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Editorial

Dear Readers,

The new virus Covid-19 is representing a challenge to the handling of epidemic
diseases worldwide and is causing a great impact on the economic and financial
development of all countries, as well as on the social life of everybody.
Our way of working has even changed: remote working has become the new watchword. The current emergency led to an increase of the remote work, a characteristic
that if technologically it was already possible, it was less so in terms of culture
and habits. Lisa Agostoni in “Remote Working: Advices to Reduce Risks and
Boost Productivity” provides you some practical advices on how to maximize
benefits and minimizing drawbacks working from home showing how, in this context,
technology can play a pivotal role.
In the rest of the issue, we address attention one more time on two current topics
that are challenging the entire financial industry: the benchmark rates revolution
and the introduction of the new Standard Approach for Counterparty Credit Risk.
Within “New Market Standards” section you can read “The LIBOR reform and
the new Reference Rates revolution: Origin and guidelines” the first work
of a series on the same topic by Michele Bonollo, Paolo Cobuccio and Alessandro
Santocchi. In this contribute the authors focus the attention on the operational
changes expected within the interest rate market, in light of the indications provided
by the Regulators.
The issue ends with “New Challenge on SA-CCR: an Overview on Implementation Process” by Lorna Corna and Francesco Zorzi, a focus on the critical points
and the challenges that banks are facing in implementing the SACCR within their
risk chains. The authors, after a careful analysis of the main regulatory reviews in
recent years, provide you an overview of the implementation process within the risk
chain of a European bank.
Finally, we would also like to remind you of our newsletter service - this is a monthly
update on the most relevant topics about Risk Management. If you are interested
and have not yet received our newsletter suggestion, we invite you to subscribe on
our website.

Enjoy your reading!
Antonio Castagna
Luca Olivo
Giulia Perfetti
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What’s New
in the Industry

What’s New in the Industry

EBA Statement on Actions to Mitigate the Impact of COVID-19 on the EU Banking
Sector
The EBA, along with national competent authorities (CAs) and the
ECB, is coordinating a joint effort to alleviate the immediate
operational burden for banks at this challenging juncture. The EBA
recommends CAs to make full use of the flexibility embedded in the
regulatory framework and calls for heightened attention to risk.
For this reason, the EBA has decided also to postpone the EU-Wide
Stress Test exercise to 2021, this will allow banks to focus on and
ensure continuity of their core operations, including support for
their customers.
read more
Source European Bank Authority
Date March 2020

Accounting Implications of the COVID-19 Outbreak on the Calculation of Expected
Credit Losses in Accordance with IFRS 9
ESMA has issued a statement in order to promote consistent
application of IFRS in the European Union (EU) and avoid
divergence in practice on the application of IFRS 9 Financial
Instruments in the specific context of the COVID-19 outbreak. The
Statement addresses in particular the accounting implications of the
measures taken or proposed by national governments and EU bodies
to address the adverse systemic economic impact of the COVID-19.
read more
Source European Securities and Markets Authority
Date March 2020

Basel Committee Coordinates Policy and Supervisory Response to COVID-19
The Basel Committee's oversight body, the Group of Central Bank
Governors and Heads of Supervision (GHOS), has endorsed a set of
measures to provide additional operational capacity for banks and
supervisors to respond to the immediate financial stability priorities
resulting from the impact of COVID-19 on the global banking
system.
The measures endorsed by the GHOS comprise changes to the
implementation timeline of the outstanding Basel III standards (read
more) and support the provision of lending by banks to the real
economy (read more).
Source Bank for International Settlements
Date March 2020
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ECB Banking Supervision Provides Temporary Relief for Capital Requirements for
Market Risk
The ECB has announced a temporary reduction in capital
requirements for Market Risk, by allowing banks to adjust the
supervisory component of these requirements.
With this decision, the ECB is responding to the extraordinary levels
of volatility recorded in financial markets since the outbreak of the
COVID-19. As well as smoothing procyclicality, it aims to maintain
banks’ ability to provide market liquidity and to continue marketmaking activities.
read more
Source European Central Bank
Date April 2020

Reflections on Regulatory Responses to the COVID-19 Pandemic
The COVID-19 pandemic raises the prospect of a deep recession.
Hence the unprecedentedly broad-based policy response. To cushion
the economic blow, the authorities have deployed not only monetary
and fiscal policies but also prudential regulation and supervision
and other financial policies.
What types of financial measure have been implemented? What is
their rationale? What are their pros and cons? In this article the
authors address these questions based on a simple framework and a
set of principles that can guide the assessment.
read more
Source Bank for International Settlements
Date April 2020

The Recent Distress in Corporate Bond Markets: Cues from ETFs
The shock of COVID-19 has been large across asset classes, but the
blow to corporate bond markets was particularly pronounced.
Issuance in primary markets stopped, mutual funds saw sizeable
outflows, and secondary market yield spreads to government
securities widened very rapidly. In this note, the authors review the
impact that these developments had on European and US exchangetraded funds (ETFs) focused on corporate bonds. They do so to gain
insights on the functioning of the corporate bond market at times of
heightened stress.
read more
Source Bank for International Settlements
Date April 2020
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EBA Publishes Final Draft Standards on Key Areas for the EU Implementation of the
FRTB

FRTB

The EBA has published its final draft Regulatory Technical Standards
(RTS) on the new Internal Model Approach (IMA) under the
Fundamental Review of the Trading Book (FRTB). These final draft
Technical Standards have been grouped in three different
documents: the final RTS on liquidity horizons for the IMA; the final
draft RTS on back-testing and Profit and Loss Attribution (PLA)
requirements; and the final draft RTS on criteria for assessing the
modellability of risk factors under the IMA.
read more
Source European Bank Authority
Date March 2020

The Evolving Role of Collateral
In a poll of the audience at Eurex’s recent derivatives forum in
Frankfurt, a clear majority of respondents stated that the
optimisation of margin requirements is the biggest challenge
currently being faced in collateral management. This is not at all
surprising given the current market environment. Indeed,
optimisation will become an even greater challenge as we approach
the next phase in the implementation of the Uncleared Margin Rules
(UMR) and as volatility returns to the market – something we have
had a taste of in recent weeks.
read more
Source Eurex Clearing
Date March 2020

Brexit: Time to Move to Post-Brexit Business Models
Banks must now accelerate and complete the implementation of their
post-Brexit target operating models as agreed with their supervisors
and – in some cases – as set out in their SREP decisions. While a
number of banks are moving in the right direction, some still need to
take substantial action to trade, book and manage risk in the EU and
to adequately adjust governance, in line with the ECB’s Supervisory
expectations on booking models.
read more
Source European Central Bank
Date February 2020
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COVID-19: Impact Analysis on Italy’s Sovereign Risk
The epidemiological emergency linked to the spread of the virus
COVID-19 has triggered as of March 2020 a series of lockdown
measures by the Government Authorities with consequent impact on
the economic system of the country. The study aims to provide an
impact analysis on the Sovereign Risk of Italy in terms of the
evolution over time of the probability of default given significant
shocks to some important macroeconomic variables such as GDP,
deficit and public debt.
read more
Source Iason
Date April 2020

