a specified period.

meani ng of ficonn easee sdet qutdnrssection d, subseatitine?Bafikiagt Seroiaes Acto a |
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(n) If the instrument is not issued out of an operating entity within a financial group or a financial holding com
(FHC), the proceeds must be immediatelyeawvaiiabt limitation to an operating entity or the holding
company in the consolidated group in a form which meets or exceeds all of the other criteria for inclusi
AT1 Capital.

DC2B. TIER2 CAPITAL

52. Tier 2 Capital is considered supplementarfpcfipédatial institutions, reflecting that Tier 2 camitddras
lossabsorbing capability than Tier 1 Capital. Holders of this capital rank above holders of both categories of
1 Capital, CET1 and AT1, in the event of liquidation. Tiiés th€=bite primarily used for loss absorption
in the winding up of a financbaternétbastson, or

Elements of Tier 2 Capital
53. Under thproposedapital adequacy framework, Tier 2 Capital includes:
(a) Paidupcapital issued by the financial institution that meet satisfying the criteria for Tier 2 (but not for Tie
Capital);
(b) Share premium arising from the issuance of instruments outlined in (a) above, if any;

(c) General loan loss provisions, up to a maxinui2 & % of t h e -wWeighteéhgsedsefer6 s cr €
financial institutions using the Standardized Approach fét[eregliDrskmber 2010 pal; @nd

(d) Excess of total eligible provisions, up to a maxirbimfof 06 h e | i c-wellded asdets, for r e d i t
financial institutions using the Foundation InterndleRatraggproac¢BCBIDecember 2010 pal 61

(e) Instruments issued by consolidated subsidiaries of the institution and held by third parties (i.e. minorit
noncontrolling intsteas outlined at secB@8A that meet the criteria for inclusion in Tier 2 Capital; and

( Regulatory adjustments applied in the calculation of Tier 2 Capital as outliD&BBit[8ection
December 2010 pdt

Proposal: Recognition of Jamaicaroheson authority

54. Bank of Jamaica proposes, under the proposed capital adequacy framework, that all capital instruments is
by licensees that are governed by Jamaican law have contractual provisions to ensure that the powers o
Jamaican resolutiartherity to be established under the forthcoming Special ResolufiBiRRRegithe (
third parties appointed byResmlution Authority {RAgarry out resolution functions are recognized.

55. This requirement is designed to provide assurance batthieeRAwvtill be sufficient loss abstapawgity
from capital instruments issued by licensees that are governed by Jamaican law. In conducting an orc

23 Under the proposed capital adequacy framework, provisioss oeseaves held against future, presently unidentified
losses will be freely able to meet lossesulbbaduently materialise and therefore satisfy the criteria for qualification as Tier 2
Capital. However, provisions ascritiegldentified deterioration of particular assets or known liabilities, whether individual or
grouped, must be excluded.

24Firancial institutions may, under the proposed capital adequacy framework, recognize the difference between the total exy
loss amount and total eligible provisions in Tier 2 Capital up to a maximum eafiské8éightrddissets. It is proposed

that he Supervisor reserve the authority, under the proposed capital adequacy framework, to allow the use of internal ra
based models.

25The proposed resolution authority under the forthcoming SRR will be Bank of Jamaica.
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resolution process, there must be a credible mechanism by which losses and recapitalizasieedneeds
with legal certainty to the resolution entities.

BoXDC2A. PROPOSAL TBACILITATEFFECTIVBAIL-IN OF FINANCIAINSTITUTIONS

The global financial crisis beginning in 2008 provided several lessons for regulators and supervisors aroun
world. One such lesson was the downsides of goveraatentb&h is ultimately funded by taxpalyers. In
response, regulatory authorities now consider-{hattibails preferable in most instances for recgpitalizing
financial institutions #ratfailing or likely to fail. The mechanism by whitbféebmiprotection to financial
institutions from failing is by requiring losses to be absorbed by creditors and shareholders of affinancial instit
instead of from taxpayers.

In keepingith the ongoing commitment to maintaining the safety and soundness of the financial|system, the E
is strongly considering including a brief framework at a later date which facilitatesithleyeféegtiviedail
financial institutions to hatdrtain amount of instruments with the necessary features to rec¥])italize such

institutions. Under this approach, instruments satisfyingehaibeihents may also count towards regulatory
capital in accordance with the criteria for CET1, i&T2,@apital outlined in this consultation paper. Key
features of the proposed approach would include:

1. Prescribing that a larger proportion of regulatory capital be comprised gf CET1 Capital
2. Replacing Tier 2 Capstatl out in this consultation peffedebt instruments that can be converted to
equityor written dovan a trigger point determined by the RA if a financial institution is deemed to be failing
or likely to fail by the R&tead dfier 2 Capitdhereforethere would be a segmeiissabsorbing
financial instruments that vibeutdimarily comprised of debt instruments that may be converted into equity
for the purposes of recapitalizing any such financiawhsthusoequired to be resolved;
3. Requiring financial institsitimhold a certain amount of such instruments that are able to absorb losses and
recapitalize a financial institution deemed to be failing or likely to fail; and
4. May also include certain prescribed liabilities and shares that do not qualifgdpitaitdulatory
however eligible for conversion, in whole or part, into common shares.

Bank of Jamaiitevites feedbaahkd suggestionn the above proposal.

Criteria for classification as Tier 2 Capital

56. Thefollowingepresent necessary criterithdoclassification of capital as Tier 2 under the proposed capital
adequacy framew@Bk.BDecember 2010 p&f
(a) The instrument is issued and fulympaid
(b) The instrument is subordinated to depositors, general creditors, and subordinattsdebt of the lic

(c) Is neither secured nor covered by a guarantee of the issuer or related entity or other arrangement that le
or economically enhances the seniority of the&laimsis t he | i censeeds credit

(d) Maturity:
(i) Original maturity a minimum of frge ged

(i) Inthe remaining five years before maturity, recognition in regulatory capital will be amartized on a stra
line basig@he amortization table is set dypiendix D).

(e) The instrument may be callable at the initiative of the isslmimafterd five years
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() A licensee must receive the prior approval of the Supervisor before exercising a call option;
(i) There should be nothing done by the licensee to create an expectation that the call will be exercised,;
(i) An institution must not exetteeseall without:

(a) Replacing the called instrument with capital of equal to or better quality, including through anincre
in retained earnings, and the replacement of this capital is done at conditions which are sustaina
for the income capacityefitensee; or

(b) The licensee demonstrating that its capital position exceeds by some way the minimum capi
requirements after the call option is exercised.

() The investor must have no rights to accelerate the repayment of future scheduled payments (coupol
principal), except in insolvency under applicable insolvency law.

(g) The instrument cannot have a credit sensitive dividend feature, that is, a dividend/coupon that is re
periodically based in whol e aanizaton. part on t he

(h) Neither the licensee nor a related party over which the licensee exercises control or significant influence
have purchased the instrument, nor can the licensee directly or indirectly have funded the purchase of
instrument.

() If the instrent is not issued out of an operating entity or the holding company in the consolidated grou
proceeds must be immediately available without limitation to an operating entity or the holding compar
the consolidated group in a form which meetslsradixafethe other criteria for inclusion in Tier 2 Capital.

() The prescribed terms and conditions of the instrument must contain a clause requiring the full and perme
conversion of the instrument into ordinary shares at the paatdila§ rergscribed under the laws
governing the resolution of financial institutions.
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PARTIIO ADJUSTMENTS TO ARBPORTING REGULATOREAPITAL

This part outlines the treatment of minoritganrtrading interest and sets out regulatory adjustmeatieto be m
in the calculation of regulatory capital under the proposed capital adequacy framework.

DC3A. TREATMENT AVINORITYNTERES{.E. NONCONTROLLINISTERES)T

57.

58.

59.

60.

61.

Minority interest arising from the issue of Common Equity Tier 1 Capital, Adgitiainail Tee2 C&jaital
by fully consolidated subsidiaries of |l icensees
proposed capital adequacy framework only if:

(a) The instrument giving rise to the minority interest would, if isiseeddsy, taisfy all of the criteria
for classification as CET1, AT1, or Tier 2 Capital; and

(b) The subsidiary that issued the instrument is itself either a financial institution or subject to the sa
minimum prudential standards and level of supefwiaitria institutigBs:BDecember 2010 par
6264

The amount of minority interest that may be included in regulatory capital under the proposed capital adec
framework is:

(a) The total amount of the regulatory capital attributable térhéstqrartyninus

(c) Any surplus capital for the subsidiary, which are amounts above the minimum regulatory capi
requirements applicable to the subsgidi@snecember 2010 paitap

Surplus CET1, Tier 1, and Total Capital of the subsidiatgdsasalbal CET1, Tier 1, and Total Capital
Tier 1 and Tier 2 instrumefiis¢ subsidiary, respectively, minus the lower of:

(@) The minimum CETZ, Tier 1, or Total Capital requirement of the subsidiary (i.e. 6.5%,-8%, or 10% of |
weighted assetsp any capital conservation buffer that may be imposed by the Supervisor from time
to time); and,

(d) The portion of the consolidated minimum CET1, Tier 1, or Total Capital requirement (i.e. 6.5%, 8%
10% of the consolidatedwilhted assets plus eapital conservation buffer that may be imposed
by the Supervisor from time to time) attributable to the [sulisidiarymber 2010 pai6dp

The surpluamounbf CETL1Tier 1, or Total Capatiibutable to minority shareholders is calulated
multiplying the result fpamagraph 5above (the surplus CEMigr 1, or Total Camfahe subsidiary) by
the proportion of CETigr 1, or Total Capiitat is held by the minority sharehgid&Secember 2010 par
6264

The treatment minority interest above limits the amount of minority interest that a licensee may include in |
regulatorgapital in recognition of the fact that minority interest is generally not available to absorb losses at
consolidated level. The calculatignincludes the proportion of surplus capital of the subsidiary that is
attributable to the parent.

lllustrative Example: Approach to the Treatment of Minority Ifiesagile modelled from Basel Ahnex 3

62.

A group of licensees consists @galehtities that are both financial institutions. Licensee A enithe parent
Licensee B is the subsidiary. Their unconsolidated, simplified balance sheets are shown below.
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STEPL: ILLUSTRATIVE EXAMREMNORITINTEREST CALCULATION TABLE D€e2
Licensee A balance sheet ($billions) Licensee B balance sheet ($billions)
Assets Assets
Loans, after loss provisions 50 Loans, after loss provisions 80
Investments in CET1 Capital instrume 9
B
Investments in AT1 capital instrumen
Investments in Tier 2 Capital instrume 8
B
Other Invesients 3
74 - 80
Liabilities Liabilities
Deposits 35 Deposits 40
AT1 capital instruments 5 AT1 capital instremts 7
Tier 2 capital instruments 10 Tier 2 capital instruments 10
Other liabilities 4 Other liabilities 8
Sharehol dersd Equ Sharehol dersd Equ
Common equity 20 Common equity 15
2 - 80

63. From the balance sheets above, we see that Licensee A owns 60% of the ordinary shares of Licensee B, 5!
theAT 1Capital of Licendgeand 80% of the Tier 2 Capital of Licensee B. The ownership breakdown of License
B is as follows:

STEPZ: ILLUSTRATIVE EXAMREMINORITINTEREST CALCULATION TABLE D€3
Licensee B6s issued capital ($b
Amount issued to pareni  Amount issued to third Total

(Licensee A) party investors

CET1 Capital 9 6 15

AT1 Capital 4 4 8

Tier 1 Capital 13 10 23

Tier 2 Capital 8 2 10

Total Capital 21 12 33
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64. The consolidated balance sheet of the banking group is set out below.

STEP3: ILLUSTRATIVE EXANFFOAVINORITYNTEREST CALCULATION TABLE D&t
Consolidated balance sheet ($billions)
Assets
Loans, after loss provisions 130
Other investments 3
133
Liabilities and Shareholdersd Equi't
Deposits 75
Common equity issued by subsidiary to third party invegtorgyi.e. 6
interest)
Common equity issued by parent 20
AT1 Capital issued by subsidiary to third party investors
AT1 Capital issued by parent
Tier 2 Capital issued by subsidiary to third party investors
Tier 2 Capital issued by parent 10
Other liabilities 11
133
65. LicenseeBhasrigle i ght ed assets of 200. The minimum capi

contribution to the consolidated requirements are the same since LicensageBlydeartd to Licensee

A. In this example, it is assumed that capital adequacy requirements are aligned to the minimum requirer
set out itable DEL. That is, a CET1 minimum ratio of 6.5% of RWA, a Tier 1 minimum ratio of 8% of RWA, ar
a Total Capital minimum ratio%fdfORWA. Therefore, Licensee B is subject to minimum plus capital
conservation buffer requirements and possesses the following surplus capital:

STEP4: ILLUSTRATIVE EXAMRMEMINORITYNTEREST CALCULATION TABLE DES

Minimum and surplus capital of Leesa B

Minimum plus ) -
) ) Surplus capital ($hillions)
capital conservation buffer
2
CET1 6.5% of 200
(=1513)
7
Tier 1 8% of 200
(=2316)
. 13
Total capital 10% of 200
(=3320)

66. The following table shows how the calculation of the amount of cgiiakisseedhat is to be included

inconsolidatezhpital is done.
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STEPS: ILLUSTRATIVE EXAMREMINORITYNTEREST CALCULATION TABLE Db
Licensee B: Amount of capital issued to third party investors included in
consolidated capital ($billions)

Totd Amount issued Surplus Surplus attributable to third  Amount included in
amount to third party (c) party investors (i.e. amoun consolidated
issued investors excluded from consolidatec capital

@ (b) capital) (e) = (bP(d)
(d)=((c)*(b))/(a)
CET1 15 6 2 0.80 5.20
Tier 1 23 10 7 3.04 6.96
Total capital 33 12 13 473 7.27

67. This table summarizes the minority interest calculations carried out above. AT1 Capital is calculated as T
Capital minus CET1 Capital, and Tier 2 Capital is the calcula@zpial Tnitzus Tier 1 Capital.

STEPG: ILLUSTRATIVE EXAMREMINORITYNTEREST CALCULATION TABLE D€/
Total amount issued by parel Amount issued by subsidiarie  Total amount issued by parent ar
(all of which is to be included | to third party inveers to be subsidiary to be included in
consolidated capital) ($billiony included in consolidated capit consolidated capital ($billions)
($billions)

CET1 20 5.20 25.20

AT1 5 1.76 6.76

Tier 1 25 6.96 31.96

Tier 2 10 0.31 10.31

Total Capital 35 7.27 42.27

DC3B. REGULATORMDJUSTMENT®EDUCTIONS ANBRUDENTIAEILTER$

68. Thissection details the regulatory adjustments to be made to regulatory capital under the proposed cay
adequacframeworkit is to be noted that the majority of these adjastrapplied in the calculation of CET1
capital. Regulatory adjustments in the calculation of regulatory capital will be inclusivésafethe following:
December 2010 paf 66

(a) Goodwill, starp expenses, and other intangible assets (except muitiag)egess;
(b) Deferred tax assets;

(c) Cash flow hedge reserve;

26 Refers to a contractuategrent where thight orrightdo service an existingrtgagare sold by the original lender to a
third party who specializes in the functions associateitimghmortgages
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(d) Gain on sale related to securitization transactions;

(e) Defined benefit pension fund assets net of any associated deferred tax liabilities;
(N Investments in own shares (treasury stock);

(9) Reciprodaross holdings in the capital of banking, financial, and insurance entities;

(h) Investments in banking, financial, and insurance entities that are outside the scope of regulatory consolid
and where the licensee does not own more than 10% obtdaesusidare capital of the entity;

() Significant investments in the capital of banking, financial, and insurance entities that are outside the st
of regulatory consolidation;

(i) Other prescribed deductions; and
(k) Threshold deductions

Accumulated other comghensive income (AOCI)

69. Under the proposed capital adequacy framework, accumulated other comprehensive income will continue
excludetrom the calculation of regulatory capital for financial institutions, instead maintaining the status quo
prudetial filter on AOCI.

Explanatory Note: Rationale for Maintaining a Prudential Filter on AOCI

70. The prudential filter on AOCI will be maintained in the proposed capital adequacy framework, taking
consideratighefollowing:

(@) Current local primary asmbsdary market dynamics for both sovereign and corporate debt securities do
not allow for the production of a clean yield curve for these debt securities due to a preponderance
participants in these markets employingradholg strategy. This itgadxacerbates the problem of
limited trading within the secondary market for these securities. A clean yield curve allows for transpar
in prices for debt securities that will support the determination of the fair values for these financ
instrumdn. Therefore, fair value gains and losses relating to any types of financial instruments for whi
the valuations cannot be reliably computed could potentially significantly understate or overstate AOCI.

(b) The extent to which revaluation reésenraddt financial assets and fixed assets can be relied upon as
a cushion for unexpected losses depends upon, amongst other things, the level of certainty that car
placed on estimates of the market values for the relevant assets as well as any rsuiagiequient dete
values under difficult market conditions.

71.However, the proposed capital adequacy framewor
prudential filter on AOCI in the calculation of regulatory capital for financiathe$titationarket for
trading debt securities further develops and allows for reliable price discovery in such markets.

Goodwill, startip expenses and other intangibles (excluding mortgage servicing rights)

27Treatment of revaluation reservgzaisagtaph 82(a)ith accompging explanatory note below.
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72.To be deducted from CET1 Capital arel Joudmglve of goodwill influencing the valuation of significant
investments in the capital of banking, financial, and insurdhiteefditiestside the scope of regulatory
consolidatié, starup expenses, and other intangiiesDecember010 par §7

Deferred Tax Assets

73. Licenseemust deduct from its CET1 Capital, the net of:

(a) Deferred tax assets (DTAS), minus
(b) Deferred tax liabilities (DTSR IDecember 2010 pai76p

74. Thenetis to be taken subject to the conditions that:

(a) The taxes amposed by the same taxation authority; and
(b) Offsetting is allowed by the relevant alihimiyecember 2010 pai76P

75. Deferrethxliabilities cannot be used to increase CET1 Capital. That s, if DTLs exceed DTAS, the excess can
be addedto CET Capi t al . I n the case of DTAs arising f
paragraphs 90 and Sptecify the amount to be deducted. DTLs netted should exclude amounts already nette
against the deduction of godetiler intangils, and defined benefit pension assets, and must be allocated
on a proportional basis between DTAs subject to threshold deductions and DTAs that are to be deducted i
[BCBPecember 2010 pat76P

Cash flow hedge reserve

76. The amount of the cashHilege reserve relating to the hedging of items that are not recorded at fair value on
the balance sheet (including projected cash flows) should be excluded from any calculatiéh of CET1 Cap
Therefore, for prudential purposes, any artifidialivaatiimon equity is removed, as in this instance the
reserve only reflects the fair value of the derivative and not the changes in fair value of the hedged future
flow]BCB®ecember 2010 pai7ZL

Gain on sale related to securitization tranmasti

Any increase in equity capital resulting from a securitizatiof?glangiacberexcluded froncéheulationf
CET1 Capital. That is, when a securitization increases equity capital through selling the dsgbeat a premium
resulting gainliwiot increase regulatory cédpitalIecember 2010 paf 74

Defined benefit pension fund assets (net of any liabilities)

28For the avoidance of any doubt, goodwill included in the carrying amount of associates accounted for using the equity
must be deducted from CET1 Capital at the group level. This goodwill should be calcylastioasdzitthby separating

the excess of the acquisition cost over the bftheenseeds
banking, financial, or insurance entity.

29This refers to investments in subsidiaztesat@s, joint operations, and joint ventures.

30 Goodwill creates a temporary difference resulting in a deferred tax liability because it is an asset withtee carrying value «
Group accounts without a tax base. However, IAS 12 excludeskeiiag tiadniifgized in relation to goodwill.

31Gains on hedges are to be deducted and losses on hedges are to be added back.

32Many securitizations involve the pooling of loans such as mortgages to create securities. After the 200@tfinancial crisis ar
Basel Ill, the loophole of using securitizations to increase regulatory capital has been removed.

33That isa sale for more than the carrying value of the asset.

29



Consultation Paper: Proposals for the Implementation of the Basel Ill Regulatory Capital Framework

77. Defined benefit pension fund liabilities, as they are included on the balance sheetcagaitreitetfigly
calculatioof CET1 Capital. As a result, it is not possible to increase CET1 Capital through derecognizing th
liabilities. The net asset on the balanéénshsebe deducted in the calculation of CET1 Capital. Licensees
must have unrestricted and unfettsress to any assets in the fund thatithgyrior Supervisory approval,
beused to offset the dedudtiars December 2010 paf 76

78. Thistreatmenaddresses the concern that assets arising from pension funds may not be capable of beir
withdrawn andad for the protecti@CBIecember 2010 paf 77

Investments in own shares (treasury stock)

79. Anyrepurchaseas investments by licensees in their own shares, whether directly or indirectly held, must be fu
deducted in the calculation of CET1 Qalgsd dlready excluded under IAS 32). This includes own stock that
the licensee is contractually obligated to purchase. The treatment detailed above will apply regardless o
location of the exposure in the banking book or trading book. Furthermore:

(a) The net positive of gross long positions (purchases of shares) minus short positions (sales of shares) ir
same underlying exposure is to be deducted only if the short positions involve no risk of default from e
party.

(b) Licensees should examingdirtgd of index securtisr the purposes of deducting exposures to own
shares. Gross long positions in own shares resulting from holdings of index securities, however, shoul
netted against short positions in own shares arising from shorttipestores underlying index. The
short positions in these cases may involve countefpar@risiember 2010 pal 78

80. This approach is mirrored for the t Capaintheint of
calculation of ATapital and Tier 2 Capital in their calculation of TiefEZ@apitadmber 2010 paf 78

Cumulative fair value gains and losses arising from changes in own credit risk

81. Licensees must deduct all unrealized gains and losses arising fromedhangdsanidibilitieéncluding
capital instruments) that are due to changes in the credit risk (creditworthiness)®f #Pdicansee.
2010 par 15

Reciprocal cross holdings irethapital of banking, financild insurance entities

82. Redprocal cross holdings of capital made for the purpose of artificially inflating the chpitasgesition of
must be fully deduéted Licensees must appl y¥tasudh meestmeatsipondi 1
the capital of other licensdber financial institutions, or insurance gtitiesecember 2010 paf 79

34That is, each defined benefit pension fund asset less any related deferretheahdaisbgyloch would be cancelled

out if the asset were to become impaired or derecognized under IAS 12.

35Index securities represent shares of ownership in either mutual funds or unit investment trusts that hold portfolios of co
stocks.

36|ntragrougdransactions, thatisy and existing capital issues between the licensee and one or more members of the financia
group that represent, either directly or indiredthpdukcilacements must also be fully deducted.

37 The corresponding d¢idacapproach entails a proportional deduction from the element of capital for which the capita
instrument would qualify if it were issued by the licensee itself. If the capital instrument of the entiglimsthidiothe fina

has invested dorot meet the criteria for Common Equity Tier 1, Additional Tier 1 or Tier 2 Capital of the financial institution,
capital is to be considered ordinary shares for the purposes of the regulatory adjustment.
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Investments in bankiniiyancialand insurance entities that are outside the scope of regulatory consolidation
where the licensee does not own more than 10% of the issmedyostiare capital of the entftyrther
explanation Appendix DQ)

83. This regulatory adjustment applies to investmemispitatiof banking, finaaaidlinsurance entities that
fall outside theope of regulatory consolidatidnwhere the lhsee does not own more than 10% of the
issued ordinary share capital of thelentitfpecember 2010 pal 80

84.1f all the holdings |isted above cumul atively exX
all the other preceding eggryt adjustments in full listed before this one) then all holdings over 10% must be
deducted, utilizing a corresponding deduction approach. Therefore, the deduction should be applied to the
element of capital for which the capital would be i€ssifigesting licensee itself issaed fDecember
2010 par 81

Common Equity Tier 1

85. Consequently, the deductible amount from CET1 Capital should be computedtaddivgiotamivafsite
entities which cumulatively exceeds 10% aofth@e st i ng | i censeeds common e
corresponding deduction approach) multiplied by the common equity holdings as a percentage of the total c
holdings of the investee(s). This would result in a common equity deducspondsdo tioe proportion
of total capital holdings held in commonBiityecember 2010 pal 81

Additional Tier 1

86. The deductible amount from AT1 Capital should be computed as the total of all holdings in investee entitie:
cumulatively exceed® % of t he investing | i c e nheeeedpondicgo mmo n
deduction approach) multiplied by the Additional Tier 1 holdings as a percentage of the total capital holdin
the investee(s). This would result in an AdditibmddTietion which corresponds to the proportion of total
capital holdings held in Additional [BieBdDecember 2010 paf 81

Tier 2
87. The deductible amount from Tier 2 Capital should be computed as the total of\adktesditifesinhat
cunul atively exceeds 10% of the investing |icens

deduction approach) multiplied by the Tier 2 holdings as a percentage of the total capital holdings of
investee(s). This would result in a Tierc2atedhich corresponds to the proportion of total capital holdings
held in Tier 2 CapitaBecember 2010 paf 81

88. If, under the corresponding deduction approach, an investing licensee is obligated to make a deduction fr
particular category giitzd and it does not have a sufficient amount of that category of capital to execute tha
deduction, the shortfall must be taken from the next higher category of capital. For example, if a licensee
not have enough Additional Tier 1 Capital &étkgaeRduction, the shortfall will be taken from Common Equity
Tier 1 CapitéRCBIDecember 2010 paf 82

89. The amount®nstituting the 10% threstraldexempted from being deducted, will continue to be risk weighted
at 250%. Therefore, instrumehis trating book will be treated in accordance with the market risk rules and
instruments in the banking book should be treated in accordance with the standardized approach or the int
ratingdased approach (as applicable). In applying riskheargbtst of the holdings must be apportioned
on a proportional basis between those below and those above tlecthsestwtcher 2010 paf 83
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Significant investments inetlcapital of banking, financald insurance entities that are outside topsof
regulatory consolidatiqifurther explanatiodppendix DG)

90. Undetheproposed capital adequacy framework, this regulatory adjustment will apply to investments in the ca
of banking, financial and insurance entities that fall outpdethegdatory consolidation, and where the
licensee owns more than 10% of the issued ordinary share capital of the issuing entity or where the entity
affiliat®® of the licensg@CB®ecember 2010 paf 84

91. A corresponding deduction approachenmusstcbin deducting all investments included above that are not
ordinarghares. For the avoidance of any doubt, any other facility provided by the licensee that is treated
capital by unconsolidated subsidiaries and by any other unconsolidateahgrdities in which it has a
significant investment are to be deducted from the capital of the licensee using a corresponding deduc
approach. The full deduction should be applied to the same element of capital for which the capital woul
classiéd if the licensee itself issued it. If a licensee is obligated to make a deduction from a particular cate
of capital and it does not have a sufficient amount of that tier of capital to execute that deduction, the shortfal
be taken from the tieigher category of capital. For example, if a licensee does not have enough Additional Ti
1 Capital to execute the deduction, the shortfall will be taken from Common EquiBCHereLEajpital.

2010 par 85

Significant investments in commatentities

92. Significant minority and majority investments in commercial entities which exceed prescribed materiality leve
under the proposed capital adequacy framework, be ascribed a 1250% risk weight. For these purposes, mate
isdefineds 15% of the | icenseeb6s capital for individ
the |icenseebs capital [BEdBaune2bOb®r3aggr egate of suct

93. Investmenis significant minority and majority ownedteoidd@ommercial entities below the materiality
levels indicated above will be risk weighted at 100% fofBicBase®s2006 par]36

Other prescribed deductions
94. Also to be deducted from total capital is the aggregate of:

@t he | i ce nestmentd B uneansolidatey subsidiaries;

(b) any substantial investment in any other unconsolidated entity or company, whether the entity or compa
held directly or indirectly by the licensee;

(c)the licenseeds propor tidlossesotansuncnsaidaed subsitisey aadmo u
by any other unconsolidated entity or company in which it has a substantial investment;

(d) any loss positions on revaluation reserves arising from fair value accounting for financial assets and liabi
and

(e)ary ot her deduction desi gnat e dBarkiy ServhiéeepoStakipge r vi s o
institutios) (Capital Adequacy) Regulation$, 2015

Explanatory Note: Maintaining status quo deduction of losses on revaluation reserves

38 An affiliate has the meaning assigniedseection 2 of tBempanies Act.
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95. TheBSArecognizeds a deduction from regulatory capital, net losses arising from the aggregate of:

(a) any undistributed profits or accumulated losses for prior financial years;
(b) any financial yaaidate profit or loss; and
(c) any loss positions on revaluation weagsigg from fair value accounting for financial assets and liabilities.

96. The aggregate of the three items above is only recorded in regulatory capital if the aggregate is negative, effe
as a deduction from regulatory capital. Items (ayeasdiblimed into greposab recognize retained
earnings. The treatment for item (c) completes the recognition of the items listed above in the proposed ade
framework.

Threshold Deductions

97. Rather than a full deduction, the following itemectivaldimited recognition icalealationf CET1
Capital, capped at 1 Oi%ftepdpplidattoreof dll prioreagdator adfustrneatsnsato n
out iparagraphs 6fd 8 above:

(a) Significant investments in the ordinary shamsnsbligateddankinginsurancand other financial
entities as specifiepamagraphs 83 and 84ove;

(b) Mortgage Servicing Rights (MSRs); and

(c) Deferred Tax Assets that arise from temporary diffeiefees=mber 2010 pal 87

98. Thetreatmemill be inbduced in two phases. In the &rstensee must deduct the amount by which the sum
of the three items above exceeds 15% of its common equity component of Tier 1 Capital (before the deduct
these three items, but after all other regulatongaidjfier the calculation of CET1 Capital have been applied).
In the second phase, the calculation of the 15% cap will be subject to the following treatment: the amount
three items that remains after the regulatory adjustments have beembextieddcd5% of CET1 Capital,
calculated after all regulatory adjustimeBt®ecember 2010 paf 88

99. The amount of the items upalergraph 89 (#3) subject to the threshold deduction treatmentrtbiat are
deducted in the calculation of CETAl @iplie risk weighted at 250983 ecember 2010 paf 89

DC3C. REPORTINBREQUIREMENTS

100In order to maintain transparency in the calculation of regulatory capital and improve roansetediscipline, |
are required to disclose the following:
(a) A fullreconciliation of all regulatory capital elements with the balance sheet in the audited financi

statements;

(b) Separate and full disclosure of regulatory adjustments;
(c) An outline of the main features of capital instruments issued; and

39 The timelines for both the first and second plabgar¢o the finalization of the consultation process for the proposed
capital adequacy framework.
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(d) Licensees must provide Supervisor with comprehensive computations and explanations of capital
adequacy ratios and how they are calculated in the format and frequency prescribed by the Supervi
[BCBPecember 2010 pafy 91

DC3D. SUBMISSIOREQUIREMENTS

101A licensee issuimyyanew ordinary shares to be recognized as CET1 Capital must notify itner8ungervisor
of the issue:

(a) within 21 days of the date of the resolution authorizing the share issue, or within such period as agreed
by the Supervisor; and

(b) submitting fudetails surrounding the issue, inchelitegnis and conditions of senthéhe classes of
shares to be affected.

102A licensee proposing to issue or recognize any AT1 capital instrument or Tier 2 Capital instrument as part
AT1 or Tier 2 Capite§pectively, must:

(a) consult the Supervisor sufficiently in advance so as to allow ample time for review of the capital instrume
ascertain if it has additional features which are not covered in the criteria for inclusion as AT1 or Tier 2 Ce
as s relevant; and

(b) submit to the Supervisor the documents below before such issuance as AT1 or Tier 2 Capital:
() adeclaration signed by the chief financial officer of the licensée confirming

a. that the licensee has responsibility for complying withrdseastduadiéeria for inclusion as AT1
Capital, or the issuance of the Tier 2 capital instrument as Tier 2 Capital;

b. that all the standards and criteria for the inclusion of the issuance of the AT1 instrument or Tie
instrument outlined have been satisfied

c. the date in which the issuance is expected to be designated and included as AT1 Capital or Tie
Capital,

d. that the licensee is aware that the Supervisor may take action against the licensee, possibly ris|
to the exclusion of the issuance for makigid1 Capital or as Tier 2 Capital, in the event that the
issuance does not, or subsequently does not, comply with the standards and criteria outlined,;

(i) all the executed contracts and offering documents governing the issuance of the AT instrument or
2 instrument;

(iii) all external legal views gathered in respect of the issuance of the AT1 instrument or the Tier 2 instrun
stating that the applicable standards and criteria governing AT1 Capital and Tier 2 Capital have bt
met;

(iv) a memorandum of comm@iantlining how the issuance conforms to each of the applicable standards
and criteria governing AT1 Capital and Tier 2 Capital and pinpointing the relevant portions of the contt
and offering documents governing the issuance of the AT1 capttal ifgrdhoapital instrument
which address each standard and criteria; and

(v) in cases where the agreements and offering documents governing the issuance of the AT1 instrumel
Tier 2 instrument are governed by the regulations of a jurisdictiohaotheratharitten external
legal judgement from anret@atiaw qualified to practiamaican law, that he has reviewed all the
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agreements and offering documents governing the issuance, including any legal opinion from overs
legal practitioners\pded to confirm that the standards and criteria for inclusion as either AT1 or Tier 2
Capital have been met and the memorandum of compliance, and endorses that the memorandun
compliance read in conjunction with such agreements, offering docopieiotss kg any letter

of undertaking provided by the licensee or anyalligygpgitoup entity satisfies the standards and
criteria for AT1 or Tier 2 Capliadhever may be applicable.
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Capital Charges
for
Credit Risk
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C. CAPITAL CHARGES FOR COREISK

Thissection describes the standardized (external ratings based) approach to calculating capital charges for cred|
The sectons dr awn from the Basel Committee on Bankin
International Corgemce of Capital Measurement and Capital Standards (June 2006), Basel IIl: A global regulat
framework for more resilient banks and banking systems (December 2010, rev June 2011), and Basel llI: Fin:
postcrisis reforms (December 2017). Fongefehe Basel text paragraph numbers that are associated with the
text appearing in this chapter are indicated in square brackets at the end of*®ach paragraph

PARTI - EXTERNACREDITASSESSMENTS

The standardized approach will incorporate the meandnitage of external ratings. This section provides
guidance on how these ratings should be treated within this framework, and outlines the eligible external
assessment institutions, whose ratings may be used by licensees for assigsingdisktiveegiandardized

approach to credit risk.

CRZIA. ELIGIBLEEXTERNAICREDITRATINGSAGENCIES

103Thestandardizedpproach to credit risk permits licensees to utilize credit ratings issued by external cred
assessment institutions (ECAIs) that ayeizeddoy national supervisors as eligible for regulatory capital
purposes, in determining theveigihts on credit exposUiBEs3S December 2017 par 98]

Proposal: Designation of External Credit Assessment Institutions (including CariCRIS)

104This creditrs k f ramewor k wi | | recognize the ratilngs of
Service, Fitch Ratings and the Caribbean Information and Credit Rating Services Limited (C4riCRIS) as el
ECAIs for the purpose of allocatingeiigk to claims on counterparties and exposures. This|list is so
designated based on the satisfaction of the qualifying criteria and conditié\spspecifiedtin

105Subject to the requirements provisigakindix CR, the Supervisor may make detdignman a continuous
basis, regarding the recognition of ratings of additiofial ECB¢s.ember 2017 par 99]

Proposal: Use of Credit Quality Steps

106The Supervisor will map, as detaitedtéo f  t hi s Chapter, e | iugity &tdpee E CAI
(CQS) under the standardized approach to credit risk. A CQS is a simplified and standardied scale of ¢
quality, which is represented by whole numbers from 1 to 6 for rated exposures, and 7 for unrafed exposure:
CQS will be used toyide consistency across ECAI ratings.

CR1B. SCOPE OAPPLICATION ABREDITASSESSMENTS

107. Licensees should designate one or more ECAIs, whose ratings should be used for both risk weighting an
management purposes. The desighated ECAI(s) mustdenlarbdagiigible by the Supervisor.

108. Licensees should obtain the approval of the Supervisor on any subsequent change(s) to its list of desigr
ECAI(Ss).

40Following the fornfBCBS June 2006 par X]
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109. Licensees shall consistently use the credit assessments of designated ECAI(s) withaveiaitigsegment,
arbitrary changé&sngo oheEGAhésryatings with a
position. Licensees shall use the desiBgrsat ed E
December 2017 par 103]

110. Externalatings for one entity within a corporate group cannot be used to risk weight other entities within
same group. Further, in cases where a corporate is rated by one nominated ECAI and is unrated by anc
nominated ECAI, the licensee shall use theetitedsessmeBCBS December 2017 par 115]

112. A | icensee should apply the designated ECAI 0s
recognition for risk weighting its exposures.

112. Licensees should demonstrate a good understandieghofdblegies employed by its nominated ECAI(S),
and should demonstrate that it has procedures to monitor and respond to changes in the credit ratings
nominated ECAI(s) on its credit portfolios, as and when the information is disclosed.

113. Licenseesust perform due diligence to ensure that the external ratings appropriately and conservatively ref
the creditworthiness of the counterpatties December 2017 paras 20 & 39]

a. Ifthe due diligence analysis reflects higher risk charactensticslaa by the external rating bucket

of the exposur e, |l icensees must assign a risk
determined by the external rating.
b. Licenseesd due diligence a wofalloyweririsk waightshan thate v e r

determined by the external rating.

114. A Il icensee should treat al/l relevant exposures
have ratings assigned to them by any of its chosen ECAI(s).

CRZ1C. TREAMENT OMULTIPLEASSESSMENTS

115. If there is only one rating by an ECAI chosen by a licensee for a particular exposure, that rating should be
to determine the risk weight of the expsBgeDecember 2017 par 104]

116. If there are two ratings by ECAlsrchysa licensee which map into different risk weights, the higher risk
weight should be app|iedBS December 2017 par 105]

117. If there are three or more ratings with different risk weights, the two ratings that correspond to the lowes
weights shoub@ referred to and the higher of those two risk weights shouldEesapptiesmber 2017
par 106]

CRZ1D. TREATMENT dBSUESPECIFIC ANISSUERRATINGS

118. Where a licensee invests in a particular issue that haspanifgsteging, the risk weigtfie exposure
will be based on this ratigB3s December 2017 par 107]

119. Where the | icenseebs exposure is not an invest.
apply[BCBS December 2017 par 107]

a. In circumstances where the l@rh@s a specific rating for anissuédodabt t he | i censeec
is not an investment in this particul@radbigquality credit rating on that specific debt may only be
applied to the | i censeed sspestaparapasswor senioptotlewclaim i f
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with a rating. If not, the external rating cannot be used and the unassessed claim will receive the risk w
for unrated exposures.

b. In circumstances where the borrower has an issuer rating, this rafpdjegdicagnior unsecured
claims on that issuer. Consequently, only senior claims on that issuer will bexefiifyoissadrigh
rating. Other unassessed exposures of a highly rated issuer will be treated as unrated. If either the is:
or a sigle issue has aigquality rating, an unassessed exposure to the same counterparty that ranks pari
passu or is subordinated to either the senior unsecured issuer rating or the exposaiéywith a low
rating will be assigned the same risk weigppéisable to the Iguality assessment.

c. In circumstances where the issuer has a spegftialibjgtating (one which maps into a lower risk
weight) that only applies to a limited class of liabilities (such as a deposit assessment eka counterparty
assessment), this may only be used in respect of exposures that fall within that class.

120. Whether the licensee intends to rely on amissuésuspecific rating, the rating must take into account
and reflect the entire amount of credit riskeettppBoensee has with regard to all payments4wed to it
[BCBS December 2017 par 108]

121. In order to avoid any deatmting of credit enhancement factors, no supervisory recognition of credit risk
mitigation techniques will be taken into accoumedfittk@hancement is already reflected in the issue
specific ratingkCBS December 2017 par 109]

CR1E. DOMESTICURRENCY ANBDREIGNCURRENCRATINGS

122. Where exposures are risk weighted based on the rating of an equivalent exposure to gjesigoalrower, the
rule is th& [BCBS December 2017 par 110]

a. foreign currency ratings would be used for exposures in foreign currency; and
b. if separate, domestic currency ratings would only be used to risk weight claims denominated in the dom
currency.
CR1F. SHOR¥TERM VERSUSONGTERMRATINGS

123. For riskveighting purposes, all gbort ratings are deemed to begpsedic. They can only be used to
derive risk weights for exposures arising from the rated facility. They cannot be generalieed to other short
claims, except under the conditipasagraph 117BCBS December 2017 par 111]

124. In cases where sHerim ratings are available, the following interaction with the general preferential treatmer
for shotterm exposures to DTIs as descrimmegaphl143will applyBCBS December 2017 par 113]

41For exampld,d bank is owed both principal and interest, the assessment must fully take into account and reflect the credit
associated with repayment of both principal and interest.

“2However, when an exposure ar i shasheeh éxtermedgon hasbedn guatarierd p a r
against convertibility and transfer risk, by certain MDBs, its convertibility and transfer risk can be ceugiderisdisy national

to be effectively mitigated. To qualify, MDBs must have prefestatiusregdognized in the market and be included in
paragraphl36 In such cases, forwisk i ght i ng purposes, the borrowerds dome:
foreign currency rating. In the case of a guarantee against conveatibfity resigl the local currency rating can be used

only for the portion that has been guaranteed. The portion of the loan not benefiting from such a gwaighted will be risk
based on the foreign currency rating.
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125.

126.

127.

128.

129.

130.

a. The general preferential treatment faeshakposures applies to all exposures to DTIs of up to three
months original maturity when there is no spetifistiaitn assessment.

b. When there is a gHerm assessment and such an assessment maps into a risk weight that is more
favourable (lower) or identical to that derived from the general preferential treaenantating short
should be used for the specific exposure only. Othen spmiures would benefit from the general
preferential treatment.

c. When a specific skerin rating for a skierm exposure to a DTl maps into a less favourable (higher)
risk weight, the general d¢bort preferential treatment for interbank exposotelsecased. All
unrated shetdrm exposures should receive the same risk weighting as that implied by the specific shol
term rating.

Table CRbel ow provides a fr amewor k-terindacilitids,isucke asssae e 6 s
particularssiance of commercial papeBS December 2017 par 111]

SHORFTERMRATINGS TABLE CR
Credit Quality Standard & Moody Fitch CariCRIS Risk Weight
Step Poor o
1 Al P-1 F1 CariP1 20%
2 A2 P-2 F2 CariP2 50%
3 A3 P3 F3 CariP3 100%
4,5, 6. Others 150%

In no event can a shenn rating be used to support a risk weight for an urteatacekpasui@CBS
December 2017 par 111]

Shorterm ratings may only be used feteshodgxposures against banks and corpetatesdecember
2017 par 111]

Ifa shorterm rated facility attracts a 50%siight, unrated sktlertm exposures cannot attract a risk weight
lower than 10098CBS December 2017 par 112]

If an issuer has a shenn facility with an external rating that warrants a risk 3@8ighalbfidrated
exposures, whether f@rgn or shaierm, should also receive a 150% risk weight, unless the licensee uses
recognized credit risk mitigation techniques for such &xpBsubesember 2017 par 112]

Before a shd@drm rating can b#izeed, licensees shall ensure that the institution making the assessment
met all of the eligibility criteria for recognizing ECAIs, as dgxoeihdid (@R, in terms of shadrm
ratingsiBCBS December 2017 par 114]

40



Consultation Paper: Proposals for the Implementation of the Basel Ill Regulatory Capital Framework

PARTII @ STANDARDIZEAPPROAB FORCREDITRISK RISKWEIGHTCATEGORIES

This part outlines the proposed methodology for calculating thegriskt e d cr edi t ri sk capi
onand ofbalance sheet exposures under the standardized approach to crediemsl vesiimg®xt

CR2A.GENERAIREQUIREMENTS

131. Licensees shall ensure that all exposures subject to the standardized approach be risk weighted net of sp
provisions (including partialeff#gBCBS December 2017 par 1]

132. The Supervisor resertresauhority to increase the standard risk weight for any exposure where it determines
that a higher risk weight is warranted by the overall default experience, or where the credit risk mitigant r
upon by the licensee in relation to such exposures isdonadequaeCBS June 2006 par 67 (reworded)]

DueDiligence RequiremenCBS December 2017 par 4 to 6]

133. Licensees must perform due diligence to ensure that they have an adequate understanding, at originatior
thereafter on a regular basisasit annually), of the risk profile and characteristics of their counterparties. In
cases where ratings are used, due diligence is necessary to assess the risk of the exposure for risk manage
purposes and whether the risk weight applied is appdopristent. The sophistication of the due diligence
should be appropriate to the size and compl exit
adequate steps to assess the operating and financial performance levels and tremdd theolitgh in
analysis and/or other analytics outsourced to a third party, as appropriate for each counterparty. Licensees
be able to access information about their counterparties on a regular basis to complete due diligence anal

134. For exposures aatities belonging to consolidated groups, due diligence should, to the extent possible, b
performed at the solo entity level to which there is a credit exposure. In evaluating the repayment capac
the solo entity, licensees are expected t@ @a&eoimnt the support of the group and the potential for it to be
adversely impacted by problems in the group.

Licensees should have in place effective internal policies, processes, systems and controls to ensure the
appropriate risk weights argyraesito counterparties. Licensees must be able to demonstrate to their
supervisors that their due diligence analyses are appropriate. As part of their supervisory review, superv
should ensure that licensees have appropriately performed tlegicedamaliliges, and should take
supervisory measures where these have not been done.

CR2B.EXPOSURES T8DVEREIGNS

135. A 0% risk weight will be applied to exposures to:

a. The Government afmaica and the Bank of Jarpaiséded that such exposures are dateahand
fundetfin Jamaican currerey.BS December 2017 par 8]

b. The Bank for International Settlements (BIS); the International Monetary Fund (IMF); the European Ce
Bank (ECB); the European Union; the European Stability Mechanism (ESMginbe ¢alrSpeaifity
Facility (EFSF); and other similar type agencies as approved by the Supervisor frghTiime to time.
December 2017 par 10]

43That is where the licensees¢mvesponding liabilities denominated in that domestic currency.
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136. Additionally, the 0% risk weight will apply to exposures that are fully guaranteed by the Goaernment of Jan
and denominated and funded in Jamaican currency. The guarantee must be explicit, unconditional, les
enforceable and irrevocébirl 2015 Regulations]

137. Otherwise, exposures to sovereigns and their central banks will be risk weightedinestedirad to th
rating as set oufliable CR below[BCBS December 2017 par 7]

RISKWEIGHTTABLE FORXPOSURES T®DVEREIGNS ANIENTRAIBANKS TABLECR2
Credit Quality Ste| 1 2 3 4 5 6 Unrated (7)
Risk Weight 0% 20% 50% 100% 100% 150% 100%

CR2C.EXPCGBURES TO NGBENTRAL GOVERNMENBEIC SECTOR ENTHIE

138. Public sector entity (PSE) refers to governments and all publicly controlled or publicly funded agenc
enterprises, and other entities operating in the domestic economy that deliver psibgoqaegramme
services. This includes any of the categori€s belawplanatory Notes]

a. Central Government;
b. Local Government;

c. Selected Public Entities, which refers to public organizations that are a part of the government and de
public programmesods or services, but that exist as separate organizations in their own right, possibly
as legal entities and operate with a partial degree of operational independence; and

d. Other Public Entities as designated by the Supervisor from time to time.
139. Exposrtesto PSEs in Jamaica whieltunded and denominated in Jamaican ¢amdrnicy)ave specific

revenugaising powers and have special institutional arrangements, the effect of which tst@feduce their
defaultyil attract a risk weight of[B%BS December 2017 par 12]

Question 1

Do you agree with teeised scope of the regime in reldatierréonoval of th@0% risk weight applied to

debt securities denominated in foreign currency which are issued by foreign public gpetoresntities or a
from time to time that are not guaranteed by their respective goyemmeests r i bed| by B
Regulations)

140. Otherwisexposures to PSEs will benésghted based on the external rating of the respective sovereign, as
set out ifable CRbelow[BCBS December 2017 par 11]

RISKWEIGHTTABLE FORXPOSURES TRWBLICSECTORENTITIES TABLECR3
Credit Quality Ste| 1 2 3 4 5 6 7 (unrated)
Risk Weight 20% 50% 100% 100% 100% 150% 100%
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CR2D.EXPOSURES TO MULTIERAL DEVELOPMENT BAN

141. For the wrposes of calculating capital requirements, a Multilateral Development Bank (MDB) is an instituti
created by a group of countries that provides financing and professional advice for economic and sc
development projét{8CBS December 2017 par 13]

142. A 0% risk weight will be applied to exposures to MDBs that satisfy the eligibility cripparmuivided in
CR2%, [BCBS December 2017 pafFhe]|Supervisor reserves the right to update this criteria from time to time
in line with any BCBS revisions

143. MDB¢&currently eligible for a 0% risk weigbtC@&®:December 2017 footnote 11]

a. the World Bank Group comprising the International Bank for Reconstruction and Development (IBRD)
the International Finance Corporation (IFC),

the Multilateral Investm@&uarantee Agency (MIGA) and the International Development Association
(IDA),

the Asian Development Bank (ADB),

the African Development Bank (AfDB),

the European Bank for Reconstruction and Development (EBRD),
the InteAmerican Development BanB)JAD

S@e ~ o o

the European Investment Bank (EIB),

the European Investment Fund (EIF),

j.  the Nordic Investment Bank (NIB),

k. the Caribbean Development Bank (CDB),

I. the Islamic Development Bank (IDB),

m. the Council of Europe Development Bank (CEDB),

n. the Internatioridhance Facility for Immunization (IFFIm), and
0. the Asian Infrastructure Investment Bank (AlIB).

144. Otherwise, exposures to MDBs shall be attributed risk weights based on their external credit assessmen
set out ifable CR below[BCBS December 201715

RISKWEIGHTTABLE FORXPOSURES TAULTILATERADEVELOPMENSANKS TABLE CR}
Credit Quality Ste 1 2 3 4 and 5 6 7 (unrated)
Risk Weight 20% 30% 50% 100% 150% 50%

44MDBs have large sovereign memberships and may include both developed countries and/or developing countries. Eact
has its own independent legal and operational status, but witaredateitend a considerable number of join{ewsers.
December 2017 par 13]

45These criteria are established by the Basel Committee on Banking Supervision, who will continue to evaseate eligibility on
by case basis.
46This list is establishetheyBCBS, who will continue to evaluate eligibility on a case by case basis.
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CR2E.EXPOSURES TIOEPOSITTAKINANSTITUTIONS

145. Exposures to dep#aking instiions (DTIs) are defined as claims on entities licensed under the BSA as
commercial banks, merchant banks, or building societies; as well as claims on financial entities in o
jurisdictions that perform similar functions to thosautidengsbd BS#&nd are subject to appropriate
prudential standards and level of supéf{asier. December 2017 par 16]

146. Licensees shall risk weight exposures to DTIs using thgsfolleviingember 2017 par 17]

a. TheExternal Credit Risk Assessment ApproachsfieCRARpplied to all exposures to DTIs that are
rated® and

b. TheStandardized Credit Risk Assessment Approacsh@I3iRAgpplied to exposures to DTIs that are
unrated.

External Credit Risk Assessment Approach (ECRA)

147. Licenseesshall assigntotheerd DTl exposures the corresponding
ratings, as set oufaible CFS below. Such ratings must not incorporate assumptions of implicit government
support, unless the rating refers to a public bank owneetbmédigozBS December 2017 par 18]

148. Exposures to banks with an original maturity of three months or less, as well as exposures to banks that
from the movement of goods across national borders with an original maturity of sicaorftes or less
assigned a risk weight that correspond to the risk weighisrforestpmsuresiiable CFbelow[BCBS
December 2017 par 19]

RISKWEIGHTTABLE FORXPOSURES TIEPOSIATAKINGANSTITUTIONECRA) TABLE CF5
Credit Quality Step 1 2 3 4 and 5 6 7 (wrated)
0Based Risk Wei 20% 30% 50% 100% 150% SCRA
Risk Weight for Skertn Exposure 20% 20% 20% 50% 150% SCRA

149. Licensees must perform due diligence to ensure that the external ratings appropriately and conservatively r
the creditworthinegshe bank counterparties. If the due diligence analysis reflects higher risk characteristic
than that implied by the external rating bucket of the exposure, the licensee must assign a risk weight at
one bucket hi gher teriminaed bytthe extermd matsg Due diligesnke amalysis gnbst
never result in the application of a lower risk weight themitied tgtthe external rgtings December
2017, paragraph 20]

150. Shorterm exposures which are expected to be restruttledduer (that is, where the effective maturity
is longer than ninety (90) days) will not qualify for the preferential treatment outlined under this section for c
adequacy purposgsCBS June 2006 footnote 25]

47For internationally active banks, appropriate prudential standards (for example, capital and liquidity rdafirements) and le
supervision should be in accordance wikahErBmework.

48Licensees will apphyrt IBExternal Credit Assessmerttsdetermine which rating can be used and for which exposures.
49Implicit government support refers to the notion that the government would act to prevent bankricrgditssesrom incur

in the event of a bank default or bank distress.

50 This may includetmmance sheet exposures such as loanshaianof sheet exposures such digjsieliting trade

related contingent items.
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151. Exposures to financial holdingasoes (FHCs) that are-omarational holding companies or not DTIs
themselves shall be treated as corporate exjnstirésandardized Approach par 20]

Standardized Credit Risk Assessment Approach (SCRA)

152. Using the SCRA, licensees shall classity Diitaggposures into one of three risk buckets, Grades A, B and
C as defindd Appendix CR,and assign the corresponding risk welglieiCR»L [BCBS December
2017 par 21]

153. Exposures to DTIs with an original maturity of three months drdesss@sswels to DTls that arise from
the movement of goods across national borders with an original maturity of sixhcathder less
assigned a risk weight that corcbpte risk weights for 4bort exposures in Tables@RovegBCBS
De@mber 2017 par 30]

RISKWEIGHTTABLE FORXPOSURES TIIPOSH’TAKINGINSTITUTIOI\(§CR/-\) TABLE CF6
Credit Risk Assessment of Counterpar Grade A Grade B Grade C
060Based Risk Weigh 40% / 30% 75% 150%

Risk Weight for SHertn Exposures 20% 50% 150%

154. To reflect transfer and convertibility risk under the SCRA, licensees shattighpjomrisksed on the
risk weight applicable to exposures to the sovereign of the country where the DTI counterparty is incorpo
will be applied to the risight assigned to DTI expog@ie’8S December 2017 par 31]

a. Licensees shall apply the sovereign floor when the exposure is not in the local currency of the jurisdic
of incorporation of the debtor DTI and for a borrowing booked in a brancD®f e detstign
jurisdiction, when the exposure is not in the local currency of the jurisdiction in which the branch oper:

b. Licensees shall not apply the sovereign flootgosifibrat is, with a maturity below one year) self
liquidating, tradelated contingent items that arise from the movement of goods.

CR2F.EXPOSURES TO SECURSTIEALERS

155. Licensees shall treat exposures on securities dealers (SDs) as exposures on DTIs, provided these institu
are subject to prudential standardslewel of supervision equivalent to those applied to DTIs (including, in
particular, ridlased capital requirements and liquidity requife@@ats}cember 2017 par 37]

156. Licensees shall treat all other exposures to SDs as exposures to gaw@aCecrparatimber 2017 par
37]

SiFor the purposes af mimeé m8@RA egnunl pppendixgCBxladed liguidilye nt s 0
standards.

52This may includetmmance sheet exposures such as loanshaianof sheet exposures such digjsieliting trade

related contingent items.

53Under the StandardiZzddit Risk Assessment Approach (SCRA), exposures to banks without an external credit rating me
receive a risk weight of 30%, provided that the counterparty bank has a CET1 ratio which meets or exceeds 14% and a
leverage ratio which meets or ex6&&drhe counterparty bank must also satisfy all the requieadenslé&ssification.
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CR2G.EXPOSURES TO CORPORAT

157. The corporate exposure class doeglade iaxposures to individaradsdifferentiates between general
corporate exposures and specialized lending expoBgrescember 2017 par 38]

158. Thefollowing corporate exposures, whether general or specialized, will be subject to the treatment prescr
inTable CH below{BCBS December 2017 par 38]

Exposure to business eritities

b. Exposures to insurance companies; and

c. Exposures to other DTIs @ tB&t do not qualify for the treatnsadtions CRE and CRE
above.

General Corporate Exposures

159. Li censees shall as s i Jable 6Mfar soeporate expoduresve i ght s acco
RISKWEIGHTTABLE FORCORPORATEXPOSURES TABLE CR/
Crediuality Stey 1 2 3 4 5and 6 7
fiBaseo r 20% 50% 75% 100% 150% 100%

160. Li censees will assi gmable CH and they muss pgerfonrmeduegdifigersce ta ¢ ¢ o

ensure that the external ratings appropriately and conservetivibly ceflditworthiness of the
counterparties. If the due diligence analysis reflects higher risk characteristics than that implied by the ext
rating bucket of the exposure (ie AAR &+t Aetc), the bank must assign a risk weight at least one
bucket higher than the fibased risk weight deter
result in the application of a lower risk weight than that determined by the (@xieshakratimger 2017,

paragraph 39)

161. Unrated expa®s to corporate small and medium entities (SMEs), will receive a separate treatment a
described paragrapti62belowBCBS December 2017 paragraph 40)

162. For unrated exposures to corporate SMEs (definediteseoqrpsures where the reported annual sales for
the consolidated group of which the corporate counterparty is a part is lesotistDd2gxuaSD
equivalent) for the most recent financial year), an 85% risk weight wiHkpesapptieBMES that meet
the criteria paragrapi 68will be treated as regulatory retail SME exposures and risk weighteslsat 75%.
December 2017, para 43)

Specialized Lending Exposures

163. Licensees will assign & thpecialized lending exposures the risk weights determined-dpettigcissue
external ratings, if these are available, accaiatitey @ above. Issuer ratings must not bgrised.
December 2017 par 46]

164. A corporate exposure will be tresagespecialized lending exposure if such lending possesses some or all of
the following characteristics, either in legal form or economissitkstancenber 2017 par 44]

54 These include: incorporated entities, associations, partnerships, proprietorships, trusts, funds and ofaer entities with <
characteristics, except thdseh qualify for one of the other exposure classes.
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a. The exposure is not related to real estate and is within the d@fimiiatis. of paragraph 45)

project financemethod of funding in which the lender looks primarily to the revenues generated by :
single project (usually large, complex and expensive installations), both as the source of repaym
and as security for the loan;

object financemethod of funding equipment acquisition (ships, aircraft, satellites, railcars, fleets, etc.
where loan repayment is dependent on the cash flows generated by the specific assets that have b
financed and pledged or assigned to tihedende

commodities financehorterm lending to finance reserves, inventories, or receivables-of exchange
traded commodities (for example, crude oil, metals, or crops), where the loan will be repaid from
proceeds of the sale of the commodity adnddler has no independent capacity to repay the
loan.

b. The exposure is typically to an entity (often a special purpose vehicle (SPV)) that was created specifit
to finance and/or operate physical assets;

c. The borrowing entity has few or moratterizassets or activiteesd therefore little or no independent
capacity to repay the obligation, apart from the income that it receives from the asset(s) being finan
The primary source of repayment of the obligation is the income generatell bythies trsethe
independent capacity of the borrowing entity; and

d. The terms of the obligation give the lender a substantial degree of control over the asset(s) and the inc
that it generates.

BOXCR1: HGHQUALITYROJECRANANCEEXPOSUREBB(B SDecember 2017 par 48]

Ahighqualityproject finance exposure refers tpasuex to a project finance entity that is able to meet
its financial commitments in a timely manner and its ability to do so is assessed to be robust against adv
changes in the economic cycle and business conditions. The following condu@neeinust also

Vi.

Vii.

viii.

The project finance entity is restricted from acting to the detriment of the creditors (for example, by
being able to issue additional debt without the consent of existing creditors);

The project finance entity has sufficient nesdsverfother financial arrangements to ccver the
contingency funding and working capital requirements of the project;

i. The revenues are availabdisgd or subject to a-cdteturn regulation or takpay contract;

The project financegnlits r evenue depends on one main cour
be a central government, PSE or a corporate entity with a risk weight of 80% or lower;

The contractual provisions governing the exposure to the project financéoemtibhyghralade:e
of protection for creditors in case of a default of the project finance entity;

The main counterparty or other counterparties which similarly comply with the eligibil ty criteria for
main counterparty will protect the cremhattseffosses resulting from a termination of the project;

All assets and contracts necessary to operate the project have been pledged to the creditors to the e»
permitted by applicable law; and

Creditors may assume control of the prajeet éintity in case of its default.
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165. For specialized lending exposures for whichgresfiaeexternal rating is not available, the following risk
weights will apalyCBS December 2017 par 47]

a. Object and commodities finance exposures willdghteskat 100%;

b. Project finance exposures will beeighted at 130% during thegmetional phase and 100%
during the operational phaBeoject finance exposures in the opepdiaseathaire deemed to
behighqualityas describedBox CRL, will be risk weighted at 80%.

CR2H.RETAILEXPOSURES

166. The retail exposure class differentiates between regulatory retail exposures and other retail exposures.
Regulatory Retail Exposures

167. Licensees shall risk weight retail exposures included atadtyeretggiiportfolio at SP5%CBS December
2017 par 55]

168. To be included in the regulatory retail portfolio, exposures must meet the followingsfoRs (A)reriteria:
2006 par 70 and BCBS December 2017 paragraph 55]

a. Orientation Criterion: Exposwest® an individual person or persons or to a regulatory retail micro, small
and mediusized entities (MSMES).

b. Product Criterion: Exposures take the form of any of the following

i. revolving credits and lines of credit (including credit cardsfts)d overdra

ii. personal term loans and leases (for exastpl@erbans, auto loans and leases, student and
educational loans, personal finance); and

ii. other facilities and commitments to MSMEs.

c. Granularity criterion: No aggregated exposure to one c8uraerpadged 0.2% of the overall
regulatory retail portfolio. The Supervisor must be satisfied that the regulatory retail portfolio is sufficie
diversified to a degree that reduces the risks in the portfolio, warranting the 75% risk waight. Defaulted
exposures are to be excluded from the overall regulatory retail portfolio when assessing the granulz
criterion.

d. Low value of individual exposures: The maximum aggregated retail exposure to one counterpart cat
exceed an absolute threshold 00BN (or US$ equivalent).

169. The Supervisor shall review at periodic intervals the risk weight assigned to the retail portfolio with referen
the default experience for these exposures. As part of the supervisory review process, the Supervisor

55Operational phase is defined as the phase in which the entity that was specifically created to financpdbitiyoject has (i) a
net cash flow that is sufficient to cover any remaining obligatitualand (ii) decliningtéongdebt.

56Exposures secured by residential property and past due retail loans are to be excluded from the over#ibliegulatory retail p
for risk weighting purposess&a@ns CRP2and CRJ below.

57 Securies (such as bonds and equities), whether listed or not, are specifically excluded from the regulatory retail portf
Mortgage loans are also excluded to the extent that they qualify for treatment as claims secured by residential property.

58 Aggregatedxposure means gross amount (that is, not taking any credit risk mitigation into account) of all forms of re
exposures, excluding residential real estate exposures. Ifbaimecoefsféet claims, the gross amount would be calculated
afterapplyin credit conversion factors. I n addition, fito one
a single beneficiary (for example, in the case of a small business that is affiliated to another small bigiapgly; the limit wo

to the bankds aggregated exposure on both businesses).
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consider whether the credit quality of regulatory retail claims held by individual banks should warrant a
weight higher than 75%. Licensees will be required to furnish appropriate evidence to support the applicati
this treatmemBRCBS June 20p&r 71]

Other Retail Exposures

170.Li censees shall ri sk weight al/l fot her retail o
the criteria paragrapli68at 100%4BCBS December 2017 par 57

171. Exposures to SMEs that do not meet all of the pateaaipHL68will be treated as corporate SMEs
exposures undearagrapti62 unless secured by real eg§@&ie&S December 2017 par 58]

Risk Weight Multiplier for Unhedged Retail Exposures with Currency Mismatch

172. For unhedged retail exposures to individuals where the lending currency differs from the currency of
borrower 6 s s our c eplyafl.5 tinmes muitiglier to the applicable risksweight dcdordirag
toparagraph4.68to 171subject to a maximum risk weight ofEl&0%December 2017 par 76]

173. For the purposespafragraptl72 an unhedged exposure refers to an exposure to a borrower that has no
natur&P or financi&lhedge against the foreign exchange risk resulting from the currency mismatch betweel
the currency of t heentyofrthedoane Fobtke pirposes ohapplieatioth of the e
multiplier, only these natural or financial hedges are considered sufficient where they cover at least 90% ¢
loan instalment, regardless of the number ofbedgesecember 2017 par 77]

CR2-l. REALESTATEEXPOSURELASS

174. The real estate exposure class differentiates between exposures secured by residential real estate
exposures secured by commercial real Bsthteets of exposures will be required to meet the operational
requirementietailed iparagrapl 76below.