COVID-19: Measures to Mitigate Credit Risk - EBA and BIS Initiatives
The COVID-19 pandemic and the resulting profound economic crisis
we are experiencing has prompted several regulators to implement
support measures for the banking sector to ensure the continuation
of financing activities for the real economy. In this note the author
will focus on some initiatives aimed at mitigating Credit Risk
(default and RWA treatment, Accounting treatment) announced by
EBA and BIS.
read more
Source Iason
Date April 2020

Climate Change Risk: Overview on the Regulatory and Supervisory Evolution
In the 2015 Paris Agreement, National Governments agreed to
strengthen the global response to the threat of climate change.
Financial institutions have a key role to make finance flows
consistent with a pathway toward low greenhouse gas emissions and
climate resilient development. In 2019, EBA published its Action Plan
On Sustainable Finance, giving first hints on the approach that will
be followed addressing Climate Change Risks and the time-lines for
reports, advices, Guidelines and Technical Standards delivery.
Furthermore, ECB is currently developing an analytical framework
for carrying out a climate risk stress test analysis for the euro area
banking sector. The study would present the state of art on Climate
Change Risk.
read more
Source Iason
Date January 2020
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Structural FX (S-FX) Provision: EBA CP on the Treatment of Structural FX under 352(2)
CRR
The last EBA draft Guidelines (EBA/CP/2019/11) would ensure a
harmonized EU interpretation and implementation of Structural FX
provision contemplated in Article 352(2) of EU Regulation N.
575/2013. The draft has been developed considering both the
feedback of the industry on the 2017 Discussion Paper
(EBA/DB/2017/01) and the new treatment of the Structural FX in the
2019 version of the Fundamental Review of the Trading Book (FRTB BCBS d457). The study would present the five main points of draft
Guidelines.
read more
Source Iason
Date February 2020

EBA 2020 EU-wide Stress Test Market Risk: Methodological Differences between
2018 and 2020 Exercises
The EBA EU-Wide Stress Test aims to assess the resilience of EU
banks to adverse market developments. The study highlights, on the
Market Risk prospective, the differences between the methodology
adopted in 2018 and the methodological draft for the EBA 2020
exercise.
read more
Source Iason
Date November 2019

EBA Draft Guidelines on Loan Origination and Monitoring: Main Features and
Remarks
In June 2019 EBA published the Consultation Paper on draft
Guidelines on loan origination and monitoring (EBA/CP/2019/04).
These Guidelines must be implemented by June 2020 and should
replace the existing one on creditworthiness assessments under the
MCD (EBA/GL/2015/11). The work highlights the main innovations
of the new Guidelines with a specific remark on Pricing Framework
where Iason has developed deep expertise on a Business-to-Risk
integrated framework (the Full-Risk Pricing Approach) that serves
both for EBA compliance and strategic tool for bank’s managerial
planning.
read more
Source Iason
Date October 2019
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Remote Working: Advices to
Reduce Risks and Boost
Productivity
aaaa

Lisa Agostoni

T

his article has the main purpose to put forward some ideas to embrace a new way of working, that implies a
change of mentality but can also be very effective at the productive level; we provide some practical advices on
how to manage potential operative risks and maximize benefits working from home. In the last part, we show how
technology can play a pivotal role in supporting and maximizing performances of remote working.

S

ince the CoViD-19 epidemic has spread all over
the world, remote working has significantly
increased its application, becoming the only
way to carry on activities for several companies in
many countries.
Now that we are experiencing it, we can certainly
appreciate its positive aspects: what could be better
than having the possibility of wake up a little later
and avoid the city traffic, to “forget” ties, skirts, etc.,
and work from our home? Although it may sound
like an ideal situation, remote working comes with
pros and cons.
One big plus of working from home is that there
are fewer interruptions from meetings and chitchat;
although working in an office gives people the chance
to socialize together, it is easier to concentrate by staying alone at home; and this is one reason why many
remote workers are more productive than officebased workers.
In addition, remote working helps the employee
to balance work and family life, and at the same time,
encourages the growth of the productivity, since it
is based on a results-oriented culture and on an assessment linked to real performance.
On the other hand, digital communication systems are not always as reliable as face to face communication: it can be easy to misunderstand the tone
of someone’s messages. As many say, we are often
blind without body language and facial expressions
to rely on. Moreover, an ongoing remote working
situation may lead to potential operative risks that
need to be identified and managed.
This article has the main purpose to put forward
some ideas to embrace a new way of working, that
implies a change of mentality but can also be very
effective at the productive level; we will also provide

some practical advices on how to maximize benefits
and minimizing drawbacks working from home. In
the last part, we show how technology can play a
pivotal role in supporting and maximizing performances of remote working.

A Change of Mentality
Beyond the emergency situation in which we unfortunately find ourselves, remote working is now becoming a consolidated reality worldwide. However,
there are still some countries, like Italy for example,
quite reluctant to establish this way of working in a
consolidated way.
Why? Well, the main reason can be identified
in the corporate attitude. Remote working implies
a rethinking of corporate organization quite far
from the “traditional company”, in which employees
should be always in the office, monitored at sight.
A change in this mentality by the top management can be realistic (and rapid) only if the reorganization of company’s activities through remote
working proves to be more efficient and effective
than the current way.
In fact, the positive aspects of remote working
have been proven by various studies also before the
spread of the COVID-19 emergency. The Bocconi University’s survey on smart working and productivity, conducted in 2018 is one of the latest examples [2].
The Carlo Dondena research center of Bocconi
University conducted an experiment, as part of
E.L.E.N.A. project which was co-funded by the European Commission and the Italian Council’s equal
opportunities department. Two groups of 150 employees were compared. The former continued to
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Features/Service

Zoom

Teams

Skype

Google Hangout

GoToMeeting

WebEx Cisco

Free Version

Y

Y

Y

N

N

Y

Chatting

Y

Y

Y

Y

Y

Y

Call/VideoCall/
Conferencing

Y

Y

Y

Y

Y

Y

Screen Sharing

Y

Y

Y

Y

Y

Y

Storage in Cloud

Y

Y

Y

Y

Y

Y

Coverage

Education,
Financial Services,
Government,
Healthcare

Retail, Enterprise

Education,
Financial Services,
Government,
Healthcare

Retail, Enterprise

Retail, Enterprise

Retail, Enterprise

TABLE 1: Platform features

work as usual, getting to the company at the established times. The second had the opportunity to
freely decide where to carry out his duties for one
day per week. The result - nine months after the start
of the monitoring - was that flexible workers guaranteed 3-4% higher productivity. In addition, they were
more satisfied and also had a lower rate of absence
from work than their colleagues.
For this reason, in order to embrace this philosophy,all business owners should try to move away
from the concept of “traditional leader”, getting
closer to the figure of leader who believes in his/her
employees and trust them.
No longer an up-to-down relationship, but a sort
of one-to-one dialogue, which today is fundamental
for business growth.

following day commitments, it is good to give
yourself a precise term and respect it.
3. No distractions: one of the biggest dangers
when not working in a professional environment is constantly falling into the temptation
to get distracted. That’s why at home it is essential to leave aside all other activities during
working hours and be focused just on your job.
4. Professional style: flexible work experts also
recommend to behave at home just as if you
were going to the office. This implies the need
to get dressed every morning and to tidy your
apartment just like a small work environment.
This helps to distinguish the two planes, the
personal and the professional one, also from a
psychological point of view. And it allows you
to concentrate better.
5. Set goals: always fix a goal throughout the day.
This strategy not only helps to better mark the
time, but also allows you to keep enthusiasm
high. Defining your professional career not
only on the basis of the hours spent but also
on the basis of the objectives achieved, is the
best way to work from home without wasting
energy.