175. The Supervisor reserves the right to increase the standard risk weight for real estate exposures whe
determines that a higher risk weight is warranted based on dafeelaedmehier factors such as market
price stabilifgCBS December 2017 par 59]

Operational Requirements for Real Estate Exposures

176. To apply the rigleights ifiables CE, CR9. CR10 and CR1below, the loan must satisfy the following
requirement&CBS December 2017 par 60]

a. Finished propertythe property securing the exposure must be fully®ompleted

b. Legal enforceabilityany claim on the property taken must be legally enforceable in all relevant
jurisdictions. The collateral agreement agal {h@tess underpinning it must be such that they provide
for the bank to realize the value of the property within a reasonable time frame.

59 A natural hedge exists where the borrower, in its normal operating procedures, receives foreign currency income that m:
the currency of a given loan (for example, remittances, rentalariesjnes, sal

60A financial hedge generally includes a legal contract with a financial institution (for example, forward contract).

61This requirement does not apply to forest and agricultural land.
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c. Claims over the propertihe loan is a claim over the property where the lender bank holds a first lien
over therpperty, or a single bank holds the first lien and any sequentially lower ranking lien(s) (there is
intermediate lien from another bank) over the same property.

d. Required documentatiahe terms of each exposure must be adequately and accuratelg dbcume
loan origination and for monitoring purposes, including information on the ability of the borrower to re
and on the valuation of the property.

e. Ability of the borrower to repdigensees will be required to consider the following invingimginder
process in relation to mortgage [[@aBs: September 2000 paP2Biciples for the Mgnt of Credit Risk]

- Sources of repayment based upon documented, verified income;

- the current risk profile (including the nature and aggregate amafriteedioisksjer and any
sensitivity to economic and market developments;
- the borrowerdés repayment history and currer
and future cash flow projections, under various scenarios; and
- for commercial dré t s , the borrowerdés business e
r

pe
economic sector as wel | as the borrowe [

X r
0 s
f.  Prudent value of propertyre property must be valued according to the Ayifeeiadin CH for

deterriming the value in the loan to value (LT3/Mataover, the value of the property must not depend

materially on the performance of the borrower.

g. Property is adequately insuréide property must be adequately insured. Licensees should ensure that
mortjage insurance does not substitute for sound underwriting practices by lenders. Licensees should ¢
out prudent and independent assessments of the risks related to mortgage insurance, such as counterj
risk and the extent and details of the cofe¢hagamortgage insurance policies.

Exposures Secured by Residential Real Estate

177. A residential real estate exposure is an exposure secured by an immovable property that has the nature
dwelling and satisfies all applicable laws and regulatmnshenaitdperty to be occupied for housing
purposes (that is, residential proftis. December 2017 par 63]

Repayment is not materially dependent on cash flows generated by property

178. When the prospects for servicing the loan does not materiaiycdsipdlodvs generated by the property
and the requirementpanagraphl76are met, provided thatagraphd8Q 189 190 and191are not
applicable, the risk weight to be assigned to the total exposure amount will be determined based on
exX posur e dTablelCBVBCBSDEribe 2017 par 64]

RISKWEIGHTTABLE FORESIDENTIAREALESTATEEXPOSURES

Repayment is not materially dependent on cash flows generated by property TABLE CR
LTV O 50% < LT60% < LT80% < LT LTV>90%
Risk Weight 30% 35% 40% 50% 80%

62The LTV ratio is the amount of the loan divided byotfhiheataperty.

8The risk weights are increased to be more prudent, tal
Considerations include the lengthy time it takes to legally enforce a claim on property; and fadweal tatkeep afpdate
properties
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179. For exposures where any of the requirerpardgriapti76are not met aparagraph4.8Q 189 19Q
and 191are not applicable, the risk weight applicable will be the risk weight of ti%¢ [oLimterparty
December 2017 par 66]

Repayment is materially dependent on cash §emesrated by property

180. When the prospects for servicing the loan materigfpraepshdlows generated by the property securing
the loan, rather than on the underlying capacity of the borrower to service the debt from other sources,
provided thparagraphd4.89 19Q and191are not applicable and all the requirenpanégiaptl76are
met, the risk weight$able CP® apply[BCBS December 2017 par 67]

RISKWEIGHTTABLE FORESIDENTIAREALESTATEEXPOSURES

Repayment is materially dependent on cash flows generated by property TABLE CP®
LTV O 50%<LV O 60% < LT80% < LT > 90%
Risk Weight 50% 55% 65% 80% 105%

181. Where a residential real estate exposure does not meet any of the repaiegraptis’ 6fthe risk
weight will be 150%BS Decem[2017 par 67]

Risk Weight Multiplier for Unhedged Residential Real Estate Exposures with Currency Mismatch

182. For unhedged residential real estate exposures to individuals where the lending currency differs from
currency of the blwenseeswill applg a 1sbdimeas meltiplierfto the mpplacable risk
weight accordingptiragraphd 78to 18Q subject to a maximum risk weight of[866% Decemi®417
par 76]

183. For the purposesparagraptl82 an unhedged exposure refers to an exposure to a borrower that has no
naturdf or financi#lhedge against the foreign exchange risk resulting from the matehdetmisen
the currency of the borrowerds income and the
multiplier, only these natural or financial hedges are considered sufficient where they cover at least 90% ¢
loan instalment, redjass of the number of he@g@ess December 2017 par 77]

Exposures Secured by Commercial Real Estate

184. A commercial real estate exposure is an exposure secured by any immovable property that is not a resids
real estate as defineparagrapil77[BCBS December 2017 par 69]

64For exposures to individuals the risk weight applied will be 75%. For exposures to other counterpartiegdhe risk weight a
is the risk weight that would be assigned to an unsecured exposure to that counterparty.

651t isexpected that the material dependence condition would primarily apply to loans to corporates, SMEs or SPVSs, but i
restricted to those borrower types. For example, a loan may be considered materially dependent if more than 50% of the i
fromthelbor ower wused in the |icenseeds assessment of its abi
property.

66 The risk weights are increased to be more prudent, taking into consideration our underdeveloped real estate ma
Congerations include the lengthy time it takes to legally enforce a claim on property; and failure to keepfupdated valuatic
properties.

67 A natural hedge exists where the borrower, in its normal operating procedures, receives foreign tcomagsitgsincome tha
the currency of a given loan (for example, remittances, rental incomes, salaries).

68 A financial hedge generally includes a legal contract with a financial institution (for example, forward contract).
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Repayment is not materially dependent on cash flows generated by property

185. Where the requiremenpanagrapli76are met and provided plaeagraphsl87 189 19Q and191are
not applicable, the risk weight to beedsgigihe total exposure amount will be determined based on the
exXx posur e 0TablelCRY[BaBa heiemberi20i7 par 70]

RISKWEIGHTTABLE FORCOMMERCIAREALESTATEEXPOSURES

Repayment is not materially dependent on cash flows generated ky proper TABLE CHRO
LTV O 60% LTV > 60%
Risk Weight Min(60%, RW of counterfarty RW of counterparty

186. Where any of the requiremeptsagrapi76are not met apdragraph4.87 189 19Q and191are not
applicable, the risk weight applied will be the risk weight of the UREr@rtyher 2017 par 72]

Repayment is materially dependent on cash flows generated by ffroperty

187. When the prospects for servicing the loan materialhodeghendash flows generated by the property
securing the loan, rather than on the underlyingtapabityrower to service the debt from other sources,
and provided tiparagraphsl89 19Q and191are not applicalaled all the requiremenpaiagrapti76
are met, the exposure will beveigited according éble CR.1 [BCBS December 2017 par 73]

RISKWEIGHTTABLE FORCOMMERCIAREALESTATEEXPOSURES

Repayment is matially dependent on cash flows generated by property TABLE CR.1
LTV O 60% 60% < LTV LTV > 80%
Risk Weight 70% 90% 110%

188. Where a commercial real estate exposure does not meet any of the rqpragraphis ®@the risk
weight will be 150%CBS December 2017 par 73]

Land Acquisition, Development and Construction Exposures

189. Land acquisition, development and construction (ADCY2Zaglestoetoans to companies or SPVs
financing any land adtjaisfor development and construction purposes, or development and construction o
any residential or commercial propess. December 2017 par 74]

69 Risk weight of the counterparty ref&% tmr7exposures to individuals, and for exposures to other counterparties, the risk
weight applied is the risk weight that would be assigned to an unsecured exposure to that counterparty.

0The primary source of these cash flows would generally benlehgmyments, or the sale, of the commercial property.

The distinguishing characteristic of these exposures compared to other commercial real estate exposurisrg that both the se
of the loan and the recovery in the event of default dejadigcom#tercash flows generated by the property securing the
exposure.

11t is expected that the material dependence condition would predominantly apply to loans to corporates, SMEs or SPVs,
not restricted to those borrower types. As an exeamplaag be considered materially dependent if more than 50% of the

i ncome from the borrower used in the bankés assessment
commercial property.

72 ADC exposures do not include thisifioquof forest or agricultural land, where there is no planning consent or intention to
apply for planning consent.
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190. Licensees shall risk weight ADC exposures at 150%, unless they are residential real egtateatxposures tha
the criteria paragrapli 91 [BCBS December 2017 par 74]

191. Licensees shall risk weight ADC exposures to residential real estate at 100%, provided that the following ci
are me{BCBS December 2017754

a. prudential underwriting standards meet the requinganagtaphl76where applicable;

implemented gsale or prikease contracts must be legally binding written contracts, and the
purchaser/renteush have made a cash deposit of at least 35%, which is subject to forfeiture if the
contract is terminated.

CR2-J. DEFAULTEIEXPOSURES

192. A defaulted exposure is defined as one that is past due for more than ninety (90) days, or is an exposure
defaulteborrower (sé&ox CR2for definition of a defaulted borrower).

BOX CR2: DEFINITION OF BEFAULTEBORROWERBCB®ecember 2017 par 90]

A defaulted borrower is a borrower in respect of whom any of the following events have occurred:

i. Any material credit obligation that is past due for more than ninety (90pwlaysr, Note h
overdrafts will be considered as being past due once the customer has breached an advised limit or h
been advised of a limit smaller than current outstandings;

ii. Any material credit obligation is @toed status (for example, the IBndimigl institution

no longer recognizes accrued interest as income or, if recognized, makes an equivalent amount c
provisions);

iii. A writeoff or accounpecific provision is made as a result of a significant decline in credit quality
subsequent the financial institution taking on any credit exposure to the borrower;

iv. Any credit obligation is sold at a substantiadlatedieconomic loss;
V. A distressed restructuring of any credit obligation (that is, a restructuring that may result in a

diminished financial obligation caused by the material forgiveness, or postponement, of principal, intere
or (where relevant) fees) is agreed by the financial institution;

Vi. The borrower s bankruptcy or 68 sirmidi ar obt de
to the financial group has been filed;

vii.  The borrower has sought or has been placed in bankruptcy or similar protection where this wouls
avoid or delay repayment of any of the credit obligations to the financial group; or

viii.  Anyother situation where the financial institution considers that the borrower is unlikely to pay its
credit obligations in full without recourse by the financial institution to actions such as realizing security.

193. For retail exposures, the definitionwf stedaild be applied at the level of a particular credit obligation, rather
than at the level of the borrower. As such, default by a borrower on one obligation does not require a lice
to treat all other obligations to the financial group as/eletasiltedember 2017 par 91]

194. With the exception of residential real estate exposures treptedguaplet9s the unsecured or
unguaranteed portion of a defaulted exposure shatigatesknet of spegifovisions and partial-write
offs as follows.CBS December 2017 par 92]
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a. 150% risk weight when specific provisions are less than 20% of the outstanding amount of the loan; a

b. 100% risk weight when specific provisions are equal or greater tleavuBigndirty amount of the
loan.

195. Defaulted residential real estate exposures where repayments do not materially depend on cash flows gene
by the property securing the loan shalmgigled net of specific provisions and panitis\ati®d%.
[BCBS December 2017 par 93]

196. Guarantees or financial collateral which are eligible according to the credit risk mitigation framework mig|
taken into account in the calculation of the defaulted exposures secured by real estate. Liceasees may recc
these risk mitigants in calculating the exposure amount; however, the LTV bucket and risk weight to be ar
to the exposure amount must be determined before the application of the appropriate credit risk mitige
technique.

197. For the purpose of defjrthe secured or guaranteed portion of the defaulted exposure, eligible collateral anc
guarantees will be the same as for credit risk mitigation purpagelli(s€edit Risk Mitigation
Techniques [BCBS December 2017 par 94]

CR2-K.OTHERASSETS

198. Licensees shall apply the following risk y#gigltt&ecember 2017 par 95 to 97]

(a)0% risk weight shall be applied to cash owned and held at the licensee or in transit (denominated in dom
and foreign currency).

(b)20% risk weight shall be appliedasuegp to cash items in the process of collection.

(c)100% risk weight shall be applied to fixed assets, including land, buildings and equipment net of deprecic
used or held, or both by the licensee in the conduct of its business; and

(d)100% risk weightlitbe applied to all other exposures not otherwise classified in this approach.
CR2-L. SUBORDINATHDEBT, EQUITYANDOTHERCAPITALUNSTRUMENTS

199. The treatment describguhnagraph200to 203applies to subordinated debt, equity and other regulatory
capital instruments issued by either corporates or banks, provided that such instruments are not deducted
regulatory capital or-wskghted at 250% accordipgragraphs193, and 213 to 2(kine 2011BCBS
December 2017 par 49]

200. Equity exposures are defined on the basis of the economic substance of the instrument; and include both «
and indirect ownership intéfestisether voting or #oting, in the asseirsd income of a commercial
enterprise or of a financial institution that is not consolidated or dedpperdliXSES for the
requirements considered to qualify as an equity gxpasurecember 2017 par 49]

73 Indirect equity interests include holdings of derivative instruments tied to equity interests, and holdings in corporat
partnershs, limited liability companies or other types of enterprises that issue ownership interests and are engaged principe
the business of investing in equity instruments.
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201. Licensees shall assign a risk ve¢igb0% to speculative unlisted equity exposures desualgeaiin
202 and a risk weight of 250% to all other equity’h@ldingsrecember 2017 par 50]

202. Speculative unlisted equity exposures areadefmety investments in unlisted companies that are invested
for shotterm resale purposes or are considered venture capital or similar investments which are subject
price volatility and are acquired in anticipation of significant future’gapitat gainsnber 2017 par 51]

203. Licensees shall assign a risk weight of 150% to subordinated debt and capital instruments other than equ
Subordinated debt for the purposes of this paragraph will include any liabilities eligibkodsirigtal loss
capacity (TLAC) liabiliesd that are not deducted from regulatoryacapitalecember 2017 par 53]

CR2-M OFFBALANCESHEETITEMS

204. The categories oflmdfance sheet itemslude guarantees, commitraedtsimilar contracts whose full
notionaprincipal amount may not necessarily be reflected on the balance sheet. Licensees shall convert
balance sheet items into credit exposures equivalents through the use of credit conversion factors (CCF
follows[BCBS December 2017 par 78]

205. A 100% CEwill be applied to the following figras: December 2017 par 79]

i. Guarantees given on behalf of customers to stand behind the financial obligations of the customer ar
satisfy those obligations should the customer fail to do so;

ii. Standby letters ofdit or other equivalent irrevocable obligations serving as financial guarantees for loan
and securities, such as letters of credit supporting the issue of commercial paper;

iii. Participation in banker és acceptaaapaaces)dnd ncl uc
participation in financial letters of credit. Participations constitute guarantees by the participating finar
institution such that if there is a default by the underlying obligor, they will indemnify the selling entity fo
ful principal and interest attributable to them;

iv. Securities lending transactions where the lending entity is liable to its customer for any failure to recc
the securities lent, or the posting of securities ag’dofldieasicial institutions witieirfihancial
group, including instances where these arise out of securities financing transactions (that is, repurcha:s
reverse repurchase agreements and securities lending or securities borrowing transactions);

v. Sale and repurchase agreefamite hogver that loans or other assets sold under a sale or repurchase
agreement (financing for accounting purposes) shall continue to be reported on tffe balance sheet;

7AThe risk weight treatment descripathigraph 19vill be subject to a-fjeer linear phase arrangement from the date

of implementation of this standard. For speculative unlisted equity exposures, the applicable risk weigridwill start at 100¢
increase by 60 percentage points at the end/efeantil the end of Ye&oball other equity holdings, the applicable risk

weight will start at 100% and increase by 30 percentage points at the end of each year until the end of Year 5.

5For example, investments in unlisted equities of corporate clients with whicor timtelpaiskibia@stablish a-lerg

business relationship andelplity swaps for corporate restructuring purposes would be excluded.

76 For example, letegm, subordinated debt that may be converted into equity in order to facilitate toéceffettve resol
financial institution.

77The calculation of the risk weighted assets where the credit converted exposure is secured by eligibleicd#ateral is coverec
section 3B of the Credit Risk Mitigation Techniques.

78 A sale or repurchase agreenmeneisents an irrevocable commitment and should be reportbdlas@nsbiget item.

9 These items are to be weighted according to the type of asset and not according to the type of counterparty with who
transaction has been entered into.
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206.

207.

208.

2009.

210.

211.

vi. Forward asset purchasasyard forward depé&sitsartly paid shares and sectiitesl ay other
contractual obligations to purchase assets, which represent commitments with certain drawdown;

vii. Asset sales with recotinstaere the credit risk remains with any financial institution within the financial
group; and

viii. Any other commitments dudafiice sheet items that are credit substitutes and not explicitly included in
any other category.

A 50% CCF will be applied to the followingdiessiecember 2017 par 80 & 81]

i. Note issuance facilities (NIFs) and revolving underwriting facitégasrRdIESf the maturity of the
underlying facility; and

ii. Certain transacti@tated contingent items (for example, performance bonds, bid bonds, warranties anc
standby letters of credit related to particular transactions).

A 40% CCF will be appliedtamitments, including underwriting commitments and commercial credit lines,
regardless of the maturity of the underlying facility, unless they qualify fofeg ksver&EBer 2017
par 82]

A 20% CCF will be applied to both the issuing angd tamisrah shéetrnis selfliquidating trade letters
of credit arising from the movement of goods (for example, documentary credits collateralized by the unde
shipment)BCBS December 2017 par 83]

A 10% CCF will be applied to commitments titairaliéanally cancellable at any time without prior notice,

or that effectively provide for automafBiBe cance
December 2017 par 84]

Where there is an undertaking to provide a comnammefitatemce sheet item, licensees will apply the
lower of the two applicable  Gs3S December 2017 par 85]

The credit equivalent amount of Securities Financing Transactions (SFTs) that expose a bank to counter
credit risk is to be calculatddnthe comprehensive approgattity.A, Counterparty Credit RIS sS

The credit equivalent amount of OTC derivatives that expose a bank to counterparty credit risk is to be calct
under the rules for counterparty crediPaskl\hB, Coterparty Credit Risk, Derivative Transactions.

[BCBS December 2017 par 86]

80 Aforwad forward is a private agreement between two parties to engage in a loan transaction in the future. The lender ag
to lend the borrower funds on a specified future date. The borrower agrees to repay the loan, plus a preghium, at a date b
the loarssue date.

81 These items are to be weighted according to the type of asset and not according to the type of counterparty with who
transaction has been entered into.

82These items are to be weighted according to the type of asset and nothactymeliofjdounterparty with whom the
transaction has been entered into.

83That is, with a maturity below one year.

84For example, if a bank has a commitment to opemsbelijuidating trade letters of credit arising from the movement of
goods, 0% CCF will be applied (instead of a 40% \@EtOEjif a bank has an unconditionally cancellable commitment
described jparagraph 20@ issue direct credit substitutes, a 10% CCF will be applied (instead of a 100% CCF).
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212.

213.

214.

215.

Financial institutions must closely monitor securities, commodities and foreign exchange transactions that
failed, starting from the first day they fail. A capitahctaliege toansactions must be calculated in
accordance witippendix CR. [BCBS December 2017 par 87]

Financial institutions are exposed to the risk associated with unsettled securities, commaodities, and for
exchange transactions from trade dafeedtive of the booking or the accounting of the transaction, unsettled
transactions must be taken into account for regulatory capital requirements purposes. Where they do not a
on the balance sheet (that is, settlement date accounting) diexprsatlemount will receive a 100%

CCP Furthermore, when such transactions are not processed througleraudpgtiyargnt (DvP) or
paymentersugpayment (PvP) mechanism, banks must calculate a capital charge dgppenéixth in

CRG6. [BCBDecember 2017 par 88]

A financial institution providing credit protection thraogkfadisir secontb-defaut credit derivative

is subject to capital requirements on such instruments:defatitstredit derivatives, the risk vedights

the assets included in the basket must be aggregated up to a maximum of 1250% and multiplied by the no
amount of the protection provided by the credit derivative to obtetighhed resbset amolRt.BS

December 2017 par 89]

For secontb-default credit derivatives, the treatment is similar; however, in aggregating the risk weights, tf
asset with the lowest-wsighted amount can be excluded from the calculation. This treatment applies
respectively for Rdefault credit derivativesyfoch thehassets with the lowestwisghted amounts

can be excluded from the calcujati®® December 2017 par 89]

PARTI O CREDITRISKMITIGATIONECHNIQUES

This part outlines the credit risk mitigation techniques that can be ustdidoy tarvéasice the credit risk
associated with an exposure that institution continues to hold. The part also provides the eligibility criteria, de
methodologies and specific requirements with respect to CRM techniques.

CR3-A.MINIMUMCONDITIONSCRR THERECOGNITION @REDITRISKMITIGATIONECHNIQUES

216.

The following credit risk mitigants will be recognized for regulatory capitaBsurpasesier 2017 par
117]

a. Collateralization exposures may be collateralized by first priority clal@grimvgart with cash or
securities;

85 Financial institutions emeouraged to develop, implement and improve systems for tracking and monitoring the credit ris
exposure arising from unsettled transactions as appropriate so that they can produce management information that faci
timely action.

86 |n this case, anstitution obtains credit protection for a basket of reference names and where the first default among t
reference names triggers the credit protection and the credit event also termingeSERelconttact. para 207]

871n this case, the ead default among the assets within the basket triggers the credit protection, and the institution obtaini
credit protection through such a product will only be able to recognize any capitfardfietéclih has also be

obtained, or whene of the assets within the basket has already [@efaglteche 2006 para 209]

57



Consultation Paper: Proposals for the Implementation of the Basel Ill Regulatory Capital Framework

b. Guarantees, insurance contracts and/or credit derivativiemn exposure may be guaranteed by a
third party; insurance policies may be pledged to the lending institution; in addition licensees may bt
credit dévative to offset various forms of credit risk.

217. The framework set out in this section is applicable to banking book exposuwesidghtanendsk the
standardized approd&tTBS 2017 par 118)

218. No transaction in which CRM techniques are usegigbal higher capital requirement than an otherwise
identical transaction where such techniques are[BatRssBdcember 2017 par 119]

219. The use of CRM techniques may increase other resfdlataisders must therefore employ robust
procedures drprocesses to control these risks, including strategy; consideration of the underlying cred
valuation; policies and procedures; systems; contifiP ofkel|l and management of concentration risk

arising from the |ian@enseéesds naee acft i ORMwti ¢ dhnt iheu
[BCBS December 2017 par 122]

220. Should the Supervisor determine that residual risks are not adequately controlled, the Supervisor may im
additional capital charges or take other sppactisns as necess@yBS December 2017 par 122]

221. In order to obtain capital relief for use of any CRM technique, licdoBitwe molkiwing legal
requirement®CBS December 2017 par 125]

a. All documentation used in collateralized transetioance contracts, guarantees and credit
derivatives must be binding on all parties and legally enforceable in all relevant jurisdictions;

b. Sufficient assurance from independent legal counsel must be obtained with respect to the leg
enforceabilitytble documentation; and

c. Periodic reviews shall be undertaken to coofigoitigenforceability of the documentation.

222. In relation tparagrapt2labove, the Supervisor shall be entitled to request atie revistwecent
version of the independent, written and reasoned legal opinion or opinions that it used to establish wheth
credit protection arrangement or arrangements meet the specified conditions.

223. In order for CRM techniques to provide prtheati@alit quality of the counterparty must not have a material

positive correlatibmith the employed CRM technique or with the resulting regidaal risksmber 2017
par 123]

224. If a licensee covers a single exposure using multiple CRM (Erheiqumeple, a licensee has both
collateral and a guarantee partially covering an exposure), the licensee must subdivide the exposure
portions covered by each type of CRM technique (for example, portion covered by collateral, portion cover
guaantee) and the rigkighted assets of each portion must be calculated separately. When credit protectiot

88Residual risks include legal, operational, liquidity and market risks.

89 Rolloff risk occurs when the credit protection a licensee obtains differs in reatodérlfriom ¢hedit exposure. That is,
the fact that the licensee will be fully exposed when the protection expires, and the associated riskahauritdadde unable
credit protection or ensure its capital adequacy when the credit pegeBtiars expiiary 2001 para 104]

MFor example, securities issuredl dtyed her cwp nd retriptay tty vbo
as collateral and so would be ineligible.
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225.

226.

227.

provided by a single protection provider has differing maturities, they must be subdivided into separate prott
as wellBCBS December 2017 par 1

The Supervisor will not grant any additional supervisory recognition of CRM for regulatory capital purpose
exposures for which the risk weight already reflects that CRM (the effects of CRM willint¢dje double
[BCBS December 2017 par 121]

Consistent wilaragraph 11&bove, principaly ratings will also not be allowed within the CRM framework.
[BCBS December 2017 par 121]

In order to obtain capital relief in respect of any CRM techniques, licensees shall observe these requireme
copunction with Bank of Jamai c a GeBS@ecémtleed0i7pae s on
120]

CR3-B.COLLATERALIZEEIRANSACTIONS

228.

A collateralized transaction is one in which banks have a credit exposure or potential credit exposure; anc
credit exposure or potential credit exposure is hedged in whole or in part by collateral posted by a counter
or by a third party on behalf of the counfe@agypecember 2017 par 132]

General Requirements for Collateralized Transactions

229.

230.

231.

232.

233.

234.

235.

Where lensees take eligible financial collatergpeelix CH), they may reduce their regulatory capital
requirements through the application of CRM techniques, accounting for the risk mitigating effect of
collatera|BCBS December 2017 par 132]

Licenses shall utilize the simple approach in the banking book, which replaces the risk weight of tl

counterparty with the risk weight of the collateral for the collateralized portion HdBeS expesuier
2017 par 133]

For collateralized OTC tretimas, exchange traded derivatives and long settlement transactions, licensees
will use the approach for counterparty credit risk in accordance with Part IV.B, Counterparty Credit F
Derivatives transacti@ts3S December 2017 par 134]

Licensees thignd securities or post collateral must calculate capital requirements for both of the following:
the credit risk or market risk of the securities, if this remains with the licensee; and (ii) the counterparty c
risk arising from the risk thatathewer of the securities may detait December 2017 par 139]

Before capital relief is granted in respect of any form of collateral, the standardspsttguaesow in
234to 240must be mégBCBS December 2017 par 139]

The legal mechanism by which collateral is pledged or transferred must ensure that the licensee has the
to liquidate or take legal possession of it, in a timely manner, ithithelefaart, ahisolvency or bankruptcy

(or one or more otherwlisined credit events set out in the transaction documentation) of the counterparty
(and, where applicable, of the custodian holding the [@ullateralyember 2017 par 140]

Licenseesmut t ake al l steps necessary to fulfil t ho:c
interest in the collateral for obtaining and maintaining an enforceable security interest, for example, by regis
it with a registrar, or for exagasiight to net or set off in relation to the title transfer of th@calateral.
December 2017 par 140]
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236.

237.

238.

239.

240.

Licensees must have clear and robust procedures for the timely liquidation of collateral to ensure that any
conditions required for degltrandefault of the counterparty and liquidating the collateral are observed, and
that collateral can be liquidated proRuply.December 2017 par 141]

Licensees must ensure that sufficient resources are devoted to the orderly operatianeritshaiitfin agree
OTC derivative and secufitiaacing counterparties, as measured by the timeliness and accuracy of its
outgoing margin calls and response time to incoming margin calls. Licensees must have collateral
management policies in place tolcamtnitor and rep@&tBS December 2017 par 142]

a. the risk to which margin agreements expose them (such as the volatility and liquidity of the securi
exchanged as collateral);

b. the concentration risk to particular types of collateral;

c. the reuse of ltateral (both cash andeash) including the potential liquidity shortfalls resulting from
the reuse of collateral received from counterparties; and

d. the surrender of rights on collateral posted to counterparties.

Where the collateral is held by aiemstombnsees must take reasonable steps to ensure that the custodian
segregates the collateral from its own[ass&tsDecember 2017 par 143]

A capital requirement must be applied on both sides of a collateralized transaction. For example, both r
and reverse repos will be subject to capital requirements. Likewise, both sides of a securities lending
borrowing transaction will be subject to explicit capital charges, as will the posting of securities in conne
with derivatives exposuresloant other borrowing transatio’S December 2017 par 144]

Where a licensee, acting as an agent, arrangsgykereposactfdbetween a customer and a third party

and provides a guarantee to the customer that the third party will pbifgatioos,ithen the risk to the

licensee is the same as if the licensee had entered into the transaction as a principal. In such circumstanc
licensee must calculate capital requirements as if it were itself fRegmincipahber 2017 pdr 145

The Simple Approach to Collateralized Transactions

241.

242,

243.

244,

Under the simple approach, licensees shall replace the risk weight of the counterparty with the risk weight |
collateral instrument collateralizing, or partially collateralizing tiecepesureber 2017 par 146]

For collateral to be recognized under the simple approachBCB®ISidaember 2017 par 147]

(a) pledged for at least the life of the exposure;
(b) marked to market; and
(c) revalued with a minimum frequency of six months.

Those portisrof exposures collateralized by the market value of recognized collateral receive the risk weic
applicable to the collateral instrument. The risk weight on the collateralized portion is subject to a floor of
except under the conditions speciigpdndix CF. The remainder of the exposure must be assigned the

risk weight appropriate to the counterparty. Maturity mismatches are not allowed under the simple apprc
[BCBS December 2017 par 147]

The eligible financial collateral under the gingalehais describedppendix CH.

91That is, repurchase/reverse repurchase and securities lending/borrmmimg transact
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245.

246.

247.

248.
249.

Repo transactions that fulfil the requireAppendix CR receive a 10% risk weight, as an exemption to
the risk weight floor describearagrapt?43above. If the waterparty to the transaction is a core market
participanBpx CR3 below), financial institutions may apply a risk weight of 0% to thgErzsaction.
December 2017 par 152]

Box CR3: COREMARKETPARTICIPANTBCB®ecember 2017 par 151

Core market participants include the following entities:
I. Sovereigns,rdeal banks and PSEs;
ii. Regulated DTls and securities firms;

iii. Regulated insurance companies eligible for a 20% risk weight in the standardized approach i
Regulated mutual funds that are subject to capital or leverage requirements;

v. Regulated péms funds;
vi. Qualifying central counterparties (QCCPs); and
vii. and any other entity so determined by the Supervisor.

OTC derivative transactions subject to datlynmaskiet, collateralized by cash and where there is no
currency mismatch may recai®% risk weight. Such transactions collateralized by sovereign or PSE
securities qualifying for a 0% risk weight in the standardized approach may receive aHOBGrisk weight.
December 2017 par 153]

The 20% floor for the risk weight on a cadldteealsaction does not apply and a 0% risk weight may be
applied where the exposure and the collateral are denominated in the same curreiicyBand either:
December 2017 par 154]

(a) the collateral is cash on deposit as defippdridix CH A(a)or

(b) the collateral is in the form of sovereign or PSE securities eligible for a 0% risk weight, and its market v
has been discounted by 20%.

Maturity mismatches are not allowed under the simplg@ppgoachember 2017 par 147]

Currency mismatches di@vad under the simple approach. However, there is no specific treatment for
currency mismatches, given that a minimum risk weight of 20% (floor) is genertiyappliedr 2017
par 131]

CR3-C.GUARANTEES ANDREDITDERIVATIVES

250.

251.

Where guarantemscredit derivatives fulfil the minimum operational conditiopaiseraph®55to
256below, licensees may take account of the credit protectionuetfiereetliiyrisk mitigation techniques
in calculating capital requirem@niss December 2017 par 136]

A range of guarantors and protection providers are recognized and a substitution approach applies for c:
requirement calculatiodsly guaranteéssued by or protection provided by entities with a lower risk weight
than the counterparty lead to reduced capital charges for the guaranteed exposure, since the protected p
of the counterparty exposure is assigned the risk weight of thee guatesiton provider, whereas the
uncovered portion retains the risk weight of the underlying dargerpartymber 2017 par 137]
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252.