Advices to Work Smart from
Home
So, done right, remote working can boost productivity and work-life balance; done badly, it can breed
inefficiency and demotivate employees, with an increase in operative risk that can be difficult to handle
with. Here some advices on how to work effectively
from home, that can support self-employed and employees to maximize results and minimize stressful
situation:

6. Communicate with the people you live with:
forced coexistence is difficult, and if associated
with working at home it can turn into a nightmare. Every time you have a video call, ask
the people you live with not to disturb you.
7. Keep in contact with your colleagues in the
best way possible: maintaining regular contact with your working team is important, also
to keep your mood and planning high. Thanks
to technology, it is now possible to join virtual
meetings, share documents and data, manage
team work, make video calls and share the
screen thanks to tools such as Zoom or Skype.

1. Mark your working day: it is essential to decide a timetable and to respect it, as if you
have to punch your card at the office. In this
way there is no risk of procrastinating tasks
and duties; another tip is to organize your
time thinking in the long period, by setting
a weekly timetable. This habit allows you to
manage your days in a more balanced way, but
also to lighten the mental load of things to do.

How Technology Can Support
Today?

2. Give yourself a deadline: once the daily working time has been set, it is necessary to establish the exact time to end the professional day.
When you stay at home, the temptation to continue indefinitely can be strong. So in order to
be able to disconnect and prepare to face the
Issue n. 18 / 2020

The several functionalities that technology can offer
nowadays can be exploited not only for our private
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life but also at work, especially in remote working
situations.
Iason conducted a brief comparison among the
most popular software platforms for flexible work:
Zoom, Teams, Skype, Google Hangout, GoToMeeting
and CiscoWebex [1].
These platforms offer a variety of services, ranging from HD video and audio calls, call recording
with subtitles in real time, intelligent messaging,
screen sharing, up to private conversations and many
others.
Depending on the version used (the free one or
the paid ones), the number of participants in online
meetings and the presence of additional features may
vary.
In Table 1 we summarize the most relevant features of all the platforms involved in the comparison.
All information provided is publicly available.
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Sistemi a Supporto. Just in Time,
March 2020.
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The LIBOR Reform and the New
Reference Rates Revolution:
Origin and Guidelines
Michele Bonollo

Paolo Cobuccio

Alessandro Santocchi

S

tarting from the well-known problem of LIBOR rates manipulation, on the thrust of the Financial Stability Board,
an extensive reform, for the development of new benchmark rates (RFRs), was conducted at the international level.
In this work, the first of a series, after a brief introduction, we try to focus the attention on the operational changes
expected within the interest rate market, in light of the indications provided by the Regulators.

S

tarting from the first years following the 2008
Lehman crisis, more and more persistent rumors began to follow about the manipulation
of LIBOR (and EURIBOR) rate, rumors that then
found confirmation after the extensive investigations
launched in 2012 and which touched some of the
main international banks, first of all Barclays, and
lapped huge institutions such as the Bank of England.
However, we are not interested in representing
such an intricate investigative path worthy of a spy
story. Among the many, for a compelling reconstruction of the puzzle see [10].
We limit ourselves to summarize why these rates
are important and why they are fragile and vulnerable.
First, some terminological clarity is needed. If
LIBOR stands for “London Inter-Bank Offered Rate”,
it should be clarified that it does not exclusively refer
to interest rates for transactions expressed in GBP
currency. In fact, it is quoted for several currencies, GBP, USD, CHF, and declined with different “labels”: “GBP LIBOR”, “USD LIBOR”, “CHF LIBOR”,
etc. There exists therefore the “EUR LIBOR”, not
to be confused with EURIBOR (treated separately
further). To summarize, “IBOR” hence means the
plurality of quoted rates according to a framework of
common rules.
Why are these rates so important for the financial
world? Because at the international and local level,
most of the banking and financial market products
use them as an index of reference.
In concrete terms, the interest paid on mortgages,
on variable rate bonds, on current accounts and on
advances of commercial portfolios are nearly always
determined and renegotiated on the basis of the periodic changes in the rates mentioned above. As it’s
known, a spread is then added on a case by case
Issue n. 18 / 2020

basis in function of the creditworthiness of the counterparty and the contractual strength of the same.
Finally, also many products such as mutual funds
have a reference benchmark or a target return made
up of LIBORs and derivative instruments also (eg.
IRS, Cap Floors and so on), whose main use lies in
risk hedging actions (including interest rate risk), are
anchored to fluctuations in these rates. Rates that,
for markets standardization purposes, are quoted on
standard maturities: 1D, 1W, 1M, 2M, 3M, 6M, 12M.
Why did the credibility crisis of these rates and the
related reforms trigger?
Basically, because the official LIBOR values are
quote-driven and not transaction based.
The LIBOR official values, the so-called “fixing”,
published at 11 a.m. by Reuters, are determined by a
restricted panel of banks, which vary according to the
reference rate but, in any case, in a limited number,
less than 20 (19 for EURIBOR). The determination of
the rate, both for LIBOR and for the “old EURIBOR”,
is based on the method of average calculation, by
cutting the queues, i.e. by eliminating the extreme
values of the contribution sample.
Why did we talk about fragility? First of all because, as said, the current method is based on quotations, from a limited panel of contributing banks,
whose values do not reflect the actual loan transactions within the market. In addition if one of these
contributing banks wanted for some reason to influence a contribution in its favour, the agreement with
a few others would also suffice to generate significant
index variations.
As known the banks on a daily basis evaluate
their trading portfolio, according to the mark to market (MtM) principle, and through the sensitivity parameter they measure the sensitivity of the portfolio
values change to variation of interest rate values. The
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BPV (basis point value) indicates how much the mark
to market, thus the daily PL, changes as a basis point
(0.01%) of the reference rate takes place.
Banks of significant size hold portfolios with BPV
of the order of millions of euros. Therefore it is easy
to understand the immense conflicts of interest related to a possible manipulation, even infinitesimal,
of the market data as input of the pricing process.
All this has led to a long and dutiful reform process
inspired by FSB guidelines, see [5].

• For the new benchmark rates, the logic of a
transaction-based value prevails, namely relying on actual bank transactions, and in some
cases also large corporates, in order to deepen
the observation sample and make more credible the contribution level of the same.
• On a global level, even for what concerns the
merit of contracts with customers, a fallback [1]
must be defined, namely a substitute rate to be
applied if the reference benchmark is no longer
available, both temporarily or definitively.