Detailed conditions and operational requirements for guarantees and credit derivgivegeapltgven in
254 b 272[BCBS December 2017 par 138]

Operational Requirements for Guarantees, and Credit Derivatives

253.

254,

255.

256.

In calculating capital requirements, licensees will only be permitted to take account of such CRM techni
where guarantees, or credit derivatives@reegplicit, irrevocable, legally enforceable and unconditional,
and the Supervisor is satisfied that licfibzstain minimum operational conditions relating to risk
management processes. Credit insurance contracts with economic subsiance eglsirantee may

qualify as su¢land be employed for the purposes 6fSDBjELCt to thalfilmerdf all the relevant eligibility
requirements set out for the usage of guarantees.

If conditions set below are met, banks can substituteitite o§khe counterparty with the risk weight of
the guarantdBCBS December 2017 par 191]

For a guarantee (cougterantee), insurance contract or credit derivative to be eligible for CRM, the following
conditions must be met. A guarantee, insardirzezt or credit derivative fRUStS December 2017 par 192]

a. represent a direct claim on the protection provider;

b. be explicitly referenced to specific exposures or a pool of exposures, so that the extent of the cover is cl
defined and incontralpk

c. other than nguayment by a protection purchaser of money due in respect of the credit protection contra
it is irrevocable; there is no clause in the contract that would allow the protection provider unilaterall
cancel the credit cover omtbatd increase the effective cost of cover as a result of deteriorating credit
quality in the hedged expdsure;

d. be unconditional; there should be no clause in the protection contract outside the direct control of the |
that could prevent the protegmtosider from being obliged to pay out in a timely manner in the event that
the underlying counterparty fails to make the payment(s) due.

In the case of maturity mismatches, the amount of credit protection that is provided must be adjuste
accordancetwAppendix CR.[BCBS December 2017 par 193]

Specific Operational Requirements for Guarantees and Insurance Contracts

257.

In addition to the legal certainty requiremandgiapt22labove, in order for a got@® or insurance
contract to be recognized, the following requirements must [z Batisfieeknber 2017 par 194]

a. On the qualifying defaulghayment of the counterparty, the licensee may in a timely manner pursue the
guarantor or insurer for amyies outstanding under the documentation governing the transaction. The
guarantor or insurer may make one lump sum payment of all monies under such documentation to the k
or the guarantor or insurer may assume the future payment obligatiotespzrthiecoered by the
guarantee or insurance contract. The licensee must have the right to receive any such payments frorm
guarantor or insurer without first having to take legal action in order to pursue the counterparty for payn

b. The guaranteeiasurance contract is an explicitly documented obligation assumed by the guarantor.

c. Except as noted in the following sentence, the guarantee or insurance contract covers all types of payn
the underlying counterparty is expected to make undergh&tiimegoverning the transaction, for
example notional amount, margin payments, etc. Where a guarantee or insurance contract covers pay!

92There must be no possibility for the protection provider to change the maturity agreed ex post.
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of principal only, interests and other uncovered payments must be treated as an unsecured amour
accordancetwithe rules for proportional cover desqisredrapt267

Specific Operational Requirements for Credit Derivatives

258. In addition to the legal certainty requirerparagiapl221in order for a credit derivative contract to be
recognized, the following requirements must be[Batisfiedcember 2017 par 195]

a. The credit events specified by the contracting parties must at a minimum cover:

i. failure to pay the amswue under terms of the underlying obligation that are in effect at the time
of such failure (with a grace period that is closely in line with the grace period in the underlyil
obligation);

ii. bankruptcy, insolvency or inability of the obligordeljiayatsits failure or admission in writing
of its inability generally to pay its debts as they become due, and analogous events; and

ii. restructurifgof the underlying obligation involving forgiveness or postponement of principal,
interest or fees thatulés in a credit loss event (that ispfiyrieecific provision or other similar
debit to the profit and loss account).

b. If the credit derivative covers obligations that do not include the underlying obligation, section (g) be
governs whether theedsnismatch is permissible.

c. The credit derivative shall not terminate prior to expiration of any grace period required for a defaul
the underlying obligation to occur as a result of a failure to pay. In the case of a maturity mismatch,
provisionsfAppendix CR must be applied.

d. Credit derivatives allowing for cash settlement are recognized for capital purposes insofar as a rokt
valuation process is in place in order to estimate loss reliably. There must be a clearly specified pe
for obtaing postredievent valuations of the underlying obligation. If the reference obligation specified
in the credit derivative for purposes of cash settlement is different from the underlying obligation, sec
(g) below governs whether the asset misipeataiissible.

e. 1l f the protection purchaserds right/ability
required for settlement, the terms of the underlying obligation must provide that any required conset
such transfer may r@ubreasonably withheld.

f. The identity of the parties responsible for determining whether a credit event has occurred must be cle
defined. This determination must not be the sole responsibility of the protection seller. The proteci
buyer must have ttight/ability to inform the protection provider of the occurrence of a credit event.

g. A mismatch between the underlying obligation and the reference obligation under the credit deriva
(that is, the obligation used for purposes of determinintprrestt galie or the deliverable
obligation) is permissible if (1) the reference obligation ranks pari passu with or is junior to the underl
obligation, and (2) the underlying obligation and reference obligation share the same obligor (that is,
samdegal entity) and legally enforceablelefagh or crossceleration clauses are in place.

93When hedging corporate exposures, this particular credit event is not required to be specified providedshat (i) A 100% \
needed to amend matugrincipal, coupon, currency or seniority status of the underlying corporate exposure; (i) The leg
domicile in which the corporate exposure is governed-assfaistell bankruptcy code that allows for a company to
reorganize/restructure andges for an orderly settlement of creditor claims. If these conditions are not met, then the treatmel
inparagraph 14@ay be eligible.
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h. A mismatch between the underlying obligation and the obligation used for purposes of determin
whether a credit event has occurred is permissibléaitét pthigation ranks pari passu with or is
junior to the underlying obligation, and (2) the underlying obligation and reference obligation share
same obligor (that is, the same legal entity) and legally enforcledibigt anossoasceleratio
clauses are in place.

259. Partial recognition of the credit derivative will be allowed in instances where the restructuring of the undel
obligation is not covered by the credit derivative, but the other operational pEgayespe2isSane
met[BCBS December 2017 par 196]

a. If the amount of the credit derivative is less than or equal to the amount of the underlying obligation, ¢
of the amount of the hedge can be recognized as covered.

b. If the amount the credit derivative is larger than that of the underlying obligation, then the amount ©
eligible hedge is capped at 60% of the amount of the underlying obligation.

Range of Eligible Guarantors (Cou@earantors)/Protection Providers and Creditddiggs

260. Credit protection given by the following entities can be recognized when they have a lower risk weight tha
counterparty:

i. Sovereign entifitsPSEs, MDBs, banks, securities firms and other prudentially regulated financial
institutions with adowisk weight than the counte?p@®ES December 2017 par 197]

ii. Other entities ratedoAbetter. This would include credit protection provided by parent, subsidiary and
affiliate companies when they have a lower risk weight tharjigle ebiliga06 par 197]

iii. when credit protection is provided to a securitization exposure, other entities that currently are exterr
rated BBBor better and that were externally iatadbAtter at the time the credit protection was
provided. This would drelcredit protection provided by parent, subsidiary and affiliate companies when
they have a lower risk weight than the @hligerJune 2006 par 197]

261. Only credit default swaps and total return swaps that provide credit protection equaedeateto guarant
eligible for recogndBCBS December 2017 par 198]

262. Where a licensee buys credit protection through a total return swap and records the net payments receive
the swap as net income, but does not record offsetting deteriorationf ithéhassaiuthat is protected

94This includes the Bank for International Settlements, the International Monetary Fund, the Europe&u@aetaal Bank, t
Union, the European Stability Mechanism (ESM) and the European Financial Stability Facility (EFSF), adfevell as MDBs elig
a 0% risk weight as referredstertion 2C.

9 A prudentially regulated financial institution is defireghlasntityt supervised by a regulator that imposes prudential
requirements consistent with international norms or a legal entity (parent company or subsidiary) inclugemlim a consolidatec
where any substantial legal entity in the consolidatedugerwsésd by a regulator that imposes prudential requirements
consistent with international norms. These include, but are not limited to, prudentially regulated insurance compa
broker/dealers, thrifts and futures commission merchants, arcémuali€giagterparties as defined irCBasmlittee on

Banking Supervision, Regulatory capital requirements framework for bank exposures to central counterparties, July .
www.bis.org/publ/bcbs227.pdf.

%6 Cashunded credihked notes issued by #igklagainst exposures in the banking book that fulfil all minimum requirements
for credit derivatives are treated asatledhralized transactions. However, in this case the limitations regarding the protection
provider as set ouparagraph 1580 noapply.
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(either through reductions in fair value or by an addition to reserves), the credit protection will not be recogr
[BCBS December 2017 par 198]

263. Firstto-default and all othertottiefault credit derivatives (thatwehiblg a bank obtains credit protection
for a basket of reference names and wheredhatfitsidefault among the reference names triggers the
credit protection and terminates the contract) are not eligible as a CRM technique and thadlefore cannot pr
any regulatory capital relief. In transactions in which a bank provided credit protection through such instrur
it shall apply the treatment descrip@@graph214and215 [BCBS December 2017 par 199]

Riskweight Treatment of Transactions in which Eligible Credit Protection is Provided
General Risteight Treatment
264. The protected portion is assigned the risk weight of the protecfiobgsavidem#a17 par 200]

265. The uncovered portion of the exposure is assigned the risk weight of the underlyifigCesunterparty.
December 2017 par 200]

266. Materiality thresholds on payments below which the protection provider is exempt from payment in the eve
lossare equivalent to retainedidsstpositions. The portion of the exposure that is below a materiality

threshold must be assigned a risk weight of 1250% by the licensee purchasing the [&e8git protection.
December 2017 par 201]

Proportional Cover

267. Wrere losses are shared pari passu on a pro rata basis between the licensee and the guarantor, capital r
is afforded on a proportional basis, that is, the protected portion of the exposure receives the treatm
applicable to eligible guarantees ibderadhtives, with the remainder treated as ufBe@# et:cember
2017 par 202]

Tranched Cover

268. Where the bank transfers a portion of the risk of an exposure in one or more tranches to a protection sell
sellers and retains some level of tbithishoan, and the risk transferred and the risk retained are of different
seniority, banks may obtain credit protection for either the senior tranches (for exalogsey dnsosgcond
or the junior tranche (for example, ttuesdinsortion). &lprotected portions of the exposure receive the
treatment applicable to each eligible guarantees or credit derivatives, with the remainder treated as unsec
[BCBS December 2017 pdr 203

Currency mismatches

269. Where the credit protection is denommaiedurrency different from that in which the exposure is
denominatdde there is a currency misnidtol amount of the exposure deemed to be protected must be
reduced by the application of a hixdet

0 "Op O
where:
G = nominal amount of the credit protection

Hex= haircut appropriate for currency mismatch between the credit protection and underlying obligation.
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The currency mismatch haircut fdvusib@ss day holding period (agsuaiaily marking to market) is 8%. This
haircut must be scaled up using the square root of time formula, depending on the frequency of revaluation of the
protection using the formula below:

0 Y p
p T

Where:

H= haircut

Hio= 10business day haircut for instrument

Nk = actual number of business days between remargining for capital market transactions or revaluation for se
transactions

Tm= minimum holding period for the type of transaction.
Sovereign Guaranteesda@ounteGuarantees

270. As indicated section 2B, licensees will apply a 0% risk weight to exposures to the Government of Jamaica
and the Bank of Jamaica, provided that such exposures are denominated and funded in Jamaican curre
This treatment willeext to portions of exposures guaranteed by the Government of Jamaica and the Bank «
Jamaica where the guarantee is denominated in the domestic currency and the exposure is funded in
currencyBCBS December 2017 par 205]

271. An exposure may be coveredduarantee that is indirectly caaenteed by a sovereign. Such an
exposure may be treated as covered by a sovereign guarantee [poddetettatiber 2017 par 205]

a. the sovereign courgaarantee covers all credit risk elements of the;exposu

b. both the original guarantee and the guantertee meet all operational requirements for guarantees,
except that the cougfearantee need not be direct and explicit to the original exposure; and

c. the supervisor is satisfied that the cover ismdbilstt no historical evidence suggests that the
coverage of the cowgtesrantee is less than effectively equivalent to that of a direct sovereign
guarantee.
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PARTIV.COUNTERPARTOREDITRISK

Thispartsets out the permissible methods for oatpulati he count er party credit ri s
framework

CR4-A.GENERAIREQUIREMENTS

272. CCRs the risk that the counterparty to a transaction could default before the final settisactionts the
cash flows. An economic loaklveacur if the transactions or portfolio of transactions with the counterparty
has a positive economic value at the time of de
the exposure to credit risk is unilateral and onlnghiedekdaces the risk of loss, CCR creates a bilateral
risk of loss: the market value of the transaction can be positive or negative to either counterparty to
transaction. The market value is uncertain and can vary over time with the malyéngentaokemde
factors(BCBS 2006, Annex 4, par 2)

273. Securities Financing Transactions (SFars) transactions such as repurchase agreements, reverse
repurchasagreementsecurity lending and borrowing, and margin lending transactions, where the value o

the transactions depends on market valuations and the transactions are often subject to margin agreem:
(BCBS 2006, Annex 4, par 2)

Scope of application

274. The methods for computing the exposure amount under the standardized approach foedredit risk describ
this Pardreapplicable to SFTs and OTC deriv@ives.2006, Annex 4, par 3)

275. Such instruments generally exhibit the following abstract ch@@d@esistiSTRS)CBS 2006, Annex 4,
par 4)

i. The transactions generat@@iot exposure or keavalue;
ii. The transactions have an associated random futwalnedblsed on market variables;

iii. The transactions generate an exchange of payments or an exchange of a financial imgtrument (includi
commodities) against payment; and

iv. The transactiong andertaken with an identified counterparty against which a unique probability of defau
can be determirféd.

276. Othecommonharacteristics of the transactions to be covered may include tleetatlonitgAnnex 4,
par 5)

i. Collateral may be useditigate risk exposure and is inhetkatriature of some transactions;

ii. Shorterm financing may be a primary objective in that the transactions mostly consist of an exchange
one asset for another (cash or securities) for a relatively shditnpernisdally for the business
purpose of financing. The two sides of the transactions are not the result of separate decisions but forr
indivisible wholeaimcomplish a defined objective;

iii. Netting ay be used to mitigate the risk;

97Transactions for which the probability of default is defined on a pooled basis are not included in this treatment of CCR.
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277.

278.

279.

iv. Positions are fregthigwalued (most commonly on a dailydmgisling to market variables; and
v. Remargining may be employed.

An exposure value of zero for counterparty credit risk can be attributed to derivative contracts or STFs the
outstanding with a central cquantg (e.g. a clearing house). This does not apply to counterparty credit risk
exposures from derivative transactions and STFs that have been rejected by the central counterpa
Further more, an exposure val ut rislodéxposures to ceatraln b e
counterparties that result from the derivative transactions, SFTs or spot transactions that the licensee
outstanding with the central counterparty. This exemption extends in particular to credit exposures from cle
depaits and from collateral posted with the central counterparty. A central counterparty is an entity t
interposes itself between counterparties to contracts traded within one or more financial markets, becomin
legal counterparty such that it isybetb every seller and the seller to every buyer. In order to qualify for the
above exemptions, the central counterparty CCR exposures with all participants in its arrangements mu:
fully collateralized on a daily basis, thereby providing @rotectionfe cent r al counterp
Assets held by a central counterparty as a <cus
requirement for counterparty credit risk expoSire006, Annex 4, par 6)

When a licensee purcbaseedit derivative protection against a banking book exposure, or against a
counterpartyedit risk exposure, it will determine its capital requirement for the hedged exposure subject to
criteria and general rules for the recognition of crideksd@Yivare these rules apply, the exposure amount

for counterparty credit risk from such instruments®32e2006, Annex 4, par 7)

Theexposuramount for counterparty credit risk is zero for sold credit default swaps in the banking book wh
they are treated in the framework as a guarantee provided by the licensee and subject to a credit risk charg
the full notional amo(#itBS 2006, Annex 4, par 8)

CR4-B. OFF BALANCE SHEET EXPOSURES SECURITIESHINANCING TRANSACTIONYSFB): THE
COMPREHENVE APPROACH

General requirements for the comprehensive approach

280.

281.

In the comprehensive approach, when taking collateral, banks must calculate their adjusted exposure
counterpariy order to take account of the risk mitigating effect of ghaBaakaterust use the applicable
supervisory haircuts to adjust both the amount of the exposure to the counterparty and the value of any coll
received in support of that counterparty to take account of possible future fluctuationtherfae value of ei
occasioned by market movements. Unless either side of the transaction is cash or a zero haircut is applie
volatilitadjusted exposure amount is higher than the nominal exposure anddhestenlatiitateral

value is lower thantioeninal collateral valBeEBS 2017, par 155)

Thesize of the individual haircuts depends on the type of instrument, type of transaction, residual maturity
the frequency of marking to market and remétgiréots must be scaled up using the smpiaime
formula depending on the frequency of remargining or markirig @@ markeét.par 156)

98 Exposure amounts may vary where, for example, securities are being lent.
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282. Additionallyhere the exposure and collateral are held in different currencies, banks must apply an additio
haircut to the volatditjustedollateral amount in accordanceandifraphs 29b 301to take account of
possible future fluctuations in exchang@Eies2017, pai7iLs

283. Wheré¢hevolatilinadjusted exposure amount is greater than theadjustiditl/collateral amountdiimg)
any further adjustment for foreign exchange risk), licensees shall calculaightieeiragskts as the
difference between the two multiplied by the risk weight of the counterparty, as explained below.

284. The effect of master netting agreemestisig repstyle transactions can be recognized for the calculation
of capital requirements subject to the conditions and requirements in se@ioRSf) elopar 158)

Calculation of capital requirement for transactions secured by finatetiefalol

285. For acollateralizédansaction, the exposure amount after risk mitigation is calculateéd GaSallows:
par 160)

O ad@op O o6p O O
Where:
E= the exposure value after risk mitigation
E = current value of the exposure
H. = haircut appropriate to the exposure
C = the current value of the collateral received
H. = haircut appropritiehe collateral
Hx = haircut appropriate for currency mismatch between the collateral and exposure

286. Thetreatmerfor transactions where there is a mismatch between the maturity of the counterparty exposu
and the collateral is givéppendix CR (BCBS 2017, par 161)

287. Theexposuramount after risk mitigation will be multiplied by the risk weight of the counterparty to obtain t
riskweighted asset amount for the collateralized traBsaz$ianl17, par 162)

288. Where the collateral is a basketaisathe haircut on the basket (H) will be:
(O] ®»0

Wheresa is the weight of the asset (as measured by units of currency) in thd thaskatremtdapplicable to
that assefBCBS 2017, par 168)

Standard supervisory haircuts

289. The faliwing supervisory haircuts (assuming daitynmaakiet, daily remargining andbaisifess day
holdingeriod), expressed as percentages, must be used to determine the haircuts appropriate to the collat
(Hc) and to the exposure (BlelgS 2017, pa63)
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290.

291.

292.

STANDARISJPERVISORIAIRCUTS FOR TBEMPREHENSIYPPROACHHE, HO) TABLECR12
ISSUE RATING FO| RESIDUAMATURITY SOVEREIGRS OTHER ISSUERS |  SECURITIZATION
DEBT SECURITIE (%) (%) EXPOSURES
AAA to AM1 O 1 year 0.5 1 2
>1 year, 2 3 8
>3 year s, 4
>5 year s, 4 6 16
> 10 years 12
A+ to BBB O 1 year 1 2 4
A2/A3/R3 and >1 year, 3 4 12
unrated bank >3 years, 6
securities >5 yeas | 0 1 6 12 24
> 10 years 20
BB+ to BB All 15 Noteligible Noteligible
Main index equities (including convertib 20
bonds) and Gold
Other equities (including convertible bo 30
listed on a recognised exchange
UCITS/Mutual funds Hihest haircut applicable to any security in which the f
invest
Cash in the same curr&cy 0

The standard supervisory haircut for currency risk where exposure and collateral are denominated in diff
currenciess 8% (also based on dd€inesslay holding period and daily-tmar&rket)BCBS 2017, par
165)

For SFTs and secured lending transactions, a haircut adjustment may need tdifferapipliettiiiog
periodand nowlaily maromarket or remarginimgccordance widwagraph 294to 296belowBCBS
2017parl66)

For SFTs in which the bank lends, or posts as collaigdlenmstruments, the haircut to be applied on
theexposurenust be 30%. For transactions in which the bank beeligigenmstruments, creskt r
mitigation may not be apghes 2017, par 167)

Adjustment for different holding periods anddaly marko-market or remargining

293.

For some transactions, depending on the nature and frequency of the revaluation and remargining provis
differatholding periods are appropriate. The framework for collateral haircuts distinguisk&tyleetween repo
transactions (1. e. repo/reverse r enmaretirived n d s e
transactionso (i . eandmalgd lemdimg) and aetured kerglingt imasdgeitala c t i o |
driven transactions and-style transactions, the documentation contains remargining clauses; in secured
lending transactions, it generally do@sCRet2017, par 169)

294. Theminimurholdinggriod for various products is summarized in the folloywng sabie7, par 170)

9Includes: PSEs that are treated as sa/byeiga national supervisor, as well as multilateral development banks receiving a
0% risk weight.

100Includes PSEs that are not treated as sovereigns by the national supervisor.

101Cash in the same currency refers to eligible cash collateral.
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MINIMUMHOLDINGPERIODS FOR VARIORSBUCTS TABLECR13
TRANSACTION TYPE MINIMUM HOLDING PERIO GONDITION

Repestyle transaction 5 business days daily remargining

Otler capital market transactic 10 business days daily remargining

Secured lending 20 business days daily revaluation

295. Wherthefrequency of remargining or revaluation is longer than the minimum, the minimum supervisory hail
numbers (Table -CR aboveyill be scaled up depending on the actual number of business days between
remargining or revaluation using the square root of time forfaGlashalow; para 172)

0 0

Where:

H = haircut

Hv = haircut under theimiimm holding periogiMthe standard supervisory haircuts)

Tv= minimum holding period for the type of transaction (10 in the standard supervisory haircuts)

Nk = actual number of business days between remargining for capital market transatbiofsror reval
secured transactions.

Exemptions under the comprehensive approach for qualifyingtyleptvansactions involving core market
participants

296. For repatyle transactions with core market participants aspbrtigeapt245and BOX CRand that
satisfy theonditions Appendix CF,a haircut of zero will agplyss 2017, para 173)

Treatment of repstyle transactions (SFT) covered under master netting agreements

297. The effects of bilateral nettingements covering +&pte transactions will be recognized on a counterparty
by-counterparbasis if the agreements are legally enforceable in each relevant jurisdiction upon the occurren
of an event of default and regardless of whether thargoisniesplvent or bankrupt. In addition, netting
agreements mus&tCBS 2017, par 175)

i. provide the nalefaulting party the right to terminate arzlitiosa timely manner all transactions
under the agreement upon an event of default, inbledngnndf insolvency or bankruptcy of the
counterparty;

il. provide for the netting of gains and losses on transactions (including the value of any collater
terminated and closed out under it so that a single net amount is owed by one party to the other;

iii. allow for the prompt liquidation or setoff of collateral upon the event of default; and

iv. be, together with the rights arising from the provisions required in (a) to (c) above, legally enforceabl
each relevant jurisdiction upon the occurrence obadefaalitand regardless of the counterparty's
insolvency or bankruptcy.
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298. Netting across positimrihe banking and trading book will only be recognized when the netted transactions
fulfil the following conditi@s3s 2017, par 176)

I. All transactioase marked to market d&iand

ii. The collateral instruments used in the transactions are recognized as eligible financial collateral in tt
banking book.

299. The formulzelowvill be used to calculate the counterparty credit risk capital requiresaetibs sowitian
netting agreements. This formula includes the current exposure, an amount for systematic exposure of
securities based on the net exposure, an amount for the idiosyncratic exposure of the securities based o
gross exposure, and an arfoucurrency mismatch. All other rules regarding the calculation of haircuts under
the comprehensive approach stated apply for banks using bilateral netting agreeshdats for repo
transaction&CBS 2017, par 177)

300. Licensees using standard supgriiaiocuts for regtyle transactions conducted under a master netting
agreememustse the following formula to calculate their exposur@as®uani:7, par 178)

e . ) Ol £0dREi 61 Q
O adomm ©O 0 m8z¢QOwN £ i Q o O 20
0

where:
E* = exposure value of the netting set after risk mitigation

Ei = current value of all cash and sedemitjesold with an agreement to repurchase or otherwise posted to
the counterparty under the netting agreement

Cj = current value of all cash and securities borrowed, purchased with an agreement to resell or otherwise
by the bank under the nedtgngement

¢ QOwnéi ol OO

N EQdNET 01 Q O

Es = The net current value of each security issuance under the netting set (always a positive value)
Hs = haircut appropriate to Es as desciidele CRL1

T Hs has a positive sign if the security is lent, sold with an agreement to repurchased, or transacted in ma
similar to either securities lending or a repurchase agreement

T Hs has a negative sign if the security is borrowed, purcirasepiegitiient to resell, or transacted in a
manner similar to either a securities borrowing or reverse repurchase agreement

102The haling period for the haircuts will depend as in e#tyerepnsactions on the frequency of margining.

72



Consultation Paper: Proposals for the Implementation of the Basel Ill Regulatory Capital Framework

N is the number of security issues contained in the netting set (except that issuances where the value Es i
than one tenthtbé value of the largest Es in the netting set are not included the count)

Efx = absolute value of the net position in eachfxdiffenegt from the settlement currency

Hfx = haircut appropriate for currency mismatch ofixcurrency

CRA4C.OFFBALANCESHEETEXPOSURESOVER THIEEOUNTERERIVATIVESRANSACTIONIHECURRENT
EXPOSURMETHOD

30l.Li censees must calculate the CCR charge for fio\
book. OTCs are not exposed to credit risk fenidledaaf their contracts and require a separate treatment.
These instruments include forwards, swaps, purchased options and other similar derivatives. The ci
equivalent amounts of OTC derivatives that expose licensees to counterpartjodnediattskades
under the rules set forth in this section.

302. Under th€urrent Exposure Metégplained in this Section, the calculation of the counterparty credit risk
charge for an individual contrac adlfbllow&CBS 2006, par 186)

6£0¢00QiI6NHOWANHTI QQ Y6 6 Qe o66zizpmb
where:
RC= the replacement cost

Addon = the amount for potential future exposure calculated accazdimgtt&xpesure Method for
Counterparty Credit Risk

CA-= the volatility adjusted collateral amount under the comprehensive approach for STFs, as described
zero if no eligible collateral is applied to the transaction, and

r = the risk weight of the wparty.

303. When effective bilateral netting contracts are in place, RC will be the net replacementorogiiland the add
be ANet as calculated according nalébdor bilateral nettinger the framewoek sut in this section
below. The haircut for currency gsg&hiptild be applied when there is a mismatch between the collateral
currency and the settlement currency. Even in the case where there are more than two currencies involv
the exposure,liateral and settlement currency, a single haircut asstbusigesdday holding period
scaled up as necessary depending on the frequentyroarkatkvill be appli@LBS 2006, par 187)

Current Exposure Method (BCBS 2006, Annex IV, Section VII

304. The current exposure method is to be applied to OTC derivatives only; SFTs are subject to the treatment
out in Section 4.A.

305. Under th€urrenExposure Methdescribed in this Section, the exposure amount for a given counterparty is
equal to the swrhthe exposure amounts calculated for each netting set with that @aliteppatty
Annex 4, par 9)

306. OTC derivative transactions subject to dattynmaakkt, collateralized by cash and where there is no
currency mismatch should receive akO#ight. Such transactions collateralized by sov&8En
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307.

308.

3009.

310.

311.

312.

313.

securities qualifying for a 0% risk weight in the standardized approach can receive a(&0%srisk weight.
2006, par 184)

Under the Current Exposure Method, licensees must calculaie réqgacemeent cost by marking
contracts to market, thus capturing the current exposure without any need for estimation, and then addi
factor (the "adah™") to reflect the potential future exposure over the remaining life of the contract. In order
calculate theredit equivalent amouaot these instruments under this current exposure method, a licensee
would suniBCBS 2006, Annex 4, par 92.i)

1 Thetotal replacement co&ibtained by "marking to market") of all its contracts with positive value; and

1 An amount fpotential future credit exposwa&culated on the basis of the total notional principal
amount of its book, split by residual maturity as follows:

ADD-ON FACTOR® T(DERIVATIVERANSACTIONS TABLECR14

INTERESRATE FOREIGN Euity PRECIOUS OTHER
RESIDUAMATURITY EXCHANGE AND METALS EXCE

CONTRATS CONTRACTS COMMODITIES
GOLDCONTRACTS GOLD

One year or less 0.0% 1.0% 6.0% 7.0% 10.0%
?E:’aerrsone year to five 0.5% 5.0% 8.0% 7.0% 12.0%
Over five years 1.5% 7.5% 10.0% 8.0% 15.0%

For contids with multiple exchanges of principal, the factors are to be multiplied by the number of remain
payments in the contri@iBS 2006, Annex 4, par 92.i)

For contracts that are structured to settle outstanding exposure following specifiecupayrhent date

the terms are reset such that the market value of the contract is zero on these specified dates, the resi
maturity would be set equal to the time until the next reset date. In the case of interest rate contracts
remaining maturitiesnofe than one year that meet the above criterimrntfacddis subject to a floor

of 0.5%(BCBS 2006, Annex 4, par 92.i)

Forwards, swaps, purchased options and similar derivative contracts not covered by any of the columns c
matrix are to beated as "other commoditiBSBS 2006, Annex 4, par 92.i)

No potential future credit exposure would be calculated for single currency floating/floating interest rate sv
the credit exposure on these contracts would be evaluated solely afrilibé bastikmarket value.
(BCBS 2006, Annex 4, par 92.i)

The adens should be based on effective rather than apparent notional amounts. In the event that the sta
notional amount is leveraged or enhanced by the structure of the transaotbnsbahkseffective
notional amount when determining potential future @56, Annex 4, par 92.ii)

Licensees can obtain capital relief for collateral as described in the Credit Rigkn&fitigktidine
methodology for the recoguitieligible collateral is described in that section of this Feaneswats,
Annex 4, par 93)
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Credit derivatives

314. The counterparty credit risk exposure amount for single name credit derivativeheanadictgpheok
will be calculatedngsthe following potential future exposaorefadtbrsBCBS 2006, para 707)

ADD-ON FACTOR®TCCOREDIDERIVATIVES TABLECR15
PROTECTIORUYER PROTECTIOBELLER

TOTALRETURNBVAP

AQualifyingo refe 5% 5%

iNgoal i f yce obligatior e f 10% 10%

CREDIDEFAULBNVAP

AQualifyingo refe 5% 5%

ANgoalifyingo ref 10% 10%

315. Licensees should note tBatss 2006, para 707)

316.

i. the definition

of

gual i fyiyrogthei treatmert ef spedficnsk a s

(interest rate risk) in the Market Risk Framework;

ii. there will be no difference depending on residual maturity; and

iii. the protection seller of a credit default swap will only be subjeontéatieragdere it itbiect to
closeout upon the insolvency of the protection buyer while the underlying is-sill Subwdchth&dd
be capped to the amount of the unpaid premiums.

Where the credit derivative is a first to default transactiam, Wik beldietained by the lowest credit
quality underlying in the basket, i.e. if there are any no qualifying items in theoaditgin ghefsoance

obligation adth should be used. For second and subsequent to default transactions, underlging assets sho
continue to be allocated according to the credit quality, i.e. the second lowest credit quality will determing

addon for a second to default transacti@TCets.2006, para 707)

Bilateral netting

317. Licensees should give careful consideratigstetbebilateral netting, i.e. weighting the net rather than the

318.

gross claims with the same counterparties arising out of the full range of forwards, swaps, options and si

derivative contra¢tsCBS 2006, Annex 4, par 96.i)

For capital adequacyppaes(BCBS 2006, Annex 4, par 96.ii)

a) Licensees may net transactions subject to novation under which any obligation between a licensee an
counterparty to deliver a given currency on a given value date is automatically amalgamated with all ¢
obligtions for the same currency and value date, legally substituting one single amount for the previc

gross obligations.

b) Licensees may also net transactions subject to any legally valid form of bilateral netting not covered in

including other formeafation.

c) Inboth cases (a) and (b), a licensee will need to satisfy the Bank of Jamaica that it has:
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319.

320.

321.

i. A netting contract or agreement with the counterparty which creates a single legal obligation, cove
all included transactions, such that the liwenkkhave either a claim to receive or obligation to
pay only the net sum of the positive and negatisenarket values of included individual
transactions in the event a counterparty fails to perform due to any of the following: default, bankruf
liquidation or similar circumstances;

ii. Written and reasoned legal opinions that, in the event of a legal challenge, the relevant courts &
administrative authorities would find the licensee's exposure to be such a net amount under:

1 The law of the jurifidit in which the counterparty is chartered and, if the foreign branch of a
counterparty is involved, then also under the law of the jurisdiction in which the branch is locat

1 The law that governs the individual transactions; and
1 The law that governs @mtract or agreement necessary to effect the netting.

iii. The Bank of Jamaica, after consultation when necessary with other relevant supervisors, must
satisfied that the netting is enforceable under the laws of each of the relevant jurisdictions

iv. Procedueein place to ensure that the legal characteristics of netting arrangements are kept unde
review in the light of possible changes in relevant law.

Contracts containing walkaway clauses will not be eligible for netting for the purpose ofl calculating ca
requirements. A walkaway clause is a provision which peteiéalémgpoounterparty teeroaks limited

payments, or no payment at all, to the estate of a defaulter, even if the defaulter (8 @3zt @editor

Annex 4, par 96.iii)

Crediexposure on bilaterally netted forward transactions will be calculated as the sustoohénkatet mark
replacement cost, if positive, plus -am &dded on the notional underlying principal-orh@adetted
transactions {4 will equal theeighted average of the grossrad@..s) and the gross aotd (Arosy

adjusted by the ratio of net current replacement cost to gross current replacement cost (NGR). This is expre
through the following forn®da3S 2006, Annex 4, par 96.iv)

0 T8z 0 @z 0 "OY0
where:
Avet= the netted figure for the weighted notional amounts on contracts with a given counterparty.

Across= the sum of individual-@é@mounts (calculated by multiplying the notionadfasactnOTC
derivative transaction by the appropriatefadtbr set fortparagraph 3@ror! Reference source not
found) of all OTC derivative transactions with that counterparty.

NGR= the ratio dfeé net current replacement cost to the gross current replacement cost for all OTC derivati
transactions subject to qualifying bilateral netting agreements with that counterparty.

The scale of the gross@uiito apply in this formula will be the shosedsr nemetted transactions as

set out under the Current Exposure Method described in this section. For purposes of calculating potential
credit exposure to a netting counterparty for forward foreign exchange contracts and atkeirsimilar contr
which notional principal is equivalent to cash flows, notional principal is defined as the net receipts falling
on each value date in each currency. The reason for this is that offsetting contracts in the same curre
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maturing on the same ddllehave lower potential future exposure as well as lower currgi@gosure
2006, Annex 4, par 96.v)

Risk weighting

322. Once the licensee has calculated the credit equivalent amounts, thegigneedicberding to the
category of counterpartthénsame way as in the main framework, including concessionary weighting in
respect of exposures backed by eligible guarantees and collateral
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PARTV O THEMAPPINAPROCESS FOBXTERNACREDITASSESSMENTS

The use of external credit assessmenttharfsiandardized Approach requires eligible ECAI credit risk ratings to
be assigned to the allowable risk weights under the Standardized Approach. This part outlines the mapping pr
used to assign the credit risk assessments of ECAIs to thermprigspaighiEhe sectiois drawn from the

Basel Commi ttee on Ba nKk iframgworintepnationali Convergerice of C&pitaB S )
Measurement and Capital Standarts2006), Annex 2.

The Supervisor maintains the discretionthe vating scales of any one or more ECAI, based on an objective
assessment of the quality of those ratings when compared to international default rates.

CR5A. GENERAL DESCRIPTION OF THE MAPPING PROCESS

323. The mapping process is the correspondencéing ttetegories of an ECAI with the CQS which have been
defined for prudential purposeriniof this chapter.

324. The relevance, objectivity and reliability of the different measures of creditworthiness should be care
analyzed before their apglicéti the purpose of the mapping exercise.

325. Rating categories should be mapped té°ab@&xs on the comparison of theiulowigfault rate with
the international leng benchmark (se&ble CHRL6), and, where necessary, the information provided by
the qualitative factors descritstiion CRL.

CREDIT = LONGRUNBENCHMAR(B-YRTIMEHORIZON TABLE CHL6
QUALITY
STEP LOWEFBOUND MDVALUE UPPERBOUND
1 0.00% 0.10% 0.16%
2 0.17% 0.25% 0.54%
3 0.55% 1.00% 2.39%
4 2.40% 7.50% 10.99%
5 11.00% 2000% 26.49%
6 26.50% 34.00% 100.00%

326. The adequacy of the mapping should be reviewed frequently becausaldiadlingte could change
and become representative of a different CQS. To that end, recent short run default rates experienced wit
rai ng category should be regularly confronted wi
levels), as showrTimble CRL7.

327.Where the O6monitoringé | evel benchmark ence excee
for a particular credit-aiséessment grade is markedly higher than international default experience. If it is
determined by the Supervisor that the higher default experience is attributable to weaker standards in asse
credit risk, a highekrisc at egory woul d be assigned to the ECA

328. Where the Otriggerdo | evel benchmark i s exceed:e
considerably above the international historical default experience for aasesstivetdar grade.
Accordingly, if the observed-yie@edefault rate exceeds the trigger level in two consecutive years, the

103The reference meaning of the rating categories per credit quality stepppeledixedm0.
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Supervisor will move the risk assessment into a less favourable risk category. However, if the Supen
determines that thenkigobserved default rate is not attributable to weaker assessment standards, the origin:
risk weight may be allowed to fétnain

CREDIT = SHORTRUNBENCHMARK TABLE CHL7
QUALITY | (3 yRTIMEHORIZON
STEP MONITORINEEVEL TRIGGEREVEL
1 0.80% 1.20%
2 100% 1.30%
3 2.40% 3.00%
4 11.00% 12.40%
5 28.60% 35.00%
6 NA NA

329. A breach of the short run benchmarks for a consecutive period of two years could signal a weakenin
assessment standards which could imply that the new undenyefdoittde is representative of a
less favourable CQS.

Quantitative and Qualitative Factors

330. Both quantitative and qualitative factors are used to produce a mapping, with the qualitative factors b
considered in a second stage, as and when necessary diydwdspeciguantitative factors are not
adequate.

331. The application of quantitative and qualitative factors is required in order to contribute to the objectivity @
mapping and to ensure that the mapping actually represents the correspondgruzgenfdtiesati an
ECAI with a regulatory scale which has been defined for prudential purposes.

Quantitative Factors

332. The quantitative factors referreplaagrapt830shall be the short run and long auitdates associated
with items assigned the same rating category.

333. Whenever the quantitative information supported by the available data becomes less satisfactory or is
available, the level of prudence applied to the development of that miagpiegshowodmpensate for
the lack of empirical evidence.

Qualitative Factors

334. The meaning of the rating category and its relative position within the rating scale should be especially he
when there is no quantitative factor available andrtheofregjpcent rating category is known. For that

104For example, if the Supervisor detetmainie thigher default experience is a temporary phenomenon, perhaps because it
reflects a temporary or exogenous shock such as a natural disaster, then the risk weighting proposed indhehstandardized ap
could still apply. Likewise, a breachrimigbelevel by several ECAls simultaneously may indicate a temporary market change
or exogenous shock as opposed to a loosening of credit standards.
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335.

336.

purpose, credit quality steps should be characterized in terms of aspects such as the capacity of the issu
meet its financial obligations, its sensitivity to the economic situation or tite prebednlitgtedus.

Consideration must be given to the general risk drivers of the items assigned a rating category. The size
the degree of activity diversification of the items assigned a rating category should be considered as rele
indicators tiieir underlying risk profile.

The qualitative factors referredragraph330are detailed section CRB (II) and should assist in
reviewing, correcting and enhancing any initial mapping done batsd/erfagtars, where such review
is justified and necessary.

New Market Entrants

337.

338.

339.

340.

It is necessary to avoid causing undue material disadvantage on those ECAIs which, due to their more re
entrance in the market, present limited quantitativeninidimthé view to balancing prudential with market
concerns.

For new rating agencies or for those that have compiled less than ten years of default data, the Supervisc
ask rating agencies to estimate ffeaf@verage of the thyear CDR woule for each risk rating, and

hold them accountable for such an evaluation thereafter for the purpose of risk weighting the claims they
Such an estimate of the default rate provided by the ECAI should be addressed with an appropriate degr
carefuconsideration in order to reflect the implicit uncertainty.

With respect to small and newly established ECAIls where a sufficient number of credit rating is not avail
close monitoring of performance focused on, among other things, the nliethaenddefaulted
items, should be scrutinized.

Updates to the mapping should be made whenever this becomes necessary, including in relation to the ma
to be applied after the three years, to reflect quantitative information collettes gedpgriod.t

Default Rates

341.

342.

343.

344.

The definition of default established by an ECAI to calculate the default rate associated with items assigne
same rating category is a key element of the mapping. A stricter definition of default mayaartbduce higher d
rates compared to other less strict default definitions. Therefore the impact of the definition of default or
calculation of the default rate should be estimated in order to ensure an accurate mapping.

The default rate associated with itemeadbigsame rating category should be considered as the most
repesentative quantitative faotdrshould be calculated from default data corresponding to such items.
Where sufficient default data corresponding to these items is not availalétlandftumatate should

still be calculated on the basis of the opinion of the relevant ECAI and any default evidence associated wi
items assigned the same rating category for which the mapping is being performed.

Default rates should be caéclfat each rating category to the exteré myssila longrm and a short
term observation period. The former should provide the basis for the mapping, whereas the latter should pr
an early warning about a potential increase, or decrdase| of tiek of the rating category.

Where a sufficient number of credit ratings is not available, only the long run default rate should be calcu
due to the high degree of uncertainty regarding the calculation of short run defalderatesainitiys ca
about a potential increase in the level of risk of the rating category should be provided by the qualitative fa
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345.

346.

347.

The calculation of the default rate should meet certain requirements in order to ensure that it is compat
across ECAI&or example, it should be measured overyedhréime horizon in order to allow the
observation of a significant number of defaults when risk is very low and it should account for withdrawe
avoid an underestimation of risk.

The calculation ofadéf should include neither public sector ratings nor issue ratings, given the scarcity o
defaults for the former type of ratings, and to avoid biasing the default rates towards issuers with higher nu
of issues by using the latter ratings.

When onlycarce default data is available, the time horizon considered in a rating category should be taken i
account for the purpose of the mapping to ensure consisteBGAE Thus, where a-&rorthorizon

has been chosen, some items may quagbéytioukar level of risk. However, these same items may represent

a significantly different level of risk if evaluated oveydiae tinneehorizon chosen for the calculation of the
default rate. This factor should be recognized and appreptidely trefl mapping.

CR5-B. THE CALCULATION OF THE MAPPING PROCESS USING QUANTITATIVE AND QUALITATI
FACTORS

QUANTITATIMEACTORS FORAPPING RATINGCATEGORYSHORTRUN ANDRONGRUNDEFAULTRATES

Determination of whether a sufficient number oit catithgs is available

348.

349.

For the purpose of the short run default rate calculation, the number of items assigned the same rating cat
by the ECAI for which the mapping is being performed shall be deemed sufficiently numerous, where the |
meet all adhe following requirements:

a. they are sufficient with respect to the perceived risk profile of the rating category; and
b. they are representative of the most recent pool of items assigned the same rating category.

For the purpose of the long run defacddcatation, the number of items assigned the same rating category

by the ECAI for which the mapping is being performed shall be deemed sufficiently numerous where at min
the most recent ten (10) short run default rates as referagrapt48are available.

Short run default rates of a rating category where a sufficient number of credit ratings is available

350.

351.

352.

Where a sufficient number of credit ratings is available guaxagiagi88 the short run default rates
shall be calculated in the manner desquided)iaph851to 354

The short run default rates ¢ihg iategory shall be calculated oyeaatBne horizon as a ratio where:

a. the denominator represents the number of items assigned the same rating category present at
beginning of the time horizon;

b. the numerator represents the number of iteedstoeifeipoint (a) that have defaulted prior to the end
of the time horizon.

Items withdrawn prior to the end of the time horizon and not defaulted shall only contribute to the denomi
of the short run default rates referred to in p@atdgjih 351with a weight equal to 50%. Any item for

which there is evidence that it has been withdrawn prior to the occurrence of a default shall be considered
a defaulted item.
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353. Items shall be considered tdefeulted items to be included in the numerator specified in point (b) of
paragrapl851 where any of the following types of event has occurred:

a. a bankruptcy filing or legal receivership that will likelynissuee @elay in future contractually
required debt service payments;

b. a missed or delayed disbursement of a contractually required interest or principal payment, unle
payments are made within a contractually allowed grace period;

c. a distressed excharfgié offer implies the investor will receive less value than the promise of the
original securities;

d. the rated entity is under a significant form of regulatory supervision owing to its financial condition.

354. The short run default rates shall be caloukdet fivailable pool of items assigned the same rating category
semiannually.

Long run default rate of a rating category where a sufficient number of credit ratings is available

355. Where a sufficient number of credit ratings is available in accpaetagcapl#¢® the long run default
rate shall be calculated accordirgagraph856to 357

356. The long run default sita@ll be calculated as the weighted average of at least the most recent (20) short rur
default rates calculated accordgiagatgrapt851 If the available short run default rates span a longer period
and theyra relevant, the short run default rates for that longer period shall be used. Where less than twe
(20) short run default rates are available, the remaining short run default rates shall be estimated to span t
short run default rates.

357. For the purpe of producing the weighted average refepachtprapt356 the following shall apply:

a. the short run default rates calculated accpatiagytpt350shall beveighted based on the number
of items specified in point (@rafrapt853

b. the estimated short run default rates shall be weighted based on estimates of the number of ite
assigned the same rating catpgesgnt at the beginning of the time horizon.

Calculation of the Quantitative Factors Where a Sufficient Number of Credit Ratings Is Not Available

358. Where a sufficient number of credit ratings as refgaeagtapiB50is not available, the calculation of
the long run default rate shall be performed according to both the following:

a. it shall be based on the estimate provided by the ECAI of the long run default rate associated witt
items assigned the sartiagaategory;

b. the estimate referred to in point (a) shall be complemented with the number of defaulted and nc
defaulted items assigned the rating category by the ECAI for which the mapping is being performed.

1. QUALITATIVEACTORS FORAPPING RATINGCATEGORY

359. The following qualitative factors detailed palagreph860to 368 are to be considered in addition to
quantitative factors for determining thegneddp@Als risk assessments to the appropriate credit quality
steps:

i. the definition of default considered by the ECAI,
ii. the time horizon of a rating category considered by the ECAI,
iii. the meaning of a rating category and its relative position wighécdtreastablished by the ECAI,
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iv. the creditworthiness of the items assigned the same rating category;

v. the estimate provided by the ECAI of the long run default rate associated with all items assigned
same rating category;

vi. therelationship establisfedt he ECAI (éi nternal mappingdo), w
the rating category which is being mapped, and, on the other hand, other rating categories producet
the same ECAI,

vii. any other relevant information that can describe theridkgnegre$sed by a rating category.

Definition of Default used by the ECAI

360. The type of events considered by the ECAI for the purposes of establishing whether an item is in default sitt
shall be compared to those specifaddgmapt853by using all available information. Where the comparison
indicates that not all such types of default events have been considered by the ECAI, the quantitative fa
shall be adjusted accordingly.

Time Horizon of a RajiCategory

361. The time horizon considered by the ECAI for assigning a rating category shall provide a relevant indicatit
whether the level of risk of that rating category is sustainable over the time hopzoagipetsidd in

Meaning and Relative Position of a Rating Category

362. The meaning of a rating category established by the ECAI shall be set according to the characteristics G
capacity of financial commitments as reflected in the itemsassagimegdcategory being honoured, and
more in particular by its degree of sensitivity to the economic environment and its degree of proximity tc
default situation.

363. The meaning of a rating category shall be compared to the one establishditidoakdgcitepeas set
out imlAppendix CRQ

364. The meaning of a rating category shall be considered in combination with its relative position within the r
scale established by the ECAI.

Creditworthiness of Items Assigned the Same Rating Category

365. Thecreditworthiness of items assigned the same rating category shall be determined by considering at I
their size and the degree of sector and geographical diversification of their business activity.

366. Different measures of creditworthiness assignedftthikesame rating category may be used, to the extent
appropriate, to complement the information provided by the quantitative factors, where they are reliable
relevant for the mapping.

Estimate provided by the ECAI of the Long Run Default Ratetddsaih all Items Assigned the Same
Rating Category

367. The estimate provided by the ECAI of the long run default rate associated with all items assigned the s
rating category shall be taken into account for the purpose of the mapping asclengasqgtihtetyb
justified.

Internal mapping of a rating category established by the ECAI
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368. The corresponding credit quality step of other rating categories produced by the same ECAI for which an
internal mapping exists, shall be used as a relevanointtied&oeal of risk of the rating category which is
being mapped.
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Capital Charges
for
Market Risk
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D. CAPITAL CHARGES FOR MARKET RISK

Thissection describes the standardizedurement methodcalculatg capital charges foarketisk.This

chapter s drawn from the Basel Committee on Banking St
Convergence of Capital Measurement and Capital Standards (June 2006) and Basel Minimum Capital require
for Market Risk (January 2019)efEcence, the Basel text paragraph numbers that are associated with the text
appearing in this chapter are indicated in square brackets at the end of é&cbhmadeaghepBasel |1l text

(BCBS January 2019) this methodology has been renameglifiedh®t&ntardized Approach.

PARTI d INTRODUCTION

This section sets out the risks subject to market risk capital requirements under the proposed capital adec
framework.

MR1A.SCOPE OF APPLICATION
369. The risks subject to market risks capital myuirelode:
c. any risk relating to any interest rate related instruments and equities in the trading book; and
d. any foreign exchange risk, and commodities risk whether arising from positions in the trading boo}
otherwise.
PARTII 0 BOUNDARBETWEEN THBANKINABOOK AND THE TRADB(OK
This section sets out the instruments to be included in the trading book and those to be included in the banking
General terminology used for the purpose of this Framework

Market risk: is the risk of losses amaofbalance sheet risk positions arising from movements in market prices.
(BCBS (2019, para 10.1)

Notional value: the notional value of a derivative instrument is equal to the number of units underlying the instr
multiplied by the current maaket of each unit of the underlying. (BCBS 2019, para 10.2)

Trading desk: a group of traders or trading accounts in a business line within a bank that follows defined tr:
strategies with the goal of generating revenues or maintaining markempassangad and managing risk.
(BCBS 2019 para 10.3)

Financial instrument: any contract that gives rise to both a financial asset of one entity and a fingncial liability or
instrument of another entity. Financial instruments include praharstrimaects (or cash instruments) and
derivative financial instrum@tis.s 2019 para 10.5)

Instrument: the term used to describe financial instruments, instruments on foreign exchange (FX) and commc
(BCBS 2019 para 10.6)

Embedded derivativeomponent of a financial instrument that includk=sigatve host contract. For example,
the conversion option in a convertible bond is an embeddeBde&ivative para 10.7)

105 Following the format[BCBS June 2006 par x]
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MR2A.SCOPE OF THE TRADB@OK

370. A trading book consists ofipasiin financial instruments and commodities intended for active trading or in
order to hedge other elements of the tradifigiaookune 2006 par 685]

371. Instruments comprise finandialnmants, foreign exchangeafXfommoditiea.financiahstrument is
any contract that gives rise to both a financial asset of one entity and a financial liability or equity instrume
another entity. Financial instruments include primary financial instruments (or cash instruments) and deriv
financiahstruments. A financial asset is any asset that is cash, the right to receive cash or another finan
asset or a commodity, or an equity instivrirganbcial liability is the contractual obligation to deliver cash or
another financial asset or a ocdibmCommaodities also includ&ngible (ie ngysical) goods such as
electric poweBEBS 2019 para 25.2)

372. To be eligible for trading book capital treatment, licensees may only include financial instruments, instrun
on FX or commodity whe tisemo legal impediment against selling or fully Hedgiagliauary 2019
par RBC25.3]

373. Licensees must fair value daily any trading book instrument, recognize any valuation change in the profi
loss (P&L) account antively managee portfali [BCBS January 2019 par RBC25.4]

MR?2B.STANDARDS FOR ASSIKEBIINSTRUMENTS T@& TRADING BOOK ANBETBANKING BOOK

374. Licensees must designate any instthayaotd for one or more of the following purposes as a trading book
instrumeni3CBS Janua®019 par RBC25.5]

e. ifitis held for shtatm resale;

f. if it is acquired with the intent to benefit in thE®haattual or expected differences between its
buying price and selling price, or interest rate variations;

g. ifitis taken on to lockiit@age profits; or
h. hedging risks that arise from instruments meeting (a), (b) or (c) above.

375. The following instruments are seen as being held for at least one of tipaEg@mes4above and
therefoe must be i ncl ude[HCBS Januaay 2019 pere ABS26.@abdsRBA2F.9a d i n g

a. instruments in the correlation trading portfolio;

b. instruments resulting from underwriting commitments, where underwriting commitments refer only
securitiesnderwriting, and relate only to securities that are expected to be actually purchased by tt
financial institution on the settlement date;

c. instruments that would give rise to a net short credit or equity position in tA& banking book
instruments held accounting trading assets or lidhilities;
e. instruments resulting from rmadkddéhg activities;

106A DTI will have a net short risk position for equityeditkrisk in the banking book if the present value of the banking book
increases when an equity price decreases or when a credit spread on an issuer or group of issuers of debt increases.
107Under US GAAP, these instruments would be designafed tasdiegd Under IFRS 9, these instruments would be held
within a trading business model. These instruments would be fair valued through the P& L account.
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f. listed equities;

g. tradingelated repstyle transaction excluding repo styled transactions entered for liquidity managemen
and valued at accrual for adogymirposes; or

i. options including embedded deritfifiraa instruments that the institution issued out of its own
banking book and that relate to credit or equity risk.

376. For avoidance of doubt the following instruments must be assigned totiebankingrvary 2019
par RBC25.9]

unlisted equities;

instruments designated for securitization warehousing;

real estate holdings held directly by the licensee as well as derivatives on direct holdings;

retail and small or meediired enterprise SMredit;

® 20 T @

equity investments in a fund, unless the licensee meets at least one of the following conditions: (a)
licensee is able to look through the fund to its individual components and there is sufficient and freq
information, verified by@dreim e ndent third party, provided to

composition; or (b) the licensee obtains daily price quotes for the fund and it has access to the informg
contained in the f und?®& sovenrdingsuehtingestamentfunas; t he na’

f. hedge funds;

g. derivative instruments and funds that have the above instrument types as underlying assets; or

j. instruments held for the purpose of hedging a particular risk of a position in the types of instrument ab
377. Thee is a general presumption that any of the following instruments are being held for at least one of

purposes listedparagrapi374and therefore are trading book instruments, unless specifitsadly other
provided for in paragradpBorparagraph 3778CBS 2019 para 25.9)

a. instruments held as accounting trading assets dPiabilities

b. instruments resulting from makdhg activities;

c. equity investments in a fund excluding those assigned to thekidaraddogridaace vpigtnagraph
376

listed equitié®’
e. tradingelated repstyle transacti&fpr

108 An embedded derivative is a component of a hybrid contract that irtduigasie masich as liabilities issued out

of the |Iicenseeds own banking book that contain embed:¢
instrument (that is, host) shoul d be b iofaccountmgpargosesnd s e
109 Under IFRS (IAS 39) and US GAAP, these instruments would be designated as held for trading. Under IFRS 9, tl
instruments would be held within a trading business model. These instruments would be fair valwet drdugh the P&L
110Subject to supervisory review, certain listed equities may be excluded from the market risk frameworktid$e set of listed e
that the bank wishes to exclude from the market risk framework should be made available to, andrdiSons$ed with, the
supervisor and should be managed by a desk that is separate from desks for praéeriethoymedhiostruments.

111Repestyle transactions that are (i) entered for liquidity management and (ii) valued at accrual for aeceuming purposes
part of this presumptive list.
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f. options including embedded deri¥#dfbjeBom instruments that the institution issued out of its own
banking b&cand that relate to credit or equity risk.

378. Licensees should submit a request to the Supervisor and receive explicit approval before it can deviate
presumptive list of trading book instruments sppaifsgpap377In this request, the licensee must
provide evidence that the instrument is not held for any of theppuagospkB it

379. The Supervisor reserves the authority to require licensees to iredssigena to the either the banking
book or the trading book if the Supervisor believes it customarily belongs to the banking book or trading
respectively.

380. A licensee must have clearly defined policies, procedures and documented pragtioes idridete
instruments to include in or to exclude from the trading book for the purposes of calculating their regulz
capital, ensuring compliance with the criteria
risk managementapabi | ities and practices. A licenseebs
evaluation of instruments both in and out of the trading book to assess whether its instruments are being pre
designated initially as trading etratting ;@\t r ument s i n the context of
Compliance with the policies and procedures must be fully documented and subject to periodic (at least y
internal audit and the results must be available for supervigetp eeviewam 25.13)

MR2C .RESTRICTIONS ON MGB/INSTRUMENTS BETWHEE REGULATORY BSO

381. Licensees are not allowed to move instruments between the trading book and the banking book by their
discretiomfter initial designation, which is subject to the ipparegraph383and paragraph384
Switching instruments for regulatory arbitrage is strictly]peattibitadiary 2019 par RBC25.14]

382. The Supervisor has ththauty to allow licensees to move instruments between the regulatory books in
extraordinary circumstances. Examples are a major publicly announced event, such as restructuring that re
in the permanent closure of trading desks, requiring tefrttieabosireess activity applicable to the
instrument or portfolio or a change in accounting standards that allows arvdkraddhreugir P&L.

[BCBS January 2019 par RBC25.14]

383. Licensees will not be allowed to gain any capital charge retieuét af witching in any case or
circumstanc&herefore, the licensee must determine its total capital requirement (across the banking book ¢
trading book) before and immediately after the switch. If this capital requirement is redubedl as a result o
switch, the difference as measured at the time of the switch will be imposed on the licensee as a disclosed
1 capital surcharge. This surcharge will be allowed to run off as the positions mature or expire, in a ma
agreed with the Supenasal would be recalculated on an ongoing\taitisnally, the positions would
continue to also be subject to the ongoing capital requirements of the book into which they have been swit
[BCBS January 2019 par RBC25.15]

384. Any reassignment betweentk s must be approved by the | icense
Any reallocation of securities between the tra

112An embedded derivative is a component of a hybrid contract that itletdatve st such as liabilities issued out
of the bankds own banking book t haetassocatedwihteissuetb e dded d ¢
instrument (ie host) should be bifurcated and separat e

89



Consultation Paper: Proposals for the Implementation of the Basel Ill Regulatory Capital Framework

length, should be considered a reassignment of securities aed s/ gegeairements of this paragraph.
[BCBS January 2019 par RBC25.16]

a. Any reassignment mu s t be thoroughly document
determined by internal revi ew t oophboeapproval c o mp |
by the supervisor based on supporting documentation provided by the licensee; and publicly disclos

b. Unless required by changes in the characteristics of a position, any such reassignment is irrevocable

c. Supervisory approval is notreghjifiian instrument is reclassified to be an accounting trading asset or
liability since there is a presumption that this instrument belongs in the trading book, as describec
Paragrapl377
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PARTIIO TREATMENT OF INTERNASKRTRANSFERS

This section sets out the capital treatment for positions taken by a licensee to materially offset the component
the banking book.

MR3A. INTERNAL RISK TRANERS

385. An internal risk transfanigmternal writteecord of a transfer of risk within the banking book, between the
banking and the trading book or within the trading book (between differes® desks)y 2019 par
RBC25.18]

386. The trading book leg of the internal risk transfers must be deaketidoaditions.

387. If a licensee engages in an internal risk transfer from the trading book to the banking book, this internal
transfer would not be taken into account when the regulatory capital requirementgaresietermined.
2019 par RE25.19]

388. For internal risk transfers from the banking book to the trawirappis389to 395apply [BCBS
January 2019 par RBC25.20]

MRS3B INTERNAL RISK TRANBREF CREDIT AND EQURISK FROM BANKIBIGOK TO TRADING BOOK

389. In cases where a licensee uses a hedging instrument purchased through its trading book to hedge a bar
book credit risk exposure or equity risk exposure:

a. The credit exposure in the banking book will be treated as being hiadl gegliioe iwegpit purposes
if:
i. the trading book enters into an external hedge with an dligibfeptioirection provider that
exactly matches the internal risk transfer; and
ii. the external hedge meets the operational requirements for credif Appeati:dsR|

b. The equity exposure in the banking book will be treated as being hedged for capital requirement purpe
if and only if:

iii. the trading book enters into an external hedge from an gbgibleptbiettion provider that
exactly match#ee internal risk transfer; and

iv. the external hedge is recognized as a hedge of a banking book equity exposure.

c. Licensees are allowed to use multiple transactions with multiple counterparties to hedge credit expo:
in the banking book as long as th@aiggexternal hedge matches the internal risk transfer, and the
internal risk transfer exactly matches the aggregate exteifaBbetgeary 2019 par RBC25.21]

390. For the purposes of calculating capital requirements, no market risk capipglgiathe éhking book
if requirementsparagrapt889are metMoreover, market risk capital requirement will still apply to both the
trading book leg of the internal risk transfer and the exteiaBBetdgeary 2019 par RBC25.22]

391. Where the requiremenizairagrapiB889are not fulfilled, the banking book exposure is not deemed to be
hedged by the banking book leg of the internal risk transfeufpiosapitalthe banking book. Moreover,
the thirgbarty external hedge must be fully included in the market risk capital requirements and the trading b
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leg of the internal risk transfer must be fully excluded from the market risk capit@deguiiements.
2019 par RBC25.23]

392. A short risk position is created when banking book instrumemtsigee dyaheir respective documented
internal risk transfer. In cases where a banking book short credit position or a banking bookishort equity po
is not capitalized under the banking book rules these must be capitalized under the market risk rules tog
with the trading book expogg£es January 2019 par RBC25.24]

MR3CINTERNAL RISK TRANBREF GENERAL INTERESATE RISK FROM BANG BOOKO TRADING BOOK

393. In cases where a licensee hedges a banking book interest rate risk exposure using an internal risk transfe
its trading book, the trading book leg of the internal risk transfer is treated as a trading book instrument u
the proposemhpital adequacy framework for market risk if and only if:

a. The hedge is properly documented with respect to the interest rate risk being hedged and the sour
of such risk;

b. the internal risk transfer is conducted with a dedicated internaltrakingpdsfik which has been
specifically approved by the supervisor for this purpose; and

c. the internal risk transfer is subject to trading book capital requirements under this proposed cap
adequacy market risk framework on alstamdbasis foretldedicated internal risk transfer desk,
separate from any other general interest rate risk or other market risks generated by activities in
trading booJBCBS January 2019 par RBC25.25]

394. For interest rate risk transfers the banking book leghastdbe ded i nt o t he banki n
exposures for capital adequacy purposes if and only if the transfer is subjected to tratting book stand
capital requirements, executed with a dedicated trading desk that is approved yfdhesigiperviso
purposes and documented with respect to the interest rate risk being hedge and soliBce36f such risk.
January 2019 par RBC25.26]

395. Intenal risk transfers between tiperSiseapproved internal risk transfer desk and other tradirly desks wi
only receive capital recognition if it satisfies the requipanagmisB93andparagrapt894
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PARTIVO SIMPLIFIESTANDARDIZEAPPROACH FOMARKETRISK RISK WEIGHTED ASSETS
AND CAPITAL CHARGES

This part outlines the Simplified Standardized Approach that licensees shall usedumeakaildskgapital
requirement.