The Benchmark Reform Pillars
and the Introduction of the
eSTR Rate

With reference to the reform, it is worth to note
that with regard to the overnight market in Europe
the eSTR [2] (Ester) rate, from October 2nd , 2019,
replaced the EONIA rate.
This obviously posed several problems relating
to the migration of the existing instruments or to
the contractual management of the same, especially
derivatives, in existence on that date. From an analysis of the historical series of the two rates yields, it
was observed that the average difference was around
0.085%. From October 2nd 2019, therefore, the contracts indexed to Eonia rate have been managed, for
the calculation of coupons, accruals and liquidations,
using by convention (in fact a first important example of fallback) [1] the eSTR value plus the above
mentioned delta yield:

The Benchmark Rate Reform was and still is a process
which, in terms of size, complexity, impacts on banking processes and customers is unparalleled, even
more impactful than the more famous Basel Capital
Reform. As mentioned, the push came from the FSB
guidelines [13], which has declined, in Europe, in
the so-called BMR (Benchmark regulation), see [3].
The implementation of the reform involved numerous working groups at the table, generally one for
each currency, together with Banking and Financial
Regulators, sector institutions and representatives of
large banks.
As follows, the essential principles of the reform
mentioned:

EONIAFALLBACK = eSTR+0.085%
Similarly, a new methodology has been defined
for EURIBOR, which has also led to a change in naming (Euribor Hybrid). The new observation approach
is based on a sequence of transaction selection rules
that are objects of the index contribution, based on
three different levels of depth in order to privilege
data deriving from transactions actually carried out
rather than quotations attributable to panel banks.
This calculation method has been deemed compliant with the new Benchmark Regulation (BMR) [3]
in force since 2020. To date no divestment of the
Euribor is expected (unlike LIBOR rates). Finally,
it should be remembered that on June 22nd , 2020
London Clearing House (LCH), the main European
Clearing House, will change the discounting curve
(discounting switch event) on the instruments it manages, moving from EONIA-based products to eSTRbased products. Discounting is a necessary step for
calculating the MtM and consequently for calculating
the daily variation margins.

• The benchmark rates are divided into critical
(i.e. Euribor and Eonia), significant and noncritical.
• Very severe processes of governance, control
and transparency are in place, especially for
critical rates.
• The bodies responsible for the publication process are defined: in Europe [12], the ECB for
the Eonia rate (the overnight rate used a lot
for products such as IRS, otherwise called OIS)
and EMMI (European Money Market Institute)
for the Euribor.
• Benchmark administrators are catalogued, i.e.
the market providers (Bloomberg, Reuters, ICE,
CME, etc.) which are authorized to publish, on
their platforms, the fixings of these rates and
other variables obtained from them. For the
European Union, these administrators receive
authorization after ESMA registration.
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US Dollar
Sterling

Secured Overnight Financing Rate (SOFR)

Secured Treasury repo rate

Japanese Yen

Tokyo Overnight Average Rate (TONA)

Unsecured wholesale rate

Euro

Euro Short-Term Rate (€STR)

Unsecured wholesale rate

Swiss Franc

Swiss Average Rate Overnight (SARON)

Secured general collateral repo rate

Sterling Overnight Index Average (SONIA) Unsecured wholesale rate

TABLE 2: Selected overnight RFRs, source [4]

FIGURE 1: IRD Traded Notional (US$ trillions), source [7]

The New Reference Rates

characterized by a very high solvency of the
products in the various maturities.
• In this domino of overnight rates, the EURO
market, among the most significant, is the
only one in which, in addition to an overnight
benchmark rate, a traditional forward rate (hybrid Euribor) on the various maturities remains
in force.

We now come to some market aspects of the new
benchmark rates [2], which aim to act as the best
possible market version of the free-risk rate and as a
key parameter for all the processes intended to assess
the financial instruments value and risk.
As mentioned, the various working groups on
risk free rates (WGRFR), after ad hoc consultation,
have defined, for each currency area, a specific alternative risk-free rate [9]. In Table 2, taken from [4]
and [6], illustrating interesting rates features.
Some initial considerations:

In Figure 1 the volumes (Source ISDA [7]) of the
transactions in interest rate derivatives on the various
indexes, both LIBORs and RFRs (data in trillions of
$).
From the chart one can easily see how the LIBOR
market, in 2019, has still been the reference point for
transactions on IRD in all currency areas, and that
the volumes dedicated to RFRs [8] still constitute a
not excessively considerable percentage, albeit in a
trend of growth in the second half. The numbers
therefore show how financial institutions still heavily
rely on LIBORs rates and how much effort is needed
by regulators and by banks themselves in order to
make the RFRs [7] markets more full-bodied and liquid so to get, in a relatively short time (by the end of
2021), to their financial stability.
But what is the real point of this reform that we

• For all currency areas, the rates are overnight
(only daily tenor).
• Some of them are secured rates (collateralised
transactions), such as the American rate SOFR
[11] and the Swiss SARON, others are unsecured (non-collateralised transactions) such as
the Japanese TONA, the English SONIA [14].
This is because rates deriving from very liquid markets prevailed, such as the repurchase
agreement market (typical lending secured operation) of the United States, which is indeed
Issue n. 18 / 2020
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can define revolutionary and at the same time burdensome, in terms of economic and organizational
efforts for banks?
The yield curve is the basis of all the valuation processes in finance, i.e. the zero-coupon curve that allows
to determine the present value of future cashflows
and therefore to be considered an essential step for
all pricing processes. In addition to the discounting
curves, the forward curves, constructed to determine
future expected cash flows for floating rate products,
are recorded on the same level of importance.
The latter curve is obtained by applying the bootstrap process, starting from market data, i.e. from the
quotations observable in the market.
For the calculation of the short part of the curve,
instead, the term rates constitute the fundamental
input. By term rate we mean 1 month, 3 months, 6
months... LIBOR rates. These are observable rates
for transactions with effect from today (or often in t
+ 2) on the various maturities [8]. Therefore, these
are also called forward looking rates, because the rate
observed at the beginning of the period is applied
to the whole coupon of the product indexed to the
LIBOR rate in question. This logic is well known
as “fixing in advance” (the rate to be applied to the
various deadlines is known at the beginning of the
contract signing).
The above approach is based on the observability
of a term rate provided by the various LIBOR rates,
which no longer exists in an RFR context where market data providers only furnish Overnight rates as
“primitive” data.
What’s the solution? New conventions, new models, new products? The issue implies a significant
discontinuity and significant impacts on systems and
procedures due to the presence of different market
practices. In the second part of the series, some
answers.
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[7] ISDA. Adoption of Risk-Free Rates:
Major Developments in 2020. ISDA
Research Notes, February 2020.
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A

ll European banks need to comply with the improvements in the calculation of capital requirements introduced
with Basel III. In 2014, the Basel Committee introduced a Standard Approach for Counterparty Credit Risk
(SA-CCR) that is the object of some review by the European Banking Authority and Financial Industry in the
last years. The authors have been focused on the last changes of the SA-CCR framework, highlighting the amendments
introduced and the industry response to the proposed framework. Furthermore, the authors provide an overview of SA-CCR
implementation in a European Bank, highlighting possible critical points in the implementation phase.

I

N Basel III reform, we have the Standardised Approach for measuring Counterparty Credit Risk
Exposures (i.e. SA-CCR) that is a significant development designed to replace the Current Exposure
Method (i.e. CEM) and Standardised Method (i.e.
SM) in order to calculate the Exposure At Default (i.e.
EAD). The new standardized approach aims to fulfill
the lacks of previous standard model such as to be
more risk sensitive and to better recognize the margin and netting effect. The most significant impact
should be on banks which don’t have approval for
Internal Model Method (i.e. IMM), they would rely
entirely on the new proposed standard approach. Despite this, the new framework impacts also the Bank’s
with IMM approved due to the fact the SA-CCR will
impact several capital charge measures, as you can
see in Figure 2.
In detail, SA-CCR has an impact on banks with
IMM approval, banks without IMM (NO-IMM) and
also in other measure which aren’t related to IMM
approval.

• Output floor. The Basel Committee defined the
concept of output floor in the last revision of
Basel III [1]. The output floor limits the capital
requirements calculated using internal models to 72.5% of the risk-weighted asset computed by the standardised approaches (i.e. SACCR).The purpose of output floor is to limit
variability of RWA and enhance the comparability of such a ratio. A Basel Committee
study showed that after Basel III implementation output floor should represent the greatest
capital burden for 41.4% of European firms (today EU banks aren’t bounded by any output
floor constrain) [2].
• Credit value adjustment capital requirements. The
SA-CCR’s EAD will be used to calculate a portfolio own funds requirements for CVA risk for
each counterparty with formula provided in
Article 384 of Regulation (EU) N. 575/2013 and
Regulation (EU) N. 648/2012 (also known as
“CRR”).

Banks with Internal Model Method (IMM)

Banks without Internal Model Method (NO-IMM)

Below you can find the aspects affected by SA-CCR
implementation:

Below you can find the aspects affected by SA-CCR
implementation for bank without IMM approval:

• Counterparty credit exposure calculation. If the
bank has an approved IMM, Basel Committee
stated that “only under exceptional circumstances
or for immaterial exposures can a bank revert to the
standardised approach for counterparty credit risk
for all or part of its exposure” (Article 53.5, [4]).
Regarding Securities Financing Transaction (i.e.
SFT), with the supervisory approval, the bank
can use the VaR models approach.

• Counterparty credit exposure calculation. Based
on the transaction typology and the counterparty, the EAD can be calculated using the
methodologies described in Articles 51.8 and
51.9, [3]).
For exposures arising from Over-the-counter
Derivatives (i.e.
OTC), Exchange Traded
Derivatives (i.e. ETD) and Long Settlement

30

www.iasonltd.com

Trading Book

FIGURE 2: Impact of SA-CCR on capital framework

Transactions (i.e. LST), the EAD is calculated
through SA-CCR methodology.
Instead, for exposures arising from SFT, the
EAD is calculated through the simple approach
or comprehensive approach to the recognition
of collateral.

• Commodity;
• Credit;
• Equity;
• Foreign Exchange;
• Interest Rate;
• Other.

• Credit value adjustment capital requirements. For
NO-IMM banks will apply the same set of rules
described in above IMM section, the CVA approach won’t have an Internal Method.

Primary risk driver is the most material risk driver
of the transaction and should be assessed using a
three step approach as described in section Mapping
of Derivative Transactions to Risk Categories.
SA-CCR aim is to calculate the EAD with the
following formula:

Other Measures
The SA-CCR can also affect other bank measures like
Large Exposures Framework and Leverage Ratio, as
explained below:

EAD = α · ( RC + PFE)

where α is equal to 1.4 as defined in [9], PFE is the
Potential Future Exposure and RC is the Replacement
Cost.
The PFE measures the potential increase in the
transaction value over a 1-year horizon if the transaction is unmargined or over the Margin Period of Risk
(i.e. MPR) in case of collateralised transactions. PFE
is calculated for each asset class within a netting set
and then aggregated. The formula representing the
PFE is:

• Large exposures frameworks. The Basel Committee, defining the exposure measure, established
that the EAD of over-the-counter derivatives
of banking and trading books is calculated according to SA-CCR framework [8].
• Leverage ratio. The Basel Committee introduced
the mentioned ratio between capital measure
(i.e. Tier 1 capital) and the exposure measure.
Leverage ratio =

(1)

Tier 1 Capital
Exposure measure

PFE = multiplier · AddOn aggregate

under the Basel II framework, the ratio denominator is calculated using CEM. With Basel III,
the derivatives exposures will be retrieved by
SA-CCR framework [1]. A Basel Committee
study showed that the leverage ratio was the
most relevant restriction for 59% of European
banks and 25% of US’s banks [2].

(2)

where multiplier is defined in [14] with Article
278(3) and the AddOn aggregate is the sum of add-ons
for each asset class, as discussed in the previous SACCR research paper in 2018 [11]. The RC represents
the loss that would occur if a counterparty were to
default and were closed out of its transactions and is
calculated at Netting Set level. In other words, RC is
the Mark-to-Market (i.e. MtM) exposure with, eventually, margin taken into account. There is different
treatment of RC depending on whether the netting
set is subject to a margin agreement or not. For an
unmargined netting set the formula is:

SA-CCR Methodology
As discussed in [11], the scope of SA-CCR is given
by OTC transactions, ETD and LST but not by SFTs.
Each derivatives transactions should be mapped in
one of the following risk categories leveraging on the
primary risk driver:

RC = max {CMV − N ICA; 0}
with CMV 1 representing the Current Market

1 CMV means the net market value of all the transactions within a netting set gross of any collateral held or posted where
positive and negative market values are netted in computing the CMV [14].
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Value of the netting set and N ICA2 representing the
Net Independent Collateral Amount (i.e. initial margin) associated to the netting set. In this case the RC
represents the net result of immediate close out and
replacement of transactions. For a netting set which
is subject to a margin agreement the formula for RC
is:

Mapping of Derivative Transactions to Risk Categories
The mapping procedure is set out in Article 277 [14]
based on the material risk driver of transaction. Due
to the dedicated reference to EBA RTS about the
mapping procedure (Article 277 (6), [14]), in the Final
draft of EBA RTS [12] we have the following mapping
framework based on three steps:

RC = max{CMV − V M − N ICA;
TH + MTA − N ICA; 0}

1. For a simple derivatives the mapping can be
established ex-ante (i.e. qualitative approach).
EBA proposed a list of mapping for simple
derivatives (e.g. FX Forward will be included
in foreign exchange class);

where CMV and N ICA are already defined while
V M3 represents the net Variation Margin received or
posted (including independent amount), TH is the
margin threshold and MTA is the minimum transfer
amount. In this case the RC represents the greatest
exposure that would not trigger a margin call.

2. When the recognition of primary risk factor is
not straightforward, the materiality of primary
risk driver can be identified by a quantitative
approach ( i.e. sensitivities, for example FRTBSBA greeks, of the transaction);

SA-CCR Feedback

3. If the result of above methodologies cannot
identify one primary risk factor, EBA would
use a fallback procedure that consist in the assignment of transaction to each of the risk categories of all risk drivers, regardless of whether
they are material or not.