396. The capital requirement arising from the simplified standardized appioatd ssithef the capital
requiremengsising from each of the four risk dlass®egly interest rate risk in the trading book, equity risk
in the trading book, foreign exchange rilsk and
as detailed in the formula bgEl@EBS 2019, paragraph 40.2]

6 O "MOENAG Q1 WaWMOO NI @Y z°YO 6Y z°YO Y zYO 6Y z2°YO0
Where:

CRrr= @pital requirement for interest rate risk in the trading book, plus additional requirements for option r
from debt instruments according to the treatment of options

CRo= capital requirement for equity risk in the trading book, plus adelitientd fequajstion risks from
equity instruments according to the treatment of options

CRx= capital requirement for foreign exchange risk, plus additional requirements for option risks from for
exchange instruments according to the treatmems of optio

CRomm = capital requirement for commodities risk, plus additional requirements for option risks frot
commodities instruments according to the treatment of options

Skrr= Scaling factor of 1.30

Sko= Scaling factor of 3.50

SFomv= Scaling factdrio90

Skx= Scaling factor of 1.20
MRA4A.INTEREST RATE RISKTHE TRADING BOOK

397. Licensees shall includthaiitrading book positions in financial instruments whose market values are affected
by changes in interest rates when caltidatmaket risk capital requirement for interest ratbassk.
instruments inclu@&zBS January 2006 par 709(i)]
a. interest rate derivatives and off balance sheet instruments;
b. debt securities and instruments that behave like them inclhudiegtibtegierence shares; and
c. debtissues such as bonds and debentures and convertible preference shares that are traded like d
398. Licensees shall exclude the following instruments whentheloulatieg risk capital requirement for
interest rate rigRCBS January 2006 par 709(i)]
a. convertible preference shares that are traded like equity; and
b. instruments that are deducted from regulatory capital.
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399. Licensees shall use the fair valloeipbsitions to calculate the market risk capital requorantergstf
rate risks.

400. Licensees shall calcutawrmarket risk capital requirement for interest rate risk by taking the sum of the
specific risk of each security, whether it is a short or a long position, and general market risk in the port
wherdong and short positions in different securities or instruments cafBbe®fisetiary 2006 par
709(ii) and BCBS 2019, par40.4)

MR4A.1SPECIFIdRISK

401. Licensees shall calculate the specific risk capital requirement for .edbls seasignedo protect
against the risk of lasising from changes in the price of an individual security due to factors related to the
individual issSuésCBS 2019, para 40.5)

402. In measuring the charge, offsetting is restricted to match positiomslinisanaédarntluding positions in
derivatives}CBS 2019, para 40.5)

403. No offsetting will be allowed for different issues from the same issuer, since difference in coupon rates, ligt
call features can cause prices to diverge in the shoBSrano (para 40.5)

EXPOSURES GOVERNMEND CENTRAL BANKS

404. Licensees must appBfa specific rigleighting factwr exposures to the Government of Jamaica and the
Bank of Jamaica, provided that such exposures are denominated and funded in Jargadiean currency
December 2017 phr 8

405. Additionally, the 0% specific risk weighting factor will apply to exposures that aesl foylytrgiarante
Government of Jamaind denominated and funded in Jamaican currency. The guarantee must be explicit
unconditiondégally enforceable and irrevocable. [BOJ 2015 Regulations]

406. Otherwisdicensees must assign a specific risk weighting factor to sovereign debt position based on the extel
credit rating applicable to the sovereign, and as applicable the remaiaitugitynaes putlinedable
MR1below(BCBS 2019, para 40.5)

RISKWEIGHTFACTORS FOBOVEREIGREBTO TABLEMR1

Category External Risk Assesshiént Residual Term to Maturit ~ Specific Risk Capitah Qe
BOJ minimum ratio of 10%
(as a % of Exposure

Governmen AAA to AACredit Quality Step 1) N/A 0.00%
6 months or less 0.31%

A+ to BBRCredit Quality Steps 2 ani 6 to 24 months 1.25%

Over 24 months 2.00%

BB+ to BCredit Quality Steps 4 anc N/A 10.00%

Below B(Credit Qualityep 6) N/A 15.00%

Unrated (Credit Quality Step 7) N/A 10.00%

113Credit Quality Steps as defined in the Credit Risk Capital Ppeadiark)
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407. Government includes all forms efngment paper including boressury bills and other deam
instruments3CBS 2019 40.7)

408. Licenses must apply0&o specific rigkeighting factmrexposures to the Government of Jamaica and the
Bank of Jamaica, provided that such exposures are denominated and funded in Jamaiean currency. [
December 2017 phr 8

409. Additionally, thé&s0specificisk weighrg factowill apply to exposures thatudlyeuarargd by the
Government of Jamaind denominated and funded in Jamaican currency. The guarantee must be explicit
unconditional, legally enforceable and irrejfggablels Regulations]

QUALIFYIN®ATEGORY

410. The qualifying category incksmsities issued by public sector entities, multilateral development banks and
other securities that 68€8S 2019 40.9)

a. rated investment grade by at |l east two of th
(d) CariCRIS;

b. rated investent grade by at least one rating agency and not less than investment grade by any of th
rating agencies listed in (a) above; or.

c. unrated but are deemed to be of comparable investment quality by the licensee and are approved by
Supervisor.

411. Licenseemust assign a specific risk weighting factor to a debt position that is an exposure to public sec
entities, multilateral development banks, and other securities that meet the qualifying criteria, and the reme
time to maturity in accordancd alithMR2.

412. The qualifying category includes securities issued by financial institutions that are deemed to be equivale
investment grade and subjected to supervisory and regulatory arrangements comparable to those undel
capital adequacy framewdr&refordicensees must assign a specific risk capital charge to a debt position
to these institutions in accordancEabithMR.[BCBS January 2006 par 711(ii)]

413. Table MR belowoutlines the specific risk treatment that will be appliecetdguudniiities, multilateral
development banks and other securities that meet thegieaiéyonginégd paragraph 411

TREATMENAPPLIED TEXPOSURES THMEET THEUALIFYINGRITERIA TABLEMR-2

Category Residual Term to Maturity Specific Rigkapital Charge.
BOJ ratio of 10%

(as a % of exposure)

Exposures to public sector entil 6 months or less 0.31%
Multilateral Development Banks 6 to 24 months 1.25%
other securities Over 24 months 2.00%

414. Licensees will be allowed to applyspe@d¥ic riskeighting factor to a delsttipn that is an exposure to
the Bank for International Settlements (BIS); the International Monetary Fund (IMF); the European Central
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(ECB); the European Union; the European Stability Mechanismuiieséén thim&ncial Stability Facility
(EFSF); and other similar type agencies as approved by the Supervisor from time to time.

ALL OTHERKSECURITIES

415.

416.

Licensees must assign a specific risk capital charge to a debt position in an exposure that does not mee
qualifying criteria or is not covered under any other category in this subsection inTeaizehd&8ce with

Table MR below outlines the specific risk treatment that will be applied to exposures to public sector entiti
multilateral developmearikb and other securities that does not meet the qualifying criteria outlined in
paragrapi1t

TREATMENAPPLIED TEXPOSURES THAT DO IMEET THEQUALIFYINGRITERIA TABLEMR-3

Category External Credit Specific Risk Capital Charge. BOAfra6%

Assessmehit (as a % of exposure)

All Other Securities BB+ to BCQS 4 and 5) 10.00%
Below B(CQS 6) 15.00%
Unrated (CQS 7) 10.00%

MR4A2 GENERAIMARKETRISK

417.

418.

4109.

The capital requirements for general market risk are designed to capture theingskrofmadsmages

in market interest rates. The methodology proposed to compute general market risk is the maturity method
the Basel framework. The general market risk capital charge is the sum of folErCipenprenisa

40.23)

The net shast long position in the whole trading book;
b. A small proportion of the matched positions in tactd tithe vertical disallowance);

c. A larger proportion of the matched positions across diffenees {jthe horizontal disallowance);
and

d. A net carge for positions in options, where appropriate.

Separate maturity ladders should be used for each currency and capital requirements should be calculate
each currency separately and then summed with no offsetting between positions ghthe tiEposite si
case of those currencies in which business is insignificant, separate maturity ladders for each currency ar
required. Rather, the licensee may construct a single maturity ladder and slot, within tdaeh appropriate
bandthe net long drast position for each currency. However, these individual net positions are to be summe
within eadimeband irrespective of whether they are long or short positions, to produce a gross position figur
(BCBS 2019, par 40.24)

The first step in the ghation is to weight the positions in eabhriioney a factor designed to reflect the
price sensitivity of those positions to assumed changes in interest rates. The tirigtasdareeset
out in Table MR 4. Zavapon bonds and ddieggounbonds (defined as bonds with a coupon of less than

114Credit Quality p(CQS) as defined in the Credit Risk Capital FrApmsmaiik, 10
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420.

421.

3%) should be slotted accordingttméhand set ouin the second columifaile MR.4(BCBS 2019
para 40.26 )

Long or short positions in debt securities and other sources of interestgateladpusderivative
instruments, are slotted into a maturity ladder comiimigipgn#3(or 15imeband in the case of low

coupon instruments) as showalile MR .4Fixed rate instruments should be allocated according to the
residual termnaaturity and floathage instruments according to the residual term to {pecivextate.

Opposite positions of the same amount in the same issues (but not different issues by the same issuer), wt
actual or notional, can be omitted fromerthst irate maturity framework, as well as closely matched swaps,
forwards, futures and forward rate agreements (FRAs) which meet the congiticagy spla3aind
paragrapi34below(BCBS 2019 para 40.25)

The first step in the calculatiorwisight the positions in eachbéinteby a factor (risk weight) designed to

reflect the price sensitivity of those positions to assumed changes in interest rates. The risk weights for |
timeband are set oufliable MR 4Zerecoupon bonds and gldiscount bonds (defined as bonds with a
coupon of less than 3%) should be slotted accordingebatigeset out in the second colurmakbbé

MR 4(BCBS 2019 par 40.26)

Table MR 4. Maturity method: #aeds and risk weights

Coupon 3% or more| Caupon less than 3% Risk weight

1 month or less 1 month or less 0.00%

Zone 1 1 to 3 months 1 to 3 months 0.20%
3 to 6 months 3 to 6 months 0.40%

6 to 12 months 6 to 12 months 0.70%

1to 2 years 1.0to 1.9 years 1.25%

Zone 2 2 to 3 years 1.91to0 2.8ears 1.75%
3to 4 years 2.8 to 3.6 years 2.25%

4 to 5 years 3.6 to 4.3 years 2.75%

5to 7 years 4.310 5.7 years 3.25%

7 to 10 years 5.7 to 7.3 years 3.75%

7one 3 10 to 15 years 7.3 t0 9.3 years 4.50%
15 to 20 years 9.3 to 10.6 years 5.25%

ower 20 years 10.6 to 12 years 6.00%

12 to 20 years 8.00%
over 20 years 12.50%

422. The next step in the calculation is to offset the weighted longs and shoiaidesedutimg in a single

short or long position for each baimgde, howeverach band would include different instruments and
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423.

424,

425.

different maturities, a 10% capital requirement to reflect basis risk and gap risk will be levied on the smal
the offsetting positions, be it long or short. Thus, if the sum of the weighiatdangsisnUSD 100

million and the sum of the weighted shorts USD 90 mitiathedheestical disallowance for thattithe

would be 10% of USD 90 miidd$D 9 millionRCBS 2019 para 40.27)

The result of the above calculatiopsagitice two sets of weighted positions, the net long or short positions
in each tireand (USD 10 million long in the example above) and the vertical disallowances, which have
sign.

i. In addition, however, banks will be allowed to conduct two riconti offletting:

a. first between the net positions in each of three zones, where zone 1 is set as zero to one year, zor
is set as one year to four yaaiszone 3 is set as four years andHowesver, for coupons less
than 3%, zone 2 is set asyeaeto 3.6 years and zone 3 is set as 3.6 years and over; and

b. subsequently between the net positions in the three different zones.

ii. The offsetting will be subject to a scale of disallowances expressed as a fraction of the matched positi
as set out ihable MR 5he weighted long and short positions in each of three zones may be offset,
subject to the matched portion attracting a disallowance factor that is part of the capital requirement.
residual net position in each zone may be carriedfiget agdinst opposite positions in other zones,
subject to a second set of disallowance factors.

Table MR 5. Horizontal disallowances

Zones Timeband Within the | Between adjacen Between zoneg

zone zones 1and3

0-1 month
1-3 months
40%
3-6 moths 0%
6-12 months
1-2 years 40%
2-3 years o
Zone 2 3-4 years 30% 100%
4-5 years
5-7 years 40%
7-10 years
Zone 3 | 10-15 years 30%
15- 20 years
over 20 years

Zone 1l

In the case of residual currencies, the gross positions irbaadhilirne subject to the risk weightings
set out iparagrapi21, with no further offsé#sBS 2019 para 40.30)

Table MR 6ummarizes the capital charges for general market risk. The total capitadriaet gesheral m
according to the BCBS minimum capital ratio of 8% is calculated as the sum of the capital charges correspo
to the vertical offsetting, the horizontal offsetting and the 100 percent of the nefltararBllipdsitie
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MRG6). The rigkeighted assets for general market risk are determined by multiplying the capital requiremer
calculated in Item D by 12.5. The capital charge for general market risk according to minimum capital rati
out by Bank of Jamaica is determined hyimguttiplrisk weighted assets (Item E in Table MR6) by 10%.

TABLE MR 6. General Market Risk. Summary of Capital charges and risk weighted assets

Capital charges for General Market Risk (in percentage)
In % of matched weighted positions
A. Vertical offgéng 10%
B. Horizontal offsetting
Zone 1 40%
Zone 2 30%
Zone 3 30%
Between Zone 1 and 2 40%
Between Zone 2 and 3 40%
Between Zone 1 and 3 100%
C. Overall net position 100%
D. Total capital requirementterest Rate RisiGeneral Risk, Bas&o ratio = A+B+C
E. Total Risk Weighted Assets. Interest RateGtskral Risk = D*12.5
F. Total capital requiremeirtterest Rate RislGeneral RislBOJ ratio = E*10%

MR4A3.INTEREST RATBERIVATIVES

426.

427.

Licensesdinterest rate risk measuremetansyshould include all interest rate derivativebadadceff

sheet instruments in the trading book, which react to changes in interest rates, (e.g. forward rate agreern
(FRAS), other forward contracts, bond futures, interest ratewnehcpsaps and forward foreign
exchange position&)CBS 2019 p40.31)

The derivatives should be converted into positions in the relevaahdrmedyijgcted to specific and

general market risk charges as desctitiszbimsultation papén ader to calculate the capital charge, the
amounts reported should be the market value of the principal amount of the underlying instrument or o
notional underlying. For instruments where the apparent notional amount differs from the effective noti
amount, licensees must use the effective notionalEDREEUAD19 p40.32)

Futures and forward contracts, including forward rate agreements

428. Futures and forward contracts (including forward rate agreements) will be treated as a combination of a
and a short position in a notional government security. The maturity of a future or a FRA will be the perioc
delivery or exercise of the contractwpleie applicablénhe life of the underlying instrument. For example,
a long position in a Jimieemonth interest rate future (taken in April) is to be reported as a long position in a
government security with a maturity of five months and a short position in a government security with a me
of two months. Where a range of deliverableisimay be deliverddlfithe contract, the licensee will
have the flexibility to elect which deliverable security goes into the maturity ladder but should take accou
any conversion factor defined by the ex¢harge2019 par 4(.33

Swaps
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429.

430.

431.

Swaps will be treated as two notional positions in government securities with reldvanexaatpidies.

an interest rate swap under which a licensee is receiving floating rate interest and paying fixed will be tre
as a long position in a figatite instrument of maturity equivalent to the period until the next interest fixing
and a short position in a-fixedinstrument of maturity equivalent to the residual life. gBtheSswaP

par 40.34)

Swaps that pay or receive a fixed iogfioggrest rate against some other reference price, for example a
stock index, the interest rate component should be slotted into the -approgmadéundty category, with
the equity component being included in the equity ffamewatk $p40.34)

Separate legs of croasrency swaps are to be reported in the relevant maturity ladders for the currencies
concernedBCBS 2019 par 40.34)

Calculation of capital charges for derivatives under the standardized methodology

Allowable Offsetting atched Positions

432.

433.

Licensees will be allowed to exclude for their specific risk and general rigiCeaiciiatigns 40.35)

a. long and short positions (both actual and notional) in identical instruments with exactly the same iss
coupon, currerayd maturity; and

b. a matched position in a future or forward and its corresponding underlying may also be fully offset |
leg representing the time to expiry of the future should however be reported) and thus excluded from
calculation and thus edediufrom the calculation.

In addition, opposite positions in the same category of instrimentainacircumstantesregarded

as matched and allowed to offset fully. To qualify for this treatment the positions must relate to the s:
underlyinopstruments, be of the same nominal value and be denominated in the stredditioency.

(BCBS 2019 par 40.36 )

a) for futures: offsetting positions in the notional or underlying instruments to which the futures contract rel

must be for identipedducts and mature within seven days of each other;

b) for swaps and FRAs: the reference rate (for floating rate positions) must be identical and the coupon clc

matched (i.e. within 15 basis points); and

c) for swaps, FRAs and forwards: the next irbegedtife or, for fixed coupon positions or forwards, the

residual maturity must correspond within the following limits:
1 less than one month hence: same day;
1 between one month and one year hence: within seven days;

9 over one year hence: within thirty days.

Specific risk

434. Interest rate and currency swaps, FRAs, forward foreign exchange contracts and interest rate futures will r

subject to a specific risk charge. This exemption also applies to futures on an interest rate index (e.g. LIB
However, ihe case of futures contracts where the underlying is a debt security, or an index representing
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basket of debt securities, a specific risk charge will apply according to the credit risk of the issuer as set ¢
this FramewofBCBS 2019 par 40.38)

Gereral market risk

435. General market risk applies to positions in all derivative products in the same manner as for cash positi
subject only to an exemption for fully or very closely matched positions in identical instruments. The val
categories of ingnents should be slotted into the maturity ladder and treated according to the rules identifi
earlier(BCBS 2019 par 40.39)

436. The table below presents a summary of the regulatory treatment for interest rate derivatives, for market
purposesBCBS 21D par 40.40)

Table MR 7. Summary of treatment of interest rate derivatives

Instrument Specific risk General market risk charge
chargél®
Exchangédraded future
- Government debt security No Yes, as two positions
- Corporate debt security Yes Yes, a two positions
-Index on interest rates (e.g. LIBQ No Yes, as two positions
OTC forward
- Government debt security Yes Yes, as two positions
- Corporate debt security Yes Yes, as two positions
- Index on interest rates No Yes, as two positions
FRAs, Swaps No Yes, as two positions
Forward foreign exchange No Yes, as one position in each currg

MR4B. FOREIGNEXCHANGE RISK IN THEADING BOOK AND BANG BOOK

437. Thissectiorsets out the simplified standardized approach for measkrioighbleing or taking positions
in foreign currencies, includinglg@dBS 2019, par 40.53)

438. Two processes are needed to calculate the capital requiremenBfoBFXriSkoar 40.54)
(1) The first is to measure the exposure in a singlgositienc

(2) The second is to measure the risks inher
currencies.

Measuring the exposure in a single currency

439. Theb a nrlet@en position in each currency should be calculated bsamming:par 40.55)

115This is the specific risk charge relating to the issuer of the instrument. Under the existing credit risk aules, there reme
separate capital charge for the counterparty risk.

116Gold is to be dealt with as an FX position rather than a commodity because its volatility is more in lingewith foreign curre
and banks manage it in a similar manner to foreign currencies.

101



Consultation Paper: Proposals for the Implementation of the Basel Ill Regulatory Capital Framework

i. the net spot positioa €l asset items less all liability items, including accrued interest, denominated in
the currency in question);

ii. the net forward positian &ll amounts to be received less all amounts to be paitvamdéXfo
transactions, including currency futures and the principal on currency swaps not included in the s
position);

iii. guarantees (and similar instruments) that are certain to be called and are likely to be irrecoverable;

iv. net future income/expenseéyetoaccrued but already fully hedged (at the discretion of the reporting
bank); and

v. any other item representing a profit or loss in foreign currencies (depending on particular account
conentions in different countries).

440. Positionsy compositecurreres need t o be separately reported b
be treate@itheras a currency in their own right or split into their component parts on a consistent basis
Positions in gold will be converted at current spot rateatiotaticurren@yCBS 2019 para 40.56)

441. Interest, other income and egpesiwuld be treated as followesest accruede.(earned but nget
receivedshould be included as a position. Accrued expenses should also be included. Urtedrned but expec
future interest and anticipated expenses may be excluded unless the amounts are certain and banks have
the opportunity to hedge them. If banks include future income/expenses they should do so on a consistent |

and not be permitted to seldgtthose expected future flows which reduce theifBaasition19 par
40.57)

442. Forward currency and gold positions should be measured as follows: Forward currency and gold position
normallpe valued at current spot market exchange rateswasihgxchange rates would be inappropriate
since it would result in the measured positions reflecting current interest rate differentials to some ex
However, banks that base their normal management accounting on net present valuesanhexpected to u
net present values of each position, discounted using current interest rates and valued at current spot rate
measuring their forward currency and gold gBsigens)19 par 40.58)

Treatment of Structural Foreign Exchange Positions

443. In ciramstances where a licensee has taken a foreign currency position in order to mitigate against the eff
ofadversenovements in the exchange rate on its capital adequacy ratio, the Supervisor will allow the licen:
to exclude this currency risk pdsitiothe calculation of net open currency risk positiondu$fibjeat to
of the following requirements:

c. the sole purpose of the position is to hedge against the effects of adverse changes in the exchange
on the licenseebs capital;

d. the posiin is of a nafealing nature such as those stemming from investments in unconsolidated
affiliated entities and consolidated subsidiaries or branches denominated in foreign currencies;

e. the establishment of the FX structural position and any chapgsitido thest adhere to the
|l i censeeds Supervisor approved risk managemen

f. the exclusion from the calculation is made for at least six months and is limited to the amount of the
position that covers the sengifititg capital ratio to movements in the exchange rate.
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g. any exclusion of the risk position is applied consistently, with the exclusionary treatment of the he
remaining in place for the life of the financial ingridsentouary 2019 par 11.5]

444. Incalculatinigs net open position licensees must exclude the [feliewinghuary 2019 par 11.5]
a. holdings of the |Iicenseebds own eligible regu
b. prescribed deductions from regulatory capital;

c. hodng of other financi al institutionds eligibl
in cases where the relevant supervisor requires that such assets are deducted from regulatory capit:

Measuring the foreign exchange risk in agiorthf foreign currency positions and gold

445. For measuring the FX risk in a portfolio of foreign currency positions and gold, the nhominal amount (or
present value) of the net position in each foreign currency and in gold is convertedtz sppbrates into
currency. The overall net open position is measured by a@gregating: par 40.60)

(1) the sum of the net short positions or the sum of the net long positions, whichever is the greater; plus
(2) the net position (short or longjljmegardless of sign.
Capital requirement for market risk

446. The capital requirement will be 10% of the overall net open position. In particular, the capital requirement v
be 10%fthe higher of either the net long currency positions or treumenskgrositions and of the net
position in gol&CBS 2019 par 40.61)

447. A banlofwhich business in foreign currency is insignificant and which does not take FX positions for its o
account may, at the discretion of the supervisor, be exempital femuireapents on these positions
provided thaBCBS 2019 par 40.62)

(1) its foreign currency business, defined as the greater of the sum of its gross long positions and the su
its gross short positions in all foreign currencies, does ho0%xoéeatal regulatory capital; and

(2) its overall net open position as defined above does not exceed 2% of its eligible capital as defined in
Framework.

MR4.CCOMMODITIES RISK HETTRADING BOOK ABIENKING BOOK

448. This section establishes a ommiwapital standard to cover the risk of holding or taking positions in
commodities, including precious metals, but excluding gold (which is treated as a foreign currency). A comn
is defined as a physical product which is or can be traded ory anseketydag. agricultural products,
minerals (including oil) and precious (Retafs2019 par 40.63)

449. The price risk in commodities is often more complex and volatile than that associated with currencies and in
rates. Commodity markets mapeless liquid than those for interest rates and currencies and, as a result,
changes in supply and demand can have a more dramatic effect on price and volatility. These mal
characteristics can make price transparency and the effective hedgitigsofisiomaoeddiffiqalCBS
2019 par 40.64)

450. Commodi ti es position mmismpl wfl e simpifpdeapgcathd@sd u n
appropriate only for banks which, in relative terms, conduct only a limited amount of casimodities busir
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Under this approach, long and short positions in each commodity may be reported on a net basis for
purposes of calculating open positiomgver, positions in different commodities will as a general rule not
be offsettable in this fashion.

Capitl charges for commaodities risk

451.

452,

453.

The capital charge for directional commodity risk will be the product of 18.75% times the net position, lot
short (in absolute value), in each comig@atiity 2019 par 40.72)

In order to protect the bank againgislgsigerest rate risk and forward gap risk, an additional capital charge
will be |l evied equivalent to 3.75% of the bank?od
be addedBCBS 2019 par 40.73)

Such capital charges for diredtrisk and for basis, interest and forward gap risk have been modified from
the original Basel charges to be in accordance with the minimum capital ratio sets out by the Bank of Jam
as shown ifable MR 8.

Table MR-&apital charges for commoelitirisk according to the BOJ minimum ratio of 10%

Basel capital charg BOJ capital charge
. . . . ptmb
Directional commaodity risk 15% pu IZ»W p v b
Basis risk, interest rate risk a 0 pmth
forward gap risk, 3% o b g b o v b

MR4.DEQUITY POSITION RISKIHE TRDING BOOK

454,

455,

456.

457.

This section sets out a minimum capital standard to cover the risk of holding or taking positions in equitie:
all other instruments that exhibit marketunetianiiar to equities, but not tearorertible preference

shares. Long and ghaositions in the same issue may be reported on a net basis. The instruments covere:
include common stocks, whether votingvotimpnconvertible securities that behave like equities, and
commitments to buy or sell equity se¢BitEs2019 pa.41)

The minimum capital standard for equities is expressed in terms of two separately calculated charges fo
Aspecific risko of holding a |l ong or short posi
a long or short jtam in the market as a wl@ie32019ar 40.42)

Specific risk is defined as the bankdés gross e
short equity positions) and general market risk as the difference betwdba thegsuamdfthe sum of

the shorts (i.e. the overall net position in an equity market). The long or short position in the market mu:
calculated on a maiikginarket basis, i.e. a separate calculation has to be carried out for each national marke
inwhich the bank holds equie®<201%ar 40.42)

Both the capital charge for specific risk and the charge for general market risk will be 10%. The original
ratio of 8% has been modified to be in accordanceawnkiotidamBaioainimum ratid 10%(BCB2019
par 40.43nodified according to the minimum ratio of 10% in Jamaica)
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Equity derivatives

458. Except for options, equity derivativeslaaldrafisheet positions which are affected by changes in equity
prices should be included in theuree@ent systé#iThis includes futures and swaps on both individual
equities and on stock indices. The derivatives are to be converted into positions in the relevant underl
(BCBS 2019, par 40.44)

Calculation of positions

459. In order to calculate thedard formula for specific and general market risk, positions in derivatives should be
converted into notional equity posiBiO&S: 2019, par 40.45)

i. Futures and forward contracts relating to individual equities should in principle be reported at curr
market prices;

ii. Futures relating to stock indices should be reported as #vamaukeddiedalue of the notional
underlying equity portfolio;

iii. Equity swaps are to be treated as two notionaHgositions

iv. Equity options and stock index options should be efinc ar ved out o togethe
underlyings or be incorporated in the measure of general market risk described in this section accor
to the deltplus method

Calculation of capital charges for equity derivatives
Measurement of specific ageheral market risk

460. Matched positions in each identical equity or stock index in each market may be fully offset, resulting in a ¢
net short or long position to which the specific and general market risk charges will apply. For example, a f
in agiven equity may be offset against an opposite cash position in thé'$@ae eqoitg, par 40.46)

Risk in relation to an index

461. Besides general market risk, a further capital char&évafl 2ppby to the net long or short position in an
indexcontract comprising a diversified portfolio of equities. This capital charge is intended to cover factors ¢
as execution risk. Bank of Jamaieall take care to ensure that this 2.5% risk weight applies-only to well
diversified indices and nogxtmmple, to sectoral indi@es3S 2019, par 40.47)

117Where equities are part of a forward contract, a fubptéoar(goantity of equities to be received or to be delivered), any
interest rate or foreign currency exposure from the other leg of the contract should be reported as setkout in the marke
framework, interest rate risk and the market risk frianségvoekchange risk.

118Fgr example, an equity swap in which a licensee is receiving an amount based on the change in value of one particular
or stock index and paying a different index will be treated as a long position in the fqroséraamith shehlatter. Where

one of the legs involves receiving/paying a fixed or floating interest rate, that exposure should be sl@ttedristo the appropr
pricing timleand for interest rate related instruments as set out in the cagifal tirgatestrate risk in the trading book.

The stock index should be covered by the equity treatment.

119The interest rate risk arising out of the future, however, should be reported as set out in the capitalttragment for interes
risk in the tramdy book.

12029 in the Basel Framework. The 2.5% is equivalent to 2%*10%/8% for consistency with the 10% minimum ratio in Jame
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Arbitrage

462.

463.

464.

465.

466.

In the case of the futuedated arbitrage strategies described below, the additional 2.5% capital charge
described above may be applied to only one index with the opposite positianca@taptifiarge. The
strategies ar@8CBS 2019, par 40.48)

When the licensee takes an opposite position in exactly the same index at different dates or in different m
centers.

When the licensee has an opposite position in contracts at teersalifferdat but similar indices,
subject to supervisory oversight that the two indices contain sufficient common components to jus
offsetting.

Where a licensee engagesdeliberate arbitrage strategyhich a futures contract on a bibeadly
index matches a basket of stocks, it will be allowed to carve out both positions from the standardi
methodology on condition(Bhais 2019, par 40.49)

The trade has been deliberately entered into and separately controlled.

The composition of thekba of stocks represents at least 90% of the index when broken down into its
notional components.

In such a case the minimum capital requirement will be 5% (i.e. 2.5% of the gross value of the positions on
side) to reflect divergence and exesu& This applies even if all of the stocks comprising the index are
held in identical proportions. Any excess value of the stocks comprising the basket over the value of the fu
contract or excess value of the futures contract over the vatkebisthe lie treated as an open long or

short positio(BCBS 2019, par 40.50)

If a bank takes a position in depository receipts against an opposite position in the underlying equity or ide
equities in different markets, it may offset théiodittan no capital charge) but only on condition that any
costs on conversion are fully taken into aBCE8R019, par 40.51)

Thetable MR Below summarizes the regulatory treatment of equity derivatives for market risk purposes.

Table MRO. Sunmary of treatment of equity derivatives

Instrument Specific risk22 General market risk
Exchangédraded or OT€uture

- Individual equity Yes Yes, as underlying
- Index 2% Yes, as underlying
Options

121296 on each side in the Basel Framework. The 2.5% on each side is equivalent to 2%*10%/8% for consistency with the
minimm ratio in Jamaica.

122This is the specific risk charge relating to the issuer of the instrument. Under the credit risk rules,cusepazate capital re

for counterparty credit risk applies.
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- Individual equity Yes Carve out together with the asso

- Index 2%

hedging pa®ns: simplified approa

MR4 .FPOSITION IDPTIONS

467.

468.

469.

470.

Those I icensees which solely susmlpdr deltabstpd r @mmtc
below. If a licensee will write options, it sleduftbignission from Bank of JamaitheaBdnkvill
determine the risk weight to be applied.

The Simplified approach

In thesimplified approatie positions for the options and the associated underlying, cash or forward, are no
subjecttothe startlarz e d met hodol oguthhulaandashdij eztetdcareypa
charges that incorporate both general market risk and specific risk. The risk numbers thus generated are
added to the capital charges for the relevant cateigoeyest rate related instruments, equities, foreign
exchange and commodities3S 2019, par 40.75)

Licensees which handle a limited range of purchased options only will be free to use the simplified approac
out in the table below for plarticades. As an example of how the calculation would work, if a holder of 100
shares currently valued at $10 each holds an equivalent put option with a strike price of $11, the capital ct
would be: $1,000 x 16% (i.e. 8% specific plus 8% geneish)rad®&0, less the amount the option is in

the money ($1%$10) x 100 = $100, i.e. the capital charge would be $60. A similar methodology applies ft

options whose underlying is a foreign currency, an interest rate related instrument{®taomimodity.
par 40.76)

For options where the underlying is an interest rate, the capital charge is set equal to 20%, which i
conservative proxy of the sum of specific and general market risk for this kind of instrument. This treatr
assumes that afitions in securities bear general and specific risk, which is a conservative assumption.