The proposed SA-CCR framework has been examined by the entire financial community since its presentation in 2014. In proposed regulation [14], we can
find some references to EBA’s regulatory technical
standards in order to clarify some critical aspects of
SA-CCR implementation. EBA published a Consultation Paper on 18 December 2017 about some key
aspects of the SA-CCR in order to collect feedbacks
from the financial community and to improve an
harmonised implementation in the EU.
Furthermore, the financial institutions started
with several impact assessment. In detail, the evaluation regards:

The discussion results has been collected in the
final draft of Regulatory Technical Standards [12]
published in December 2019. In detail with “sensitivities” EBA refers to FRTB sensitivities due to the
granularity of them and the possibility to take advantage of synergies in place for banks using FRTB or
SIMM.

• The comparison with available methodologies
(i.e. CEM, SM and IMM);

Corrections to Supervisory Delta for Option
In SA-CCR framework, the bank should calculate the
following supervisory delta factor in order to recognise the direction of transaction and its non-linearity
as discussed in the previous SA-CCR Research paper
[11], using the following formula:

• The comparison with US implementation.
EBA Review
The framework proposed in 2014 by Basel Committee has been under review by EBA and the banking
Industry. EBA published in December 2017 a Discussion Paper [13] on following SA-CCR open points:



ln ( P/K ) + 0.5 · σ2 · T
δ = sign · N type ·
σ·T

• A methodology in order to recognize the material risk drivers;

where type is -1 for put option and +1 for call option and sign is -1 for sold option and +1 for bought
option; P is underlying price; K is strike price and
T is the latest contractual exercise date of option
and, finally, the supervisory volatility σ is specified
on the basis of risk category and the nature of the
underlying instrument.
As suggested by Article 279(3) [14], EBA should
provide the supervisory delta formula compatible
with negative interest rates and the methodology to
recognize the transaction position. Regarding first
topic, EBA proposed a λ shift in order to remain into

• Among several material risk drivers, the
method to identify the most material risk
driver of them;
• A supervisory delta formula for call and put
options consistent with market conditions (i.e.
negative interest rates);
• The approach to determine the position (i.e.
long or short) with respect to the primary risk
driver.

2 N ICA means the sum of the volatility-adjusted value of net collateral received or posted, as applicable, to the netting set
other than Variation Margin (i.e. VM) [14].
3 V M means the volatility-adjusted value of the net VM received or posted, as applicable, to the netting set on a regular
basis to mitigate changes in the netting set’s CMV [14].
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positive territory since, under Black-Scholes assumption, negative interest rates aren’t handled. In the
final draft of Regulatory Technical Standards [12], the
mentioned λ shift is defined as following:

Industry Response
As stated before, also the Industry identified some
lacks and critiques on SA-CCR methodology. ISDA
and FIS compared the new standard methodology
for counterpaty credit risk with the currently implemented CEM and SM using hypothetical portfolios
provided by Basel Committee during Regulatory Consistency Assessment Program (i.e. RCAP) [16]. At
first sight, the comparison highlights the punitive effects for non-margined trades and, for the margined
trades, the fact that parameters used in the methodology were calibrated on different market conditions
reduces the mitigation of collaterals.

The λ shift should be large enough to allow institutions to calculate the supervisory
delta of the transaction in accordance with
the formula provided in Article 279a (1). In
addition, the λ shift should also be small
enough not to introduce unnecessary bias in
the outcome of the supervisory delta calculation.
Mentioned λ shift can be taken from data
provider that reflect current value of interest rate
and volatility observed in the market. In addition,
we can find a second solution given by the following
formula:


 
λi = max 0.1% − min Pj , K j , 0 .

Alpha Factor
A first shortcoming on SA-CCR regards the α value
used in EAD’s Formula 1: the value equal to 1.4 has
been set in 2005 [9] and it was conservatively calibrated on internal model in order to consider market
scenario at that time. Currently, it don’t reflect the
market practice (i.e. the increase of collateral agreement4 ) and regulatory environment anymore, and
the impact on SA-CCR’s EAD is excessively severe
on capital requirements side. Furthermore, Alpha
is meant to capture risks that are already mostly
addressed by Supervisory Factor (i.e. to reflect the
volatility of each asset class during stressed markets).
From 2005 derivatives markets significantly grew
in both counterparties and risk factors numerosity,
this fact should be reflected in the α factor calibration.
A quantitative assessment from ISDA and AFME
showed that if we re-calibrate α with 1500 counterparties and 10 orthogonal risk factors then we would
obtain α = 1.01 [15].
One solution highlighted by industry is to significantly revise the α calibration in order to reflect current market conditions and practices such as higher
level of margining and counterparty credit risk capi-

Where Pj is the spot or forward price of option j
underlying and K j is the strike of option j. Instead,
regarding the supervisory volatility parameter, an
adjustment is not expected.
Regarding the second point, regulation provided
a definition of position through Article 279 (2) [14]
where we have:
• A long position when the market value of the
deal increases against an increase of risk driver
value;
• A short position when the market value of the
deal decreases against an increase of risk driver
value.
In order to assess the position, EBA suggests to
use the input used to identify the material risk driver
(i.e. sensitivities) as Industry suggested.

4 A market survey from ISDA, LIBA and TBMA found that only 33% of total exposure was collateralized in 2003 [17].
Today, especially with Uncleared Margin Rules (i.e. UMR) being implemented, the amount of collateral significantly increased.
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tal and provide a most suitable capital requirement.
Given the latter consideration, the US Agencies (i.e.
Federal Deposit Insurance Corporation, Federal Reserve System, and Office of the Comptroller of the
Currency) asked Industry to provide feedbacks on
a consultation paper on the SA-CCR’s methodology
and the final guideline removes the α factor from the
SA-CCR’s EAD formula for derivative transactions
with commercial end-user counterparties [18].

already exist in SA-CCR for non-linear trades, applying it to linear trades will ensure consistency for
treatment of economically equivalent positions.
Introduction of a “Simplified SA-CCR”
On the contrary, the Industry welcomed the introduction of simplified standardised approach for counterparty credit risk (Article 281, [14]) for smaller institutions.
In order to use the simplified SA-CCR, the Institution should embrace the volume criteria defined
in Article 273a of [14]: an Institution should calculate with a monthly basis the market value6 of its
on/off-balance-sheet derivative business using the
simplified standardised approach for counterparty
credit risk or the original exposure method (the banks
should notify to competent authorities the method
used to calculate the exposure). If the Institution uses
SA-CCR, the derivative business should be equal or
under both following thresholds:

Diversification Benefits and Initial Margin
Next to the above shortcoming, the Industry has
identified another defect of proposed standardised
methodology, i.e. the missing recognition of diversification benefits across hedging sets within asset
classes e.g. In the foreign exchange asset class, there
is the full offset for transaction related to the same
currency pair5 (e.g. USD/EUR) but no offset among
different currency pair. This behaviour is recognized
as excessively conservative and not coherent with the
risk-sensitive approach of SA-CCR.
In addition, also the PFE multiplier value in Formula 2 does not sufficiently recognise the risk mitigation effect of Initial Margin (i.e. IM), the current
exposure mitigation is not aligned to actual level of
risk mitigation provided by IM and also is not aligned
with current market practices defined by UMR for
uncleared derivatives. Furthermore, the 5% floor (Article 278(3), [14]) overestimates the exposure of trades
with strong negative MtM value since the EAD for
such positions should be close to zero [15].
For example, a quantitative study from ISDA [16]
showed that, under SA-CCR, the hypothetical interest rate and foreign exchange portfolio provided by
Basel with benefits both from Variation Margin and
IM would have an exposure one order of magnitude
bigger than under IMM. This conservative approach
in PFE calibration isn’t coherent with the regulatory
effort to increase the level of collateralization in order
to tackle counterparty credit risk.

• 10% of total asset;
• 300 million (in e).
Instead, using the original exposure method, above
criteria are modified as following:
• 5% of total asset;
• 100 million (in e).
In this simplified framework the replacement cost is
calculated as following:
• For netting sets that are not subject to a margin
agreement, the replacement cost is given by
the positive current market value (Article 278
(2), [14]);
• For netting sets where the derivative transaction are:
– traded on a recognised exchange;
– centrally cleared by a authorised central
counterparty;
– collateral is exchanged bilaterally;

Linear Trades Treatment Shortfalls

the replacement cost is the sum of margin
threshold and the minimum transfer amount
applicable to the netting set under the margin
agreement.

In addition to the aforementioned points, Industry
identified several lacks for linear trades:
• Economically equivalent positions could have
different add-ons;

In contrast to “full” SA-CCR methodology, the
simplified framework do not consider the multiplier
factor in the potential future exposure formula, therefore it is the sum of the add-on for each i risk category:

• Material add-on for economically “squared”
positions;
• Lack of sensitivity to moneyness for derivative
trades.

PFE = AddOn aggregate =

The authors in [10] proposed an approach that decomposes each linear trade in its cash-flow and then apply
the SA-CCR add-ons based on those cash-flow instead of the entire trade. The decomposition method

∑ AddOn.
i

Furthermore, also supervisory delta, supervisory
duration, maturity factor and the effective notional

5 In foreign exchange asset class, the hedging set is given by the derivatives transaction that refers to the same foreign
exchange currency pair [11].
6 If the market value of derivative position is not available, the Institution should use the fair value of it.
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amount of hedging set are calculated with dedicated
rules with Article 281 of [14]. Finally, also the Addon
of an hedging set of commodity, credit and equity
risk categories are equal to the sum of absolute values
of add-on for the related reference entity (Article 281
of [14]).

The challenges concern the different trade hierarchy overview among the Front Office systems. In particular, you can have a different
representation of transaction in the same Front
Office, depending on the trade typology. For
example we can consider interest rate swap,
i.e. a simple transaction with one component7
and one contract8 represented in sub-figure
3a. Otherwise we can have several component
that represent a unique contract made with
one counterparty, like the asset swap components represented in sub-figure 3b or a “Back
To Back” deal, that is to say, a combination
of contracts which have several counterparties
interconnected (for example, for risk allocation purposes), as you can see in sub-figure 3c.
Therefore, taken a Front Office, we can have
different reports typologies due to above transaction representation in Figure 4; among the
Front Office platforms, the same deal can be
differently represented with an impact on the
delivered report: for the same trade typology,
the level of information available can be different. Furthermore, another case of missing
or incomplete data is represented by an external vendor that currently does not provide all
the relevant SA-CCR data: that case required
a new stream of information considering the
existing reports and the typology and detail
of data required by regulator. Lastly, the SACCR’s regulation requires a information level
that may not be provided from Front Office
or it is not sufficient in order to proceed with
SA-CCR computation. In this case, it is necessary to activate all the procedures between
the involved streams in order to have them.
For example, the commodity deals should be
mapped based on the nature of their primary
risk driver. The latter are provided in the Article 277a [14] (i.e. energy, metals, agricultural
goods, other commodities and climatic conditions).

Overview of SA-CCR
Implementation Process
The Basel Committee’s final standards of SA-CCR
methodology has been published in March 2014 (and
re-examined in April 2014): based on this, SA-CCR
implementation was scheduled for January, 1st 2017.
Currently, in the European Union, the final SACCR regulation is published in the Official Journal
on June, 7th 2019 and it is under implementation
by European Banks: the requirements will apply on
June, 28th 2021 [7]. Instead, in the United States, the
SA-CCR draft regulation was issued in November
2018 and the adoption is ongoing.
The countries with SA-CCR regulation published and implemented by banks are: Argentina
(March 2017), Australia (July 2019), Brazil (June 2019),
Canada (Q1 of 2019), China (January 2019), Indonesia
(January 2018), Japan (March 2018), Korea (January
2019), Saudi Arabia (January 2017), Singapore (January 2017), Switzerland (with a transition period
until year-end 2019).
Given the above introduction, the financial institutions have been started to implement SA-CCR
framework.
Transaction Information
As stated in the previous Research Paper [11], the SACCR’s framework is based on “hedging set” concept
reported below:
A “hedging set” under the SA-CCR is a
set of transactions within a single netting
set within which partial or full offsetting is
recognised for the purpose of calculating the
PFE add-on.

In conclusion, in order to perform the first step,
the Bank should deeply analyse the available
data and activate all the streams for the missing data, considering the complexity of Bank
structure and several Front Offices involved.

For this reason, the first step of SA-CCR implementation regards the collection of transaction information in order to calculate the SA-CCR components.
On Bank side, it means to:

2. Given all the relevant data, the last step regards
the alignment of transaction information delivered by several streams with the SA-CCR’s
requirements.

1. Retrieve the relevant transaction information
from several Front Office systems. This is performed with the following steps:
• Perform a gap analysis using available
data;

During this activity, it is important to monitor all
the Bank’s present and future projects that can have
any impact in the report and managed asset class in
Front Office systems, for example:

• Require the missing data in the available
reports.

• IT enhancement. The aim of this project is related to optimization of license costs through

7 Where
8 With

the component contains the financial details of transaction.
“contract” we refer to a one or more components and it represents a trade with one counterparty.
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FIGURE 3: Transaction representation in Front Office system

the decommission of expensive stream (e.g.
Front Office system), harmonization of processes across Bank divisions and an alignment
of pricing workflow. In this case, the bank
would require a creation of new set of reports or an integration of existing reports and
it should assure no regression on productive
Bank’s chain. Furthermore we can include in
this project the technical upgrade of existing
architecture (e.g. removing memory limits on
simulation views and improving the security
and stability of Bank platforms). In this case,
the Bank should check the report regressions
and if the these regressions are expected from
a functional point of view. For example the
change of naming convention of risk factors
(i.e. the synthetic curves) should impact the reports and the interest rate sensitivities (that are
needed per currency and per curve in SA-CCR
framework) and should be properly recognized
in the SA-CCR implementation phase.

should impact the productive reports and the
typology of data delivered to the Authority.
Furthermore the new approaches, like FRTB,
can impact the SA-CCR methodology as discussed in Subsection .
All these changes can impact the implementation
of SA-CCR in Bank’s chain and the challenge is to
assure no regression on SA-CCR workflow and to receive the correct data from Front Office: the efficient
management of all the Bank’s project and stream
platforms are needed in order to guarantee a robust
SA-CCR workflow that can handle future request
from regulators which will eventually translate in
significant changes in Bank setup. In that phase is
possible to take advantage from the productive implementation as suggested by Regulators, i.e. use the
available SBA sensitivities required by FRTB in order
to map the transactions into SA-CCR’s risk categories
with a significant savings on Bank side under the
following perspectives:
• From a technical point of view, it means that
the Bank should not develop a new workflow
with savings on IT side in term of technical
runs and data storage;

• Implementation of new products projects. In this
category we can gather the introduction of new
products with an impact in all Bank’s streams.
Mentioned activity required new reports with
a possible impact on SA-CCR side.