Table MRLO. Options. Simplified approach: determination of capital charges

Position Treatment

Long cash and Long put The capital cfge will be the market value of the underlying
or securiiZ¥multiplied by the sum of specific and general mat
Short cash and Long call

123|n some cases such as foreign exchange, it may beluriclean si de i s the fAunderlying s
the asset which would be received if the option were exercised. In addition the nominal value should betbeed for items whi
market value of the underlying instrument could lge @&pe,and floors, swaptions etc.

107



Consultation Paper: Proposals for the Implementation of the Basel Ill Regulatory Capital Framework

chargels+for the underlying less the amount the option is if
money (if any) bounded at%22ero

Long call The capital chargd be the lesser of:
or (i) the market value of the underlying security multiplied by
Long put of specific and general market risk charges for the underly

(i) the market value of the é§tion

471. Table MR 1dummarizes the capital charges to be appliéagaicctire different underlying assets.

Table MR 11. Summary of capital charges (in percent) for different underlying assets

Underlying Capital charge Risks covered
Equities 20% General plus specific risk
Interest rates 20% Proxy for general plus spa@k
Foreign : .
10% Foreign exchange risk
exchange
Commodities 18.75% Directional risk

124Some options (e.g. where the underlying is an interest rate, a currency or a commodity) bear no spedakic risk but specif
will be present in the case of options on certain interest rate related instptioestsr(eagcasporate debt security or
corporate bond index for the relevant capital charges) and for options on equities and stock indices. Tieasberge under this m
for currency options will be 10% (8% in the Basel Framework) and for optiditie0a885%n¢15% in the Basel
Framework).

125For options with a residual maturity of more than six months the strike price should be compared with the forward, not ci
price. A bank unable to do this must take the in the money amount to be zero.

126\Where the position does not fall within the trading book (i.e. options on certain foreign exchange or comimodities positior
belonging to the trading book), it may be acceptable to use the book value instead.
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Capital Charges
for

Operational Risk
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E. CAPITAL CHARGES FOR OPERATIONAL RISK

Thissection describes the standardized approach to calpititicigaoges for operationallhigk chapter is

drawn from the Basel Commi ttee on BankingcrisSsuper vi
reforms (December 20E@}).reference, the Basel text paragraph numbersdbataeslagith the text appearing

in this chapter are indicated in square brackets at the end of edéh paragraph

PARTI 0 CALCULATION OF TEBEPITALCHARGE FOPERATIONARISK

This part outlines the proposed methodology for measuring minimunmskperativealents under the
standardized approach.

ORIA.CALCULATIONETHODOLOGY

472. The Central Bank has adopted the Basel Il figireneonknended by the Basel Committee on Banking
Supevision (BCBS) for calculating operalonapital charge (ORE) such, all licensees are required to
use the new Standardized Approach as outlined in the framework.

473. Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes, people
systems or from external eventglefimigion includes legal risk, but excludes strategic and reputational risk.
Legal risk includes, but is not limited to, exposure to fines, penalties, or punitive damages resulting f
supervisory actions, as well as private settlements.

474. Under the Staardlized Approach, the minimum ORC is determined as:
0'YO 6 000 0
Where:
Business Indicator Compondé@tigBcalculated in the manner described in paragraph 9 below; and
ILM (Internal Loss Multiplier) is calculated in the manner desagiiagxh ihZpbelow.
OR1B.THESTANDARDIZEAPPROACH
475. The Standardized Approach methodology is based on the following®oOBtpoRrRentsher 2017 par 4]

a. the Business Indicator (Bl), which is a fstatesiz@riased proxy for operational risk;

b. the BICwhich is calculated byiptyilig the Bl by a set of regulatory determined marginal coefficients
( Wand

c.the I nternal Loss Multiplier (ILM), which is
historical losses and the BIC.

The Business Indicator (BI)

476. The Business Indicator i@Btpmprised thfree components (definékppendix OR): [BCBS December
2017 par 5]

127Following the forniBICBS June 2006 gar x
126The Basel Committee on Banking Supervision, Basel IlI: Finalizgig nedstms, December 2017,
www.bis.org/publ/d424.pdf
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the interest, leases and dividend component (ILDC);
the services component (SC); and

i. the financial component (FC).

477. The Bl is defined @s:BS December 2017 par 6]

478.

479.

Bl = ILDC + SC + FC
Where:

ILDC Min’ Abs (Interest Income — Interest Expense); 2.25%-Interest Earning Assets |+ Dividend Income

SC.= Max { Other OperatingIncome ; Other Operating Expense } + Max [ Feelncome; Fee Expense l

FC =Abs(Net P & LTrading Book ) + Abs(Net P & L Banking Book )

In the formulae abB%d¢he baaboveeach term indicates that it is calculated as the average over three (3)
years: t;1, and-2.[BCBS December 2017 pdd@vever, licensees shall note thetigbkite value of net

items (e.g. Interest Inconheterest Expense), shall be calculatdaryear firstly, only then shall the
average of the three (3) years be calculated.

The following profit and loss (P&L) items do not contribute tcearsyaffttiee BECBS December 2017:
Annex]

a.
b.

Income and expenses from insurance or reinsurance businesses;

Premiums paid and reimbursements/payments received from insurance or reinsurance polici
purchased;

Administrative expenses, including staff expereascing fees paid for the supplyfofamaial
services (e.g. logistical, IT, human resources), and other administrative expenses (e.g. IT, utiliti
telephone, travel, office supplies, postage);

Recovery of administrative expenses includamg ofg@ayments on behalf of customers (e.g. taxes
debited to customers);

Expenses of premises and fixed assets (except when these expenses result from operational Ic
events);

Depreciation/amortization of tangible and intangible assets (except réégisztitti operating
lease assets, which shall be included in financial and operating lease expenses);

Provisions/reversal of provisions (e.g. on pensions, commitments and guarantees given) except
provisions related to operational loss events;

Expeses due to share capital repayable on demand;

Impairment/reversal of impairment (e.g. on financial afisetscialoassets, investments in
subsidiaries, joint ventures and associates);

Changes in goodwill recognized in profit or loss; and

129The definitions for each of the components of the Bl are peoaideskin th
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k. Corporatedome tax (tax based on profits including current tax and deferred).
The Business Indicator Component (8IC)

480. To cal cul ate the Bl ECnuliplied by tse Bt. The marginal goefficiants increasef f |
with the size of the Bl as shotiable OR below[BCBS December 2017 par 8]

Proposal Box 1: Proposed approach for local implatioen Recalibration of the Business Indicator (Bl) R

Bank of Jamaica (the Bank) is contemplating to deviate from the Basel recommended Bl range for e
above. However, the Basel Committegtpes/ide national discretion darettalibration of the Bl range. (
the recommended range by the Basel Committee, all licensees will have 3MBD balotillibe dollar (or
equivalent ofie (1) Billon Eued® December 2020 foreign exchange conversiaarads)tinly the first rang
will apply to all licensees, i.e., bucket 1.

Also, if all licensees with different level of operational risk exposures are classified in bucket 1 wj
multiplier (ILM), as per paragrap®, £2uals 1, this may iraplee risk sensitivity of the Operational Risk Fra
to differentiate between the levels of operational risk exposures across institutions.

The recalibration of the Bl range will provide the following benefits:

i.  Classifying licensees into differeetdbealsed on the levels of operational risk exposures prese
each licensee; and

ii. Incentivize licensees to lower their level of operational risk exposures having regard to the f
multiply buckets should incentivize licenspesvi® tiheir operational risk management framewor

In light of the foregoing, to preserve the risk sensitivity of the ORC framework, the Bank is proposing

i.  to recalibrate the Bl range by lowering the Bl values for each of the thrieat icekstsesonould bé
different buckets based on the level of operational risk exposures; or

i. the ILM serves as a scaling factor that adjusts the BIC depending on the operational l0ss
licensee. In taking a more conservative appr@&mik theroposing to set the ILM equals 1 plus
on for all licensees, at least initially.

At this stage, the Bank is seeking yaworviessapproach to recalibrate the Bl range and the possibility ef
on. The Bank has also attachegeaational loss survey with the aim of collecting the necessary inform
the recalibration process.

Questions:

1. Do you agree with or have any comments and/or suggestions on the proposed recalibratio
Indicator range? If so,g8e=xplain your views and suggestions.

2 Do voil have anv nther comments on the nronnsed recalihratinon of the Riisiness Indicator ran

481. BIC is a finaneshtemeHiased proxy for operational risk and is calculated from the Bl as follows:

606 6OLE

13The BIC corresponds to a measure of a licenseeds busi
accelerated rate with a |icenseebs size.
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Where:
Ui is a set of marginal c ondhirek buckete nt s t hat ar e

482. For banks in the first bucket (that is, with a Bl less thandBdudltrillion dollati{erequivalentbf
bn Euroat 9 December 2020 foreign exchange conversienBEEe)s equal to Bl x 12%. The marginal
increase imé¢ BIC resulting from a one unit increase in the Bl is 12% in bucket 1, 15% in bucket 2 and 18%
bucket ZB1[BCBS December 2017 par 8]

BIRANGES ANMIARGINACOEFFICIENTS TABLE OR

Bucket Bl Range (ifMD trillion or Bl Marginal Cobef c i) e
Eurosquivalerig?

| 0174 12%
2 174 < Bl ( 15%
3 > 5220 18%

The Internal Loss Multiplier (ILM)

483. The ILM serves as a scaling factor that adjusts the BIC depending on the operational loss experience
licensee. It gives a value larger than 1 whemipasse@ois larger than the BIC, and vicé3versa.

484. A financial institutionds internal operational
through the ILM. Thus, ILM is defined@s:December 2017 par 9]

06 °
e Qwnp p 3706

Wheré84

a. The Loss Component (LC) is equal to 15 multiplied by the average annual operational risk (OR) los
incurred over the previous 10 years.
b. The ILM equals one (1) when the loss and business indicator components are equal.

131Notably, the buckets for the Bl are derived Joyer $pgic. That is, a wesgassigned for each of the three buckets and
the weight augments with each bucket. Accordingly, as
expanded, and as a result the licensee will be placed in a highewbusket (vice

6at 9 December 2020 foreign exchange conversion rate

133When LC and BIC are identical, ILM equals 1 and thus ORC equals BIC.

3aWhere the LC is greater than the BIC, the ILM is greater than one. That is, a financial institution withidtesthess that are hig
to its BIC is required to hold higher capital due to the incorporation of internal losses into the calculativersgyhodology. C
where the LC is lower than the BIC, the ILM is less than one. That is, a financial instituitoarevitwostass/ehto its

BIC is required to hold lower capital due to the incorporation of internal losses into the calculation methodology.
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Proposal B 2: Reporting of Operational Loss Data
The Bank proposes to require all licensees to report Operational Loss Data in a frequency similar to ot
This should enable licensees to meet the minimum loss data requirement mordisemsettyandeaquirec
include the loss component in its ORC calculation.

Question:

1. Do you have any comments and/or suggestions on the proposed frequency for the interim op
reporting requirements? If so, please explain your siggsstiahs.

the

Proposal Box 3: Setting of the ILM requirements.

According to the Basel Standard, national discretion is availal@goliawing areas for the implementatior

ILM requirements:

(1) Allowing licensees in bucket 1 to calculate their ILM based on internal loss data instead of requ
to set the value of ILM equals 1.

The Bank propogestto exercise this discretat least initially. The preference would be to observe fc
how well licensees on a whole are able to meet the minimum operational criteria set out in this fran
collection (i.e., the prerequisites for inclusion of astelatal ilo calculating ORC requirement), for inst
requiring licensees to report loss data for supervisory monitoringghybalitypfdoss data is confirmed,
Bank may consider exercising this discretion to allow bucket 1 §edhdeew twalculating the ORC require
having regard to the fact that the use of ILM should incentivize licensees to improve their operation:

(2) Setting the value of ILM equal to 1 for all licensees.

The Bank proposes to exerciggigbistion, at least initially, with the addition of aoml, Mtadd will otherw
require licensees in buckets 2 and 3 to set the value of ILM equal to-drpinstth@ REdcalculatidgrensees
that have at least five (5) years afjddig internal loss data available to meet requirements on opel
management should be able to meet minimum loss data standards set out in hiainathense.of |1
should incentivize licensees to improve their operational nsnmanage

(3) Imposing an ILM larger than 1 on licensees in bucket 2 or bucket 3 that fails to meet the
operational loss data quality standards.

To motivate a licensee to meet the minimum data quality standards as soon as possible, the Ba
licensee in any of the three buckets, not meeting the minimum data quality standards after a minim
apply an additional ILM@dtb calculate its operational risk capital requirements.

Questions:

Do you have any comments on the prtddsaddn?

Do you agree with or have any comments and/or suggestions on the propasied lickhaees that
not havat least five (5) yearsighqualitynternal loss data available to meet requirements? If so, ple
your views drsuggestions.

Do you agree with or have any comments and/or suggestions on the propasied lickhadeds that
not meet the minimum data quality standards after a minimum of 5 years? If so, please exple
suggestions.
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485. The calculation of average losses in the LC must be based on ten (10jjyakns afmiglh loss data.
The qualitative requirements for loss data collection arePautllinédhis chaptéBCBS December 2017
par 10]

486. Financial institutidhat do not have 10 years ofjuiglity loss data may use a minimum of five years of data
to calculate the Loss Component. Financial institutions that do not have fagrigkrtostidgta must
calculate the capital requirement based sblelglcbompon€eBCBS December 2017 par 10]

487. The Central Bank may require that all financial institutions set the value of ILM equal to 1. However, all licer
will be subject to the full set of disclosure requirements summarized in Ragutell] of this ch

OR1C.THEOPERATIONARISK CAPITALREQUIREMENT

488. The operational risk capital requirement as determined by the Basel Il framework is the product of the BI(
the ILM*as indicated beldCBS December 2017 par 11]

Operational Risk Capital ((BSgl Framework = Business Indicator Component (BIC) * Internal Loss
Multiplier (ILM)

489. For financial institutions in bucket 1 (i.e., with Bl less than the equivalent to Euro 1 bn), internal loss data
not affect the capital calculation. That i thedual to 1 (as required by the Central Bank), ORC is equal
to the BIC (=12% *BJ.BS December 2017 par 11]

490. In order to determine the operational risk capital according to the minimum ratio of 10% set out by the Ba
Jamaica:

i. Licensees must cédte the risk weighted assets (RWA) for operational risk by multiplying the
Operational Risk Capital (ORC), Basel Framework, times 12.5

| RWA Operational Risk = Operational Risk Capital (ORC), Basel Framework * 12.5 |

ii. Licensees must multiply the RWA foiompératk by 10%

‘ Operational Risk Capital (ORC), BOJ Framework = RWA Operational Risk * 10% ‘

OR1D.APPLICATION OFHESTANDARDIZEAPPROACNMTHIN AGROUP

491. At the consolidated level, the standardized approach calculations use fully consohdaitddrigtt fedjures,
the intragroup income and expenses. The calculations@daidated level use Bl figures for the financial
institutions consolidated at that particdtaretubhe calculations at the subsidiary level use the Bl figures
from the $fisidiary{BCBS December 2017 par 14]

492. Similar to financial holding companies, when Bl figuesn&wlisialted or subsidiary financial institution
reach bucket 2, these institutions are required to use loss experience in the standardizatiaproach calcu
A sukconsolidated financial institution or a subsidiary financial institution uses only the losses it has incurre
the standardized approach calculations (and does not include losses incurred by other parts of the fina
holding compan@CcBS December 2017 par 15]

135Riskweighted assets for operational risk are equal to 12.5 times ORC.
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493. In case a subsidiary of a financial institution belonging to bucket 2 or higher does not meet the qualite
standards for the use of the Loss Component, this subsidiary must calculate the standardized approach c
requireents by applying 100% of the Bl ComfieatDecember 2017 par 16]

Proposal Box 4: Consolidated Operational Risk Data Collection

The Bank is mindful of the possibility that a licensee may meet the minimum Operational Loss Dat
at the solo level but not at the consolidated levehdss, tuis prudential purposes, the Bank propo
licensees treat the ILM at the consolidated level in the following manner:

i. Ifthe ILM at the solo level is less than or equal to 1 then the ILM should equal4onl; pius t
i. Ifthe ILM at thdstevel exceeds 1, licensees should use the greater of 1 minthesamdo 1LN

Notably, in the interim without the application of ILM calculation in the framework, FHCs will be r
additional aeuh.

Question:

1. Do you agresith or have any comments and/or suggestions on the proposed treatment of
consolidated level? If so, please explain your views and suggestions.

2.Do vou have anv other comments on the pronosed ILM framework?
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PARTI 0 QUALITATIVREQUIREMENTS FDBSSDATACOLLECTION

Financial institutions with a Bl greater than the equivalent to Euro 1bn are required to use loss data as a direc
into the operational risk capital calculations, but only in the case the requirements set out below are satisfied
soundness of data collection and the quality and integrity of the data are crucial to generating capital outcomes &
with the finaacl institutionds operational |l oss exposur e.
data under the standardized approach.

OR2A.GENERAICRITERIA ONOSSDATAIDENTIFICATIQROLLECTION ANOREATMENT

494. The proper identification, colleatid treatment of internal loss data are essential prerequisites to capital
calculation under the standardized approach. The general criteria for the use of the LLBC&e as follows:
December 2017 par 19]

a. Internally generated loss data calculagidrisruggulatory capital purposes must be based on a ten
year observation period. When the financial institution moves to the standardizedyagproach, a five
observation period is acceptable on an exceptional basisquiéty gladal are unavéelétr more
than five years.

b. I nternal |l oss data are most rel evant when ¢
technological processes and risk management procedures. Therefore, licensees must have documel
procedures and processedhfe identification, collection and treatment of internal loss data. Such
procedures and processes must be subject to validation before the use of the loss data within 1
operational risk capital requirement measurement methodology, and terndgniaeinees by
internal and/or external audit functions.

c. For risk management purposes, and to assist in supervisory validation and/or review, the Central B
may request that a licensee map its historical internal loss data into the relgvamntidaeyel 1 su
categories as defined in Annex 9 of the Basel || Framework and to provide this data upon request.
licensee must document criteria for allocating losses to the specified event types.

d A financi al i nstitut i emsi®esand capture allmaterial laativdties amtla t a
exposures from all appropriate subsystems and geographic locations. The minimum threshold
including a loss event in the data collection and calculation of average annual losses is set at JIM
479,800 (@R0,000.08quivaler#t9 December 2020 foreign exchange convejstdoweteer, for
licensees in buckets 2 and 3, the minimum threshold is set at JMD17.4 million dollar (or the equivale
0100,000.00 atbecember 2020 foreign exchange conatsion r

e. Aside from information on gross loss amounts, the licensee must collect information about the refere

dates of operational ri sk event s, including
occurrenceodo), whreirehatwvae |l faibm@&ncit ale dmastei bat wc
of discoveryo); and the date (or dates) when
| oss being recognized in the |l ocenisegd8)p. pkwof:

the licensee must collect information on recoveries of gross loss amounts as well as descripti
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iptive

Operational loss events related to credit risk and that are accounted for in credit risk RWAs shall no

included in the loss data set. Operational loss events that relate to credit risk, but are not accountec

incredit risk RWASs shall be included in the loss data set.

g. Operational risk losses related to market risk are treated as operational risk for the purposes of calcul:
minimum regulatory capital under this framework and will therefore be sandatdiacthie st
approach for operational risk.

h. Licensees must have processes to independently review the comprehensiveness and accuracy of |

data.

Proposal Box 5: Minimum Threshold for Loss Event Inclusion

The Basel Committee provides for national discrehien setting threshold for the inclusion of a
event. In that regard, the Basel Committee recommended that national authorities may in
minimum threshold for including a loss event in the calculation of average annual losses

componeh from JMD3,479,800 ( or 020,000 equi
rate)toJMD¥m | | i on dol l ar (or 1100, 000 equi v a
rate).

0SS

crease the
for loss
val ent
l ent a

To preserve the risk sensitivity in this franhev®aikktproposest to exercise this discretion. Ho
the Bank considers that J MD 3, 479,800 (

conversion rate) is a material threshold given the current foreign exchange converspomegte
be collecting losses under that threshold, which may also be deemed material, especially
and low severity events. In that regard, the Bank is contemplating on recalibrating to a lower

ever,
r uaz20
icense
e high frequ
minimum thre

by using a historicahwersion rate instead of current rate. Therefore the Bank proposes to| translate the
mi ni mum threshold using a conversion ratg of (-
minimum threshold for including a loss event would b@, 0MD0BE@ept for loss events stemming from

fraud, forgery, and rohbery

Notably, licensees will report all events where Gross Loss is greater than or equal to the mifimum threshe
one million Jamaican dodidr the exception of fraud, forgdrgolairery

Questions:

1. Do you agree with or have any comments and/or suggestions on the proposed recalibratipn of the mini
threshold for the inclusion of a loss event? If so, please explain your views and suggestions,

2. Do you have any commentsranugjgestions on any loss events particulars that should be |n the list of
loss events? Please explain your views and suggestions.

3. Do you have any other comments on thp prop
Operational Risko?

136Tax effects (e.g. reductions in atgpcome tax liability due to operational losses) are not recoveries for purposes of the
standardized approach for operational risk.
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Propaal Box 6: The Exclusion of Frauds, Forgeries, and Robberies from the Applicals}'bnimfuml
Threshold Requirements.

The Bank is mindful of the incurred losses stemming from high frequency and low severify operational
eventssuch as fraud argléor y, which is evident in the PBankoés
these high frequency, low severity events ensued in material losses for licensees. |rBdmakt|regard, the
proposeto exclude the aforesaid events from the appltbatiminghum threshold requirements for loss

data event inclusion. Thergf@mr®ank proposes that licensees report the gross anigintfifeqa#ncy,
low severity events such assfréargieries, and robbeariespective of the amount involved.

Question:

Do you agree with or have any comments and/or suggestions on éxelpsigosédraud, forgery,|and
robbery from the applicatitimeafinimum threshold for the inclusion of a loss event? If so, please explain
your views and suggestions

ORZ2B.SPECIFICCRITERIA ONOSSDATAIDENTIFICATIQROLLECTION ANOREATMENT

The Building of the Standardized Approach Loss Data Set

495,

Building an acceptable loss data set from the available internal data requires that the licensee develop po
and preedures to address several features, including gross loss definition, reference date and grouped los
[BCBS December 2017 par 20]

Gross Loss, Net Loss, and Recovery Identification

496.
497.
498.

499.

500.

Gross loss is a loss before recoveries of dBZBfp&ecember 20474
Net loss is defined as the loss after taking into account the impact [@aeeaverciesher 2017 par 21]

A recovery is an event whereby funds or inflows of economic benefits are recepadyftoncavtrird
losses arising from opematiloss. A recovery must be separated3fIRe December 2017 par 21]

Licensees must be able to identify the gross loss amimsnism@recoveries, and insurance recoveries

for all operational loss events. Licensees shall use lossesveeiesf(including insurance recoveries) in

the loss dataset. However, recoveries can be used to reduce losses only after the licensee receives payr
Receivables do not count as recoveries. Verification of payments received to net loskbtantist be provi
Central Bank upon requesBS December 2017 par 22]

The following items must be included in the gross loss computation of théBloBs dateeseter 2017
par 23]

a. Direct charges (i.e., impairments and settlements) to the finantial iosti 6 s P &L- accoun
downs due to operational risk event;

b. Costs incurred with a direct link to operational events (e.g., legal expenses directly related to the ev
external expense, and fees paid to advisors, attorneys, or suppliersogisciidirepair or
replacement) to restore the position that was prevailing before the operational risk event); and

137Examples of recoveries are payments received from insurers, repayments received from perpetratoesies fraud, and reca
of misdirected transfers.
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c. Provisions or reserves accounted for in the P&L against the potential operational loss impact;

d. Losses stemming from operational ritk witbra definitive financial impact, which are temporarily
booked in transitory and/ or suspense account
Material pending losses shall be included in the loss data set within a time peatedidtintiheensu
size and age of the pending item;

e. Negative economic impacts booked in a financial accounting period, due to operational risk eve
impacting the cash flows or financial statements of previous financial accounting periods (timi
| os$¥mtOdri al Atiming | ossesodo shall be incl ude
risk events that span more than one financial accounting period and give rise to legal risk.

501. The following items shall be excluded from the gross lossaufitipritasis data E8tBS December 2017
par 24]

Costs of general maintenance contracts on property, plant or equipment.

b. Internal or external expenditures to enhance the business after the operational risk losses: upgrac
improvements, risk assessmiiatives and enhancements; and

c. Insurance premiums.

502. Licensees must use the date of accounting for building the loss data set. The licensee must use a date no
than the date of accounting for including losses related to legal eventsiisehé-todeglaltioss events,
the date of accounting is the date when a legal reserve is established for the probable estimated loss in the
[BCBS December 2017 par 25]

503. Losses caused by a common operational risk event or by related operatfooaeritikneydut posted
to the accounts over several years, shall be allocated to the corresponding years of the loss database, ir
with their accounting treatietitS December 2017 par 26]

OR2C.EXCLUSION dEOSSES FROM THBSSCOMPONENT

504. Licenses may request supervisory approval to exclude certain operational loss events that are no lon
relevant to the organizationés risk profile. Tt
strong justificatiSAiBCBS December 2pa7 27]

505. The total loss amount and number of exclusions must be disclosed under Pillar 3 with appropriate narrat
including total loss amount and number of eXelasionscember 2017 par 28]

506. A request for loss exclusions is subject to a nthateshdétg. In addition, losses can only be excluded after
being included in a |Ilicenseesd operational ri sk
to divested activities will not be subject to a minimum operational résle loste ckidabperifticBS
December 2017 par 29]

138 Timing impacts typically relate to the occurrence of operational risk events that result in the temporary distortion c
institutionés financi al account s -tofnarkegrrors)rVéhiledhese eventsvd@ r st a-
not represent a true financial impact on the institution (net impact over time is zero), if the error corttanuesi@cross more t

financial accounting period, it may represent a material misrepresentation @frth@ mstithiti nanc i al stat eme
¥ n evaluating the relevance of operational | eofs event

the | oss event could occur i n ot he ruremsanckdvastedbbusinésbes asb a n k €
exampl es, supervisors expect the organizationémd analys
that the excluded loss experience has no relevance to other continuing activities or products.
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OR2D.ExXCLUSION dBIVESTERCTIVITIES FROM TBESINESSNDICATOR

507. Licensees may request supervisory approval to exclude divested activities from the calculation of the BI. |
exclusions must be disdas®er Pillar[BCBS December 2017 par 30]

ORZ2E.INCLUSION dEOSSES ANBIITEMSRELATED TMERGERS ANACQUISITIONS

508. The measurement and losses of the Bl must include losses and Bl items that result from acquisitions of
relevant business and mergerss December 2017 par 31]



PARTIIO DISCLOSURE

This part outlines the disclosure requirements for financial institutions calculating operational risk charges und
standardized approach.

ORG3A. DISCLOSURE

509. Although the Central Bank has set thguidlMoel, all licensees are required to disclose their annual loss
data for each of the ten years in the ILM calculatio@@#rsddwcember 2017 par 32]

510. Loss data is required to be reported on both a gross basis and after recoveries andAlbss exclusion
licensees are required to disclose each of thteBission each of the three years of the Bl component
calculation windg®CBS December 2017 par 32]
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APPENDICES

DEFINITION OF REGULATORY CAPITAL
Appendix DC

Diagrammatic RepresentatiBegulatory Capital under the Capital Adequacy Framework
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Tier 1 Tier 2
Capital Capital
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. >
'd ™
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Appendix DZ
Statutory Reserve Fund

1. Under the proposed capital adequacy framework, eveakidgpostitution, other than a foreign bank, will
maintain a reserve fund in Jamaica int@awhielend of each financial year, there will be transferred:

(a) Fifteerpercenof the net profits of the institution earned in that year until the reserperequafs fifty
its paidup capital; and

(b) Thereatfter, tgrcentf the net profits of tisiiution earned in that year until the amount at the credit of
the reserve fund is equal to thepaiabital of the institution.

2. Under the proposed capital adequacy framework, every foreign bank will maintain a reserve fund in relation
branch perations in Jamaica into which, at the end of the financial year, there will be transferred:

(a) Fifteempercentf net profits earned in that year from its branch operations in Jamaica until the reserve eque
fiftypercenof its assigned capital; and

(b) Theeafter, tepercenof the net profits earned in that year from its branch operations in Jamaica until the
amount at the credit of the reserve find is equal to the assigned capital of the foreign bank.

The reserve fund will, under the proposed eapitadyafiamework, consist of unencumbered assets that are
specifically and exclusively assigned by the foreign bank to the financing of its branch operations in Jamaic
are not available to finance any other operation of the foreign bank.

3. Nothing iparagraph (19r (2)of this appendix shall prevelgipasitaking institutian a foreign bank in
relation to its branch operations in Jamaica from:
(a) transferring more than the prescribed percentage of the net profits in any year todts reserve fund;
(b) maintaining a reserve fund in an amount in excess-opitap#a or its assigned capital, as the case
may be.

4. For the purposes of this section, referencespocpgithl will, in relation to building societies, mean the total
amount paigp on their capital share and permanent capital fund, as the case may be.

5. For the purposes of this section, "net profits" means profits after the deduction of income tax, but will not inc
(a) any unrealized surplus arising from a revaluation o$ thietlekiositaking institutioother than
foreign currency; and
(b) profits arising from

(i) asale of the assets ofiositaking institutioma connected person, where the sale is not for cash
or is funded in whole or in part by a loan frstitukien or another entity within the same financial
group;

(i) any resale, other than for cash, bggbsitaking institutioh assets purchased from a connected
person; or
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(iif) any profit or gain, whether resulting from an artificial or fictitiious arastbacwise, that the
Supervisor is satisfied does not in fact result in an increase to the net capitablppsgion of the
taking institution

so, however, that the Supervisor may, in writing, permit profits pefaigeapto Sy thé appendix to be
treated as net profits for the purposes of this section.

6. The depodiaking institution shall act in accordanuaragtiaph of this appendix, where

(a) The amount at the credit of the reserve fund of thHakilegasgtitution e&ds its paigb capital or
assigned capital; and

(b) The depodiaking institution intends to reduce its reserve fund.
7. Thedepositaking institutishall, in writing

(a) Notify the Supervisor; and
(b) Apply, in writing, to the Supervisor for permisime titsreeserve fund.

8. The Supervisor may permiepesitaking institutiém reduce its reserve fund by an amount not exceeding
the amount of the excess referrepa@graph 6(af this appendix.
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Appendix D&
Amortization of Tier 2 Capital

Tier 2 Capital Calculations: Determination of Capital Value of Tier 2 Instruments with an Original Term to Matu
Five Years or More.

AVIORTIZATION OER2 CAPITAL

TABLE D&
Remaining Term to Maturity % of value included in Tier 2 Capital
5 yearsiomore 100%
4 years or more but less than 5 years 80%
3 years or more but less than 4 years 60%
2 years or more but less than 3 years 40%
1 year or more but less than 2 years 20%
Less than 1 year 0%




Appendix D€
Further Explanation:

Investments ibanking, finan@ab insurance entities that are outside the scope of regulatory consolidation and
where the licensee does not own more than 10% of the issued ordinary share cdpitsd| ab ) @ptiigo]

A. Investments are comprisedaat dindirect and synthetic holdings of capital instruments. For example, licensees

should examine holdings of index securities to establish their underlying holdings of capital.

B. To be included are holdings in both the banking book and tradpiigieokcl@ve of ordinary stock, and

all other types of cash and synthetic capital instruments (e.g. subordinated debt). It is the net long positior

must be included. That is, the net positive of gross long position minus short qzosaiti amsl @iy

exposure where the maturity of the short position either mirrors the maturity of the long position or has a re:

maturity of at least one year.

C. Underwriting positions held for five working days or less may be excluded wireygassitiohsriveld for
more than five working days must be included.

D. If the capital instrument of the entity in which the licensee has invested fails to meet the criteria for Common |

Tier 1, Additional Tier 1, or Tier 2 Capital of the liceap#a) theo be classified as ordinary shares for the
purposes of this regulatory adjustment.

E. Under the proposed capital adequacy framework, licensees will be allowed, with prior approval of the Super

to exclude temporarily certain investmenta thadeontext of resolving or providing financial assistance to
reorganize a distressed institution from the treatmentpardigeegbirs 71 to oF this consultation paper.
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Appendix D&
Further Explanation:

Significant investmentsdrc#piteof banking, finaneiadl insurance entities that are outside the scope of
regulatory consolidatizziel HParagraph 85]

A. Investments are comprised of direct, indirect and synthetic holdings of capital instruments. For example, lice
should exanme holdings of index securities to establish their underlying holdings of capital.