• From a financial point of view, it means that
the Bank should not implement a new methodology with saving on its validation.

• Regulatory changes. With this bullet, we should
consider the amendment of regulation that
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(a) Bank acts as a clearing member

(b) Bank isn’t a clearing member
FIGURE 4: ETD transaction chain representation

has to handle. ETD are currently computed under
CEM method, so banks don’t need very detailed data
on them to produce the EAD measure, instead with
SA-CCR the volume of required information is much
bigger and this could heavily affect the IT department since it is now required to provide, maintain
and handle a whole set of trade information which
could be relevant depending on the bank’s trading
activity.

ETD Products
In data collection phase it is necessary to distinguish
ETD products, they are different with respect to OTC
derivatives since they are much more standardized.
Furthermore they present different market operations and IT infrastructure. Both of these two aspects
could represent an issue during the implementation
of SA-CCR into the bank’s risk chain. From a market
operations perspective, every trade must be cleared
through a Central Clearing Counterparty (i.e. CCP),
this can be done directly, if the bank is a clearing
member, or indirectly through a broker if the bank
is not a clearing member. This fact leads to a “transaction chain” from the originator client to the CCP,
eventually by way of a broker, represented in Figure
4.

Collateral Information
One of the most notable improvement of SA-CCR
approach over CEM is the recognition of margin effect coming from both Initial and Variation Margin.
Although it has some weaknesses, the recognition
of risk mitigant in a standardized method is a step
towards the effort of promoting the collateralization
as market practice. In order to recognize the effect
of such a mitigant banks has to collect information
on different aspects of an agreement, among others
there are:

It isn’t assured that the Front Office System which
handles the ETD business has enough granularity in
its framework to deliver a set of reports with detailed
information for each step of the “transaction chain”.
In this case both the need to correctly represent the
trade structure and the inability of the IT framework
to meet this requirement play a role in rising issue to
the implementation process. An even more complex
“transaction chain” arises when the bank is a global
bank with one or more subsidiaries which might not
be allowed to directly trade ETD products and the
parent bank has to act as a central hub for clearing
transactions, in Figure 5 is shown the case when also
the parent bank isn’t a clearing member. In the aforementioned case there is also the need to correctly
represent the risk in both directions, the one of parent bank and the one of subsidiary bank, eventually
taking in to account legal agreements which allow
risk transfer among the bank group.

• Threshold which is the lowest exposure level for
which a collateral call is needed;
• Minimum Transfer Amount (i.e. MTA) which is
the minimum quantity of collateral which can
be transferred when there is the collateral call;
• Remargining period which represents the time
window on which the posted (or received) VM
collateral can’t be adjusted.
In addition to these information, which are related to the margin agreement itself, the bank must
also gather data regarding all the collateral positions
currently in place. Both collateral agreements and
collateral positions must be collected not only for
OTC trades, but also for other products in scope of
SA-CCR. This fact could potentially means, also to
banks with IMM approval, a new dimension of data
gathering process since there could be the chance that
information on collateral are scarce or with a poor
data quality, an example could be the ETD business

SA-CCR approach involves an enlarged perimeter in comparison with regulatory IMM method and
requires much more trade data with respect to CEM
method which relies mostly on MtM and notional
of a trade. In this context ETD trades could play a
role in increasing the amount of data which a bank
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FIGURE 5: Subsidiary chain for ETD transaction

related to small retail clients, which usually don’t
have a CSA agreement but are only required to post
some margin in the form of personal guarantees (i.e.
loans, stocks, cash) and therefore the related information could be siloed in a particular system of the bank.
In this case, the bank could enhance its data streams
trying to exploit some already existing data which
is not currently linked to risk management process,
or could activate brand new streams to retrieve data
(this is by far the most expensive option) or, lastly,
could rely on some conservative assumptions during
data collection and exposure calculation phases in
order to “over-collateralize” clients for which aren’t
available enough collateral information.
Another issue that could arise during the data
collection phase is the non-harmonization of different
collateral management system across the whole bank.
For example, in a global bank with subsidiaries, it
could be the case than one or more of the subsidiaries
has a different collateral management system, one
possible solution would be that the IT department
develops a translation layer which will translate the
information coming from the subsidiary system to
the parent one. A different solution could be the decommission of a collateral management system and
the harmonization of system across the bank which
could also lead to a cost saving effect in the long
term.
The correct representation of collateral in the SACCR implementation is crucial in order to maximize
the risk mitigation effect of such a instrument, in this
way all SA-CCR related capital measures could benefit of one of the most relevant improvement of the
new methodology. This is why banks should focus
on improve the efficiently of data collection regarding collateral and don’t allow too many conservative
assumption to water down their beneficial effects.

Next to European implementation, we would
highlight the importance of an harmonized framework between European and American banks: different behavior (e.g. related to use of alpha factor in
EAD formula) can generate asymmetric information
and competitiveness in the financial community thus
compromising the comparison between EU and US
banks.
Starting from introduction of SA-CCR in 2014,
we assisted to some reviews of the methodology (e.g.
the introduction of simplified framework or the correction of supervisory delta factor) and related RTS
with technical explanation on SA-CCR implementation (e.g. methodology for derivative mapping in
risk categories or how to recognize the transaction
position).
Given the above premises, European banks work
on SA-CCR implementation for which the final implementation date should be January 1st , 2022.
In a purely IT point-of-view, due to its risksensitive nature, SA-CCR implementation can be
divided in two main steps: one for transaction and
one for collateral. The new standard approach will
require much more transaction and collateral data to
flow through the risk chain: on this point, the bank
should retrieve and manage the transaction data
based on the BIS principle on risk reporting [6]. In
order to proceed with a consistent and robust framework, the input data should be accurate, thorough,
clear and useful considering the business models of
the bank. All the enhancement required for SA-CCR
in terms of reports, infrastructure interconnection,
computation power and storage consumption should
respect the above fundamental. This fact will lead to
a possible high-cost implementation and to a costly
daily running process due to the number of involved
platform. Another point of attention, is represented
by the current Bank’s projects that can be impact
the data transfer channel (e.g. migration projects) or
the introduction of new SA-CCR’s products in the
Risk chain. An accurate analysis of all mentioned
topics would allow to take advantage from existing
interconnection among the streams and exploit the
available resources in order to optimize costs.

Conclusions
One main goal of Basel III is to improve the capital
requirement calculation and to achieve it the Basel
Committee introduced a standardised method for
counterparty credit risk called SA-CCR. Mentioned
framework is under review by EC but the proposal
is sufficiently detailed to be implemented by the Industry.
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