B. To be included are holdings in both the banking book and trading book. Capital is inclusive of ordinary stocl
all other types of cash and synthetic capital itssteugnesubordinated debt). It is the net long position that
must be included. That is, the net positive of gross long position minus short positions in the same undet
exposure where the maturity of the short position either mirrors thieentagrippsifion or has a residual
maturity of at least one year).

C. Underwriting positions held for five working days or less may be excluded whereas underwriting positions he
more than five working days must be included.

D. If the capital instrunadrihe entity in which the licensee has invested fails to meet the criteria for Common Equi
Tier 1, Additional Tier 1, or Tier 2 Capital of the licensee, the capital is to be classified as ordinary shares ft
purposes of this regulatory adjustment.

There is an allowance for national discretion for licensees, with prior Supervisory approval, to omit tempo
certain investments that have been made with the purpose of resolving or providing financial assistanc
reorganize a distressed ingtitutio

E. Under the proposed capital adequacy framework, licensees will be allowed, with prior approval of the Super
to exclude temporarily certain investments made in the context of resolving or providing financial assistan

reorganize a distressetitirion from the treatment outlipachigraphs 78 and @Bthis consultation paper.
[Basel HParagraph 80]



Consultation Paper: Proposals for the Implementation of the Basel Ill Regulatory Capital Framework

CREDIT RISBAPITAL CHARGE
Appendix CR
The Eligibility Criteria for External Credit Ratings Agencies

An ECAI must satisfy each of theifig) eight critefizCBS December 2017 par 99]

1. Objectivity The methodology for assigning external ratings must be rigorous, systematic and subject to so
form of validation based on historical experience. Moreover, external ratings mustgoéngulgeietvio
and responsive to changes in financial condition. Before being recognized by supervisors, a rating method
for each market segment, including rigorous back testing, must have been established for at least one yea
preferably threeays.

2. Independenceéin ECAI should be independent and should not be subject to political or economic pressures t
may influence the rating. In particular, an ECAI should not delay or refrain from taking a rating action based
potential effect (econic, political or otherwise). The rating process should be as free as possible from an
constraints that could arise in situations where the composition of the board of directors or the sharehc
structure of the CRA may be seen as creating af éotdtiesto Furthermore, an ECAI should separate
operationally, legally and, if practicable, physically its rating business from other businesses and analysts.

3. International access/transparentie individual ratings, the key elements underlinirgstherdssad
whether the issuer participated in the rating process should be publicly avatdbidivn lrasa) unless
they are private ratings, which should be at least available to both domestic and foreign institutions with legit
interesand on equivalent terms. In addition, the ECA
arriving at ratings should be publicly available.

4. Disclosure An ECAI should disclose the following information: its code of conduct; the ajeitgeral nature
compensation arrangements with assessed entities; any confliétd ofhatB@al's compensation
arrangement§ its assessment methodologies, including the definition of default, the time horizon, and tt
meaning of each rating; the actudt datiesi experienced in each assessment category; and the transitions of

the ratings, for example, the |ikelihood of 06CQS
10At a minimum, the following situations and ¢tihshkalr infl
be disclosed:

wThe ECAIl is being paid to issue a credit rating by the rated entity or by the obligor, origimatar;angterofritee
rated obligation;
w The ECAI is being paid by subscribers with a financial interest that could be affected by a credit rating action of the E
wThe ECAI is being paid by rated entities, obligors, originators, underwritersudnsarigers for services other than
i ssuing credit ratings or providing access to the EC
w The ECAIl is providing a preliminary indication or similar indication of credit quality to an entity, okligiteoriginator, und
or arrangy prior to being hired to determine the final credit rating for the entity, obligor, originator, underwriter, or arran
and
wThe ECAI has a direct or indirect ownership interest in a rated entity or obligor, or a rated entity orapbligor has a dire
indirect ownership interest in the ECAI.
141An ECAI should disclose the general nature of its compensation arrangements with rated entities, obligors, lead underw
or arrangers.
When the ERA receives from a rated entity, obligor, originatowriead andeanger compensation unrelated to its credit
rating services, the ECAI should disclose such unrelated compensation as a percentage of total annual compensation re
from such rated entity, obligor, lead underwriter, or arrangeain thedi¢lating report or elsewhere, as appropriate.
An ECAI should disclose in the relevant credit rating report or elsewhere, as appropriate, if it receiveenb@@ or more of its
revenue from a single client (for example, a rated entayigoidigor Jead underwriter, arranger, or subscriber, or any of their
affiliates).
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as soon as practicably possible after issuance. When digttagitigeainformation should be provided in
plain language, indicating the nature and limitation of credit ratings and the risk of unduly relying on them to
investments.

5. ResourcesAn ECAI should have sufficient resources to carngualithigitit assessments. These
resources should allow for substantial ongoing contact with senior and operational levels within the ent
assessed in order to add value to the credit assessments. In particular, ECAIs should assign analysts
appropriate @wledge and experience to assess the creditworthiness of the type of entity or obligation beil
rated. Such assessments should be based on methodologies combining qualitative and quantitative approa

6. Credibility To some extent, credibility is dériveddm t he criteria above. I n a
external ratings by independent parties (investors, insurers, trading partners) is evidence of the credibility «
ratings of an ECAI. The credibility of an ECAI is also underpenistdrinetbéinternal procedures to prevent
the misuse of confidential information. In order to be eligible for recognition, an ECAI does not have to as
firms in more than one country.

7. Noabuseof unsolicited ratingsECAls must not use unsoliciiagsrad put pressure on entities to obtain
solicited ratings. Supervisors should consider whether to continue recognizing such ECAIs as eligible for ¢
adequacy purposes, if such behaviour is identified.

8. Cooperation with the SupervisBCAIls shouldtify the Supervisor of significant changes to methodologies
and provide access to external ratings and other relevant data in order to support initial and contin
determination of eligibility.
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Appendix CGR

Multilateral Development BanbilBidgTriteria to get 0%-Riskhting

Exposures to MDBs that fulfil to the BCBS6 satisf
0%:BCBS December 2017 para 14]

a.

very higlquality longprm issuer ratings, that is, aimgjgr of an MDB&6s ext er na
(CQS 1);

a shareholder structure that comprises a significant proportion of sovereigma vggbdong
external ratings ofiAEQS 1) or better; or, the majority of itaigingd in the form of {raid
equity/capital and there is little or no leverage;

strong shareholder support demonstrated by the amouirt cépgaid contributed by the
shareholders; the amount of further capital the MDBs have the right to call, if required, to repay tt
liabities; and continued capital contributions and new pledges from sovereign shareholders;

adequate capital and liquidity levels {@a/case approach is necessary in order to assess whether
each MDB6és capital and |l iqguidity are adegquat

strict statory lending requirements and conservative financial policies, which would include among ott
conditions a structured approval process, internal creditworthiness and risk concentration limits (
country, sector, and individual exposure and credi}, datgg exposures approval by the board or

a committee of the board, fixed repayment schedules, effective monitoring of use of proceeds, sts
review process, and rigorous assessment of risk and provisioning to loan loss reserve.
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Appendi€R3

Criteria for Determining the Applicable Risk Weight Bucket under the Standardized Credit Risk Assessmen
Approach (SCRALBS December 2017 paras 22 to 29]

Grade A

1. Grade A refers to exposures to DTIs, where the counterparty DTI has citletuateaaibeir financial
commitments (including repayments of principal and interest) in a timely manner, for the projected life of the ¢
or exposures and irrespective of the economic cycles and business conditions.

2. A counterparty DTI classifieo Grade A must meet or exceed the published minimum regulatory requirements
and buffers established by its national supervisor as implemented in the jurisdiction where it is incorporated, ¢
for banspecific minimum regulatory requirementfsrsrtimaif may be imposed through supervisory actions
(for example, via Pillar 2) and not made public. If such minimum regulatory requirements and buffers (other
bankspecific minimum requirements or buffers) are not publicly disclosed or etnesilabée bsidthe
counterparty DTI then the counterparty DTl must be assessed as Grade B or lower.

3. If, as part of its due diligence, a DTI assesses that a counterparty DTI does not meet the definition of Grade
paragraphs 1 and 2, exposuresdouhterparty DTI must be classified as Grade B or Grade C.

Grade B

4. Grade B refers to exposures to DTIs, where the counterparty DTI is subject to substantial credit risk, suc
repayment capacities that are dependent on stable or favourablebesoressicanditions.

5. A counterparty DTI classified into Grade B must meet or exceed the published minimum regulatory requirer
(excluding buffers) established by its national supervisor as implemented in the jurisdiction where it is incorpo
except for bardpecific minimum regulatory requirements that may be imposed through supervisory actions (
example, via Pillar 2) and not made public. If such minimum regulatory requirements are not publicly disclos
otherwise made available by tmtecparty DTI then the counterparty DTI must be assessed as Grade C.

6. DTlIs will classify all exposures that do not meet the requirements outlined in paragraphs 1 and 2 into Gra
unless the exposure falls within Grade C under paragraphs 7 and 8.

Grace C

7. Grade C refers to higher credit risk exposures to DTIs, where the counterparty DTI has material default risk
limited margins of safety. For these counterparties, adverse business, financial, or economic conditions are
likely to lead, oneded, to an inability to meet their financial commitments.

8. At a minimum, if any of the following triggers is breached, a DTI must classify the exposure into Grade C:

- The counterparty DTI does not meet the criteria for being classified as résadet Bowtth
published minimum regulatory requirements, as set out in paragraphs 4 and 5; or

- Where audited financial statements are required, the external auditor has issued an adverse audit opi
or has expressed substantial doubt about the doynterpafF | 6 s abi |l ity to cont
its financial statements or audited reports within the previous 12 months.

Even if these triggers are not breached, a DTI may assess that the counterparty DTI meets the definition in pare
7 above. linat case, the exposure to such counterparty DTI must be classified into Grade C.



Appendix GR
Criteria for Determining the Value in the Loan to ViB@BRdlecember 2017 par 62]

1. The LTV ratio is the amount of the loan divided by the vabpeythécpnsees shall maintain the value of
the property at the value measured at origination unless the Supervisor elects to require licensees to revis
property value downwérd@he value must be adjusted if an extraordinary, idiosyncraticsenesutl g
in a permanent reduction of the property value. Modifications made to the property that unequivocally increzs
value could also be considered in the LTV. When calculating the LTV ratio, the loan amount will be reduced
loan amor#s.[BCBS December 2017 par 62]

2. The LTV ratio must be prudently calculated in accordance with the following requirements:

a. Amount of the loarincludes the outstanding loan amount and any undrawn committed amount of the
mortgage lo#A The loan amount nlgstalculated gross of any provisions and other risk mitigants.

b. Value of the propertyhe valuation must be appraised indep¥ndeirity prudently conservative
valuation criteria. To ensure that the value of the property is appraised in a&pratientiyacores,
the valuation must exclude expectations on price increases and must be adjusted to take into accoun
potential for the current market price to be significantly above the value that would be sustainable over th
of the loan. If aarket value can be determined, the valuation should not be higher than th& market value
Licensees should have appropriate mechanisms in place for regularly assessing the market value of

property.

3. A guarantee or financial collateral may be reasgnizedit risk mitigant in relation to exposures
secured by real estate if it qualifies as eligible collateral under the credit risk mitigation framework. This |
include mortgage insurdfitét meets the operational requirements of the crédatitak fnimework
for a guarantee. Licensees may recognize these risk mitigants in calculating the exposure amount; how
the LTV bucket and risk weight to be applied to the exposure amount must be determined before the
application of the appropratitaisk mitigation technique.

142|f the value has been adjusted downwards, a subsequent upwards adjustment can be made but not to a higleeatvalue than the va
origination.

143If a bank grants diffédeans secured by the same property and they are sequential in ranking order (that is, there is no intermediate li
from another bank), the different loans should be considered as a single expeigintéenéppuigtoses, and the amount of the loans

should be added to calculate the LTV ratio.

144The valuation must be done independently from the bank6s mo
145In the case where the mortgage loan is financing the purchase of the puepeftheipeomerty for LTV purposes will not be higher

than the effective purchase price.

146A bankds use of mor tRSBBriaciplenfer soura residentia mastgagedindanivriting GApril 2012k



Appendix CR
Criteria for an Instrument to be considered an Equity Exposure (BCBS December 2017, paragraph 49)

An instrument is considered to be an equity exposure if it meets all of the following requirements:

(a) Itis iredeemable in the sense that the return of invested funds can be achieved only by the sale of the invest
or sale of the rights to the investment or by the liquidation of the issuer;

(b) It does not embody an obligation on the part of the issuer; and

(c) It onveys a residual claim on the assets or income of the issuer.
Additionally any of the following instruments must be categorized as an equity exposure:

An instrument with the same structure as those permitted as Tier 1 capital for banking organizations.
2. An instrument that embodies an obligation on the part of the issuer and meets any of the following condition
(a) The issuer may defer indefinitely the settlement of the obligation;

(b)) The obligation requires ( otbyigsuancendfd fixed aumbet dithe i s s
i ssuerds equity shares;

(¢ The obligation requires (or permits at the iss
the issuerd6s equity shares an dligtioneid attributable tp,ar i b
comparable to, and in the same direction as, t
shares4or,

(d) The holder has the option to require that the obligation be settled in equity shar@dnuhiesssither (i
of a traded instrument, the supervisor is content that the bank has demonstrated that the instrument tr:
more like the debt of the issuer than like its equity, or (ii) in thereatss df stomments, the supervisor
is content thdtet bank has demonstrated that the instrument should be treated as a debt position. In case
() and (i), the bank may decompose the risks for regulatory purposes, with the consent of the supervisc

Debt obligations and other securities, partnerslagised or other vehicles structured with the intent of conveying
the economic substance of equity ownership are considered an ééfityihoidindes liabilities from which
the return is linked to that of equities.

Conversely, equity invessrbat are structured with the intent of conveying the economic substance of debt holding
or securitization exposures would not be considered an equity holding.

147For certain obligations thateequor per mit settl ement by issuance of a
change in the monetary value of the obligation is equal to the change in the fair value of a fixed numbéiphieequity shares mt
by a specified factor. Tholigattons meet the conditions of item 3 if both the factor and the referenced number of shares ar
fixed. For example, an issuer may be required to settle an obligation by issuing shares with a value equal to three time
appreciation in the fair vafue000 equity shares. That obligation is considered to be the same as an obligation that require
settlement by issuance of shares equal to the appreciation in the fair value of 3,000 equity shares.

148Equities that are recorded as a loan but aristefitieyaity swap made as part of the orderly realization or restructuring of
the debare included in the definition of equity holdings. However, these instruments may not attract a lower capital charge
would apply if the holdings remained in the debt portfolio.
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Appendix CR

Capital Treatment for Failed Trades aDélNery versus Payment Systenadtians (BCBS 2006, Annex 3
and BCBS 2017 par 87)

A. Overarching Principles

1. Licensees should continue to develop, implement and improve systems for tracking and monitoring

credit risk exposures arising from unsettled and failed transactionsit@sfapprogucing
management information that facilitates action on a timely basipgragragiit 106 and 167
this Framework.

2. Transactions settled through a debvsugpayment system (D¥P)providing simultaneous

exchanges of securitiesfsh, expose firms to a risk of loss on the difference between the transaction
valued at the agreed settlement price and the transaction valued at current market price (i.e. posi

current exposure). Transactions where cash is paid withouheeceipesgonding receivable

(securities, foreign currencies, gold, or commodities) or, conversely, deliverables were delivered witl

receipt of the corresponding cash paymé&ntRnon fredelivery) expose firms to a risk of loss on

the full amount@ash paid or deliverables delivered. The current rules set out specific capital charge:

that address these two kinds of exposures.

3. The following capital treatment is applicable to all transactions on securities, foreign exchan
instruments, and comriesdthat give rise to a risk of delayed settlement or delivery. This includes

transactions through recognized clearing houses that are subjecttimndaiketreamk payment
of daily variation margins and that involve a mismatched trade. Reperadrasepanchase

agreements as well as securities lending and borrowing that have failed to settle are excluded from

capital treatment.

4. In cases of a system wide failure of a settlement or clearing system, a national supervisor may use

discrd@bn to waive capital charges until the situation is rectified.

5. Failure of a counterparty to settle a trade in itself will not be deemed a default for purposes of credit

under this Framework.

B. Capital Requirements

6. For DvP transactions, if the payimave not yet taken place five business days after the settlement
date, licensees must calculate a capital charge by multiplying the positive current exposure of t

transaction by the appropriate factor, accdralig @R 4below.

A reasonable trétien period may be allowed for licensees to upgrade their information system to be
able to track the number of days after the agreed settlement date and calculate the corresponding ca

charge.

7. For novVP transactions (i.e. free deliveries), difter¢bptractual payment or delivery leg, the bank
that has made the payment will treat its exposure as a loan if the second leg has not been receivec
the end of the busines$¥dycensees under the standardized approach will use the stakdardized ri

149F0r the purpose of this Framework, DvP transactions includeapagmient (PvP) transactions.

150|f the dates when two payment legs are made are the same according to the time zones where each payment is made

deemed that they are settled on the same day. For example, if a bank in Tokyo transfefapaenStandiaydXTime)
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weights set forth in this Framework. However, when exposures are not material, licensees may cho
to apply a uniform 100%wesght to these exposures, in order to avoid the burden of a full credit

assessment.
CAPITAIREQUIREMENTS TABLE CRL4
Numbr of Working Days after the greed Settlement Dz Corresponding Risk Multiplier
From 5 to 15 8%
From 16 to 30 50%
From 31 to 45 75%
46 or more 100%

8. If five business days after the second contractual payment/delivery date the secend leg has not y
effectively taken place, the bank that has made the first payment leg will deduct from capital the full
amount of the value transferred plus replacement cost, if any. This treatment will apply until the secc
payment/delivery leg is effectively made.

and receives corresponding US Dollar via CHIPS on day X (US Eastern Standard Time), the settlement is deemed to take
on the same value date.



Appendix CR

Eligible Financial Collateral under the Simple Approach for Credit Risk Mitigation (BCBS December 2017, para

A.

The following collateral instruments are eligible for recognition in the simple agp@ash:
December 2017 par 148]

a. Cash (awell as certificates of deposit or comparable instruments issued by the lending bank) on deposit \
the bank that is incurring the counterparty éxg&sure.

b. Gold.

c. Debt securities rated by a recognized ECAIl where these are either:

at least BBwhen issd by sovereigns or PSEs that are treated as sovereigns by the national
supervisor; or

i. at least BBBwhen issued by other entities (including banks and other prudentially regulated

financial institutions); or
at least &/R3 for shoterm debt instrungent

d. Debt securities not rated by a recognized ECAI where these are:

i.
ii.
iii.
iv.

Vi,

issued by a bank; and
listed on a recognized exchange; and
classified as senior debt; and

all rated issues of the same seniority by the issuing bank are rated at |ldastBBBa
recognized ECAI; and

the bank holding the securities as collateral has no information to suggest that the issue justifie
rating below BB8r A3/R3 (as applicable); and

the Supervisor is sufficiently confident that the market liquidity abthdexpcatety

e. Equities (including convertible bonds) that are included in a main index.

f. Undertakings for Collective Investment Schemes and mutual funds where:

a price for the units is publicly quoted daily; and

the collective investment schemes/mutiglifoited to investing in the instruments listed in this
Appendig?

151 Caskunded credihked notes issued by the bank against exposures in thedbathidhdubiv the criteria for credit
derivatives are treated as-caateralized transactions.

152When cash on deposit, certificates of deposit or comparable instruments issued by the lending bank ara held as collater
thirdparty bank in a narstodial arrangement, if they are openly pledged/assigned to the lending bank and if the
pledge/assignment is unconditional and irrevocable, the exposure amount covered by the collateral (aftetsany necessary h
for currency risk) receives the iightwéthe thigdrty bank.

153However, the use or potential use by a collective investment schemes/mutual fund of derivative instruments solely to |
investments listed inBa@gshall not prevent units in that collective investment schefoed/fnotiudleing eligible financial

collateral.
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Appendix G&
Exemptions to the Risk Weight Floor under the Simple Approach (BCBS December 2017 para 150)

Repastyle transactions that fulfil all of the following conditions are tectinpm the riskveight floor under
the simple approacfBCBS December 2017 par 150]

a.

Both the exposure and the collateral are cash or a sovereign security or PSE security qualifying for a 0%
weight under the standardized approach;

Both the exposuwaed the collateral are denominated in the same currency;

Either the transaction is overnight or both the exposure and the collateral are marked to market daily anc
subject to daily remargining;

Foll owing a count er p aatisyequired besmiedn the lastometker befora r g i n
the failure to remargin and the liquidation of the collateral is considered to be no more than four business d
The transaction is settled across a settlement system proven for that igpe of transact

The documentation covering the agreement is standard market documestgtotrdosagtions in the

securities concerned,;

The transaction is governed by documentation specifying that if the counterparty fails to satisfy an obligati
delver cash or securities or to deliver margin or otherwise defaults, then the transaction is immediat
terminable; and

Upon any default event, regardless of whether the counterparty is insolvent or bankrupt, the bank has
unfettered, legally enforcealeto immediately seize and liquidate the collateral for its benefit.



Appendix CR
General Treatment of Maturity Mismatches (BCBS December 2017 para 126 to 130)

For the purposes of calculatingeigkted assets, a maturity mismatch occurs rehelughienaturity of a credit
protection arrangement (for example, hedge) is less than that of the underlying exposure. (BCBS 2017, par 12¢

1.

2.

In the case of financial collateral, maturity mismatches are not allowed under the simple approach.

For guaranteasd credit derivatives, in the case of maturity mismatches, the amount of credit protection that
provided must be adjusted in accordance with the following paragraphs. When there is a maturity mismatc
credit protection arrangement may onlygné&eseti the original maturity of the arrangement is greater than or
equal to one year, and its residual maturity is greater than or equal to three months. In such cases, CRM m
partially recognized as detailed below. (BCBS 2017, par 128)

When there a maturity mismatch with recognized credit risk mitigants, the following adjustment applies:

p_p.1=025
T—-0.25
Where:
Pa= value of the credit protection adjusted for maturity mismatch
P = credit protection amount (for example, guarantee amount) adjusted
for any haints
t = min {T, residual maturity of the credit protection arrangement expressed in years}
T = min {five years, residual maturity of the exposure expressed in years}

The maturity of the underlying exposure and the maturity of the hedge must lootihskbevdéfiely.

The effective maturity of the underlying must be gauged as the longest possible remaining time before
counterparty is scheduled to fulfil its obligation, taking into account any applicable grace period.

For the hedge, (embeddptiras that may reduce the term of the hedge must be taken into account so that the
shortest possible effective maturity is used. For example: where, in the case of a credit derivative, the prote
seller has a call option, the maturity is thédagt.cal

Likewise, if the protection buyer owns the call option and has a strong incentive to call the transaction at th:
call date, for example because of@psiegost from this date on, the effective maturity is the remaining time
to the firstall date.
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Appendix CR)

Reference meaning of the Rating Categories per Credit Quality Step

REFERENCE MEANINGTEIERATINGCATEGORIES PEIREDITQUALITYSTEP TABLECR15
Credit
Quality Meaning of the Rating Category
Step

1 The rated entity has emélg/very strong capacity to meet its financial commitments and
minimal/very low credit risk
The rated entity has strong capacity to meet its financial commitments and is subject

2 but is somewhat more susceptible wvireeaeffects of changes in circumstances and
conditions than rated entities in CQS 1.
The rated entity has adequate capacity to meet its financial commitments and is suk

3 credit risk. However, adverse economic conditiogingr clamstances are more likely to
a weakened capacity of the rated entity to meet its financial commitments.
The rated entity has the capacity to meet its financial commitments but is subject to

4 risk. It faces major ongaincertainties and exposure to adverse business, financial,
conditions, which could lead to the rated entity's inadequate capacity to meet its finan
The rated entity has the capacity to meet its financial commérsebijiscbtw ihigh credit

5 Adverse business, financial, or economic conditions will likely impair the rated ent
willingness to meet its financial commitments.
The rated entity is currently vulnerable or highly vulnerableeahdois/eybhigh credit

6 including in or very near to default. It is dependent upon favourable business, financi
conditions to meet its financial commitments.

7 Unrated entity

Mapping of Lofigrm Issuer Rating Scales to Credliy Qtegds*

MAPPING ORATINGSCALES T@REDITQUALITYSTEPS TABLECR16
nglrig;jgtep S&PGs Moody Fitch CariCRIS

1 AAA to AA Aaa to Aa3 AAA to AA AAA

2 A+to A Alto A3 A+to A AAA

3 BBB+ to BBB Baal to Baa3 BBB+ to BBB AA+ to AA

4 BB+ tBB Bal to Ba3 BB+ to BB A+to A

5 B+toB B1to B3 B+toB BBB+ to BBB

6 CCC+ and below Caal and below CCC+ and below BB+ and below

7 Unrated Unrated Unrated Unrated

%This was crafted using Cari CRI S6 own mapping of

t

he
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MARKET RISK CAPITAL CHARGE
Appendix MR

Operational requirements for lggdgtrument purchased through the trading book and admitted for internal

1.

transfers (BCBS 2006 para 191 to 194, and BCBS 2019 para 25.21)

In order for a hedging instrument contract to be recognized, the following conditions {@Gsi be satisfied:
2006 pragraph 1&nd BCBS 2019 para 25.21)

(a) The credit events specified by the contracting parties must at a minimum cover:

w failure to pay the amounts due under terms of the underlying obligation that are in effect at the tims
such failure (with a gracegehat is closely in line with the grace period in the underlying obligation);

w bankruptcy, insolvency or inability of the obligor to pay its debts, or its failure or admission in writing
inability generally to pay its debts as they becondeatiadg@mus events; and

w restructuring of the underlying obligation involving forgiveness or postponement of principal, interes
fees that results in a credit loss event (i.eoffhapgeific provision or other similar debit to the profit
and lossaount). When restructuring is not specified as a credit event, refer2tbgbanagraph

(b) If the credit derivative covers obligations that do not include the underlying obligation, section (g) be
governs whether the asset mismaitch is permissible.

(c) Tre credit derivative shall not terminate prior to expiration of any grace period required for a default
the underlying obligation to occur as a result of a failure to pay.

(d) Credit derivatives allowing for cash settlement are recognized for eapitabfarrpesa robust
valuation process is in place in order to estimate loss reliably. There must be a clearly specified pe
for obtaining pasedit event valuations of the underlying obligation. If the reference obligation specifie
in the credikedvative for purposes of cash settlement is different than the underlying obligation, sectic
(g) below governs whether the asset mismatch is permissible.

(e)l f the protection purchaser6s r i ghgrdvidebis | ity
required for settlement, the terms of the underlying obligation must provide that any required conset
such transfer may not be unreasonably withheld.

() The identity of the parties responsible for determining whether a credit esémbsishecciaarly
defined. This determination must not be the sole responsibility of the protection seller. The proteci
buyer must have the right/ability to inform the protection provider of the occurrence of a credit event.

(9) A mismatch between théedying obligation and the reference obligation under the credit derivative
(i.e. the obligation used for purposes of determining cash settlement value or the deliverable obligat
is permissible if (1) the reference obligation ranks pari pésguniithathe underlying obligation,
and (2) the underlying obligation and reference obligation share the same obligor (i.e. the same le
entity) and legally enforceabledefeslt or croasceleration clauses are in place.
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(h) A mismatch betweea tmderlying obligation and the obligation used for purposes of determining
whether a credit event has occurred is permissible if (1) the latter obligation ranks pari passu with c
junio to the underlying obligaiod,(2) the underlying obligatibmederence obligation share the
same obligor (i.e. the same legal entity) and legally enforcdafdelcmssross acceleration
clauses are in place.

2. When the restructuring of the underlying obligation is not covered by the credithgeotiaive, but
requirements in paragrbpte met, partial recognition of the credit derivative will be allowed. If the amount
of the credit derivative is less than or equal to the amount of the underlying obligation, 60% of the amou
the hedge can be guiaed as covered for capital purposes. If the amount of the credit derivative is large
than that of the underlying obligation, then the amount of eligible hedge for capital purposes is capped at
of the amount of the underlying obligatiarapTé®0% on a credit derivative without a restructuring
obligation only applies with regard to recognition of credit risk mitigation of the banking book instrumer
regulatory capital purposes and not with regard to the amount of the interBICBE 280sfgara
192 and BCBS 2019 para 25.21 footnote 7)

3. Only credit default swaps and total return swaps that provide credit protection equivalent to guarantees
be eligible for recognition. The following exception applies. Where a baplotacy®rcrduidugh a
total return swap and records the net payments received on the swap as net income, but does not re
offsetting deterioration in the value of the asset that is protected (either through reductions in fair value
an addition tegerves), the credit protection will not be red®@LiE2@006 paragraph 193)

4. Other types of credit derivatives will not be eligible for recognitio(BEIB8s20D& paragraph 194)



OPERATIONAL RISK CAPITAL CHARGE

Appendix OR

Definition of Bmess Indicator Components

BUSINESSNDICATOREFINITIONS

TABLE OR2

Bl Component
sheet items

P&L or balanci Description

Typical subtems

Interest, Lease an Interest Income

Dividend

Interest Expenses

Interest earning
assets (balance

sheet item)

Dividend income

Service Fee and commissi

income

Interest income from all financial o Interest income from loans anc
assets and other interest income  advances, assets available for
(includes interest income from assets held to maturity, trading
financial and operating leases a1 assets, financial leases and
profits from leased assets) operational leases

0 Interest imene from hedge
accounting derivatives

o Other interest income
o Profits from leased assets

Interest expenses from all financ o Interest expenses from deposi
liabilities and other interest expe  debt securities issued, financia
(includes interest expense from leases, and operating leases
financial and operating leases,
lossesdepreciation and impairm
of operating leased assets)

0 Interest expenses from hedge
accounting derivatives

o Other interest expenses
0 Losses from leased #sse

o Depreciation and impairment ¢
operating leased assets

Total gross outstanding loans, advances, interest bearing securiti
government bonds), and lease assets measured at the enchoiadseh

Dividend income from investments in stocks and funds not consol
financi al institutionbés finan
consolidated subsidiaries, associates and joint ventures.

Income received from providing Fee and commission income fron
advice and services. Includes ini 0 Securities (issuance, originatio
received by the financial instituti receptiontadnsmission, executic
an outsourcer of financial servicc  of orders on behalf of custome

o Clearing and settlement; Assel
management; Custody; Fiduci
transactions; Payment service:
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BUSINESSNDICATOREFINITIONS

TABLE OR?

Bl Component

P&L or balanc
sheet items

Description

Typical subtems

Financial

Structured finance; Servicing ¢
securitizations; Loan commitm
and guarantees given; and fort
transactions.

Fee and commissi Expenses paid for receiving adv  Fee and commission expenses fr

expenses

Other
income

operatir

Other
expenses

operatir

and services. Includes outsourci
fees paid by the financial institut
for the supply of financial service
but not outsourcing fees paid for
supply of ndinancial secés (e.g.
logistical, IT, human resources)
Income from ordipéinancial
institutionds ¢
other Bl items but of similar natu
(income from operating leases s
be excluded)

Expenses and losses fratimary
financial institutiayerations not
included in other Bl items but of
similar nature and from operatiol
loss events (expenses frparating
leases shall be excluded)

o Clearing and settlement; Custc
Servicing of securitizations; Lo
commitments and guarantees
received; and Foreign transact

o Rental income from investmen
properties

o Gains from nanrrent assets an
disposal groups classified as h
for @le not qualifying as
discontinued operations (IFRS
5.37)

o Losses from noarrent assets
and disposal groups classified
held for sale not qualifying as
discontinued operations (IFRS
5.37)

0 Losses incurred as a consequ
of operational loss events (e.g.
fines, penaltiestements,
replacement cost of damaged
assets), which have not been
provisioned/reserved for in pre
years

0 Expenses related to establishit
provisions/reserves for operati
loss events

Net profit (loss) (o Net profigbs on trading assets and trading liabilities (derivati
securities, equity securities, loans and advances, short positions,

the trading book

and liabilities)

o Net profit/loss from hedge accounting
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BUSINESSNDICATOREFINITIONS TABLE OR
Bl Component P&L or balanci Description Typical subtems
sheet items

o Net profit/loss from exchange differences

Net praf (loss) o1 o Net profit/loss on financial assets and liabilities measured at fair \
the banking book profit and loss

0 Realized gains/losses on financial assets and liabilities not meg
value through profit and loss (loans anckadeasets available for ¢
assets held to maturity, financial liabilities measured at amortize

o Net profit/loss from hedge accounting

o Net profit/loss from exchange differences




THEEND



