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Executive Summary

• For a better evaluation of the risks resulting from potential 
changes in interest rates that affect both the economic 
value of equity (EVE) and the net interest income (NII) of an 
institution's non-trading book activities, EBA has created a 
Standardized (SA) and a Simplified Standardized Approach 
(S-SA).

• The objective is to define a set of rules for cash flow slotting 
and management of behavioral cash flows using 
standardized constraints (e.g., Basel caps on NMDS core 
components or predefined scalars for measuring interest 
rate sensitivity) as well as to specify the calculation process 
for EVE and NII risk measures 

• The simplified approach reflects the generally less 
advanced capabilities of the small and non-complex 
institutions, satisfying the need of a methodology that is at 
least as conservative.

• The RTS drafts will be submitted to the Commission for 
approval before being reviewed by the European 
Parliament and Council and published in the Official 
Journal of the European Union. Meanwhile, the EBA will 
continue to hold regular stakeholder consultations in order 
to closely monitor the IRRBB components.
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5

The RTS draft, in line with the Paragraph 5 of Article 

84 of Directive 2013/36/EU, defines the purpose of 

use for the two methodologies. Additionally, it 

specifies the adoption of the simplified standard 

methodology  by small and non-complex 

institutions  according to the point (145) of Article 

4(1) of Regulation (EU) No (575/2013)

Roadmap

Background and Rationale

2

Definition of a new requirement for 
competent authorities

Distinction between Standardized and 
Simplified standardized methodology

Indication of the purpose of use 
for the Standard approach

Specific power attribution to 
competent authority

Directive (EU) 2019/878 amended the 

Directive 2013/36/EU, introducing the  

Article 84 in the context of Supervisory 

review. The new requirement ask 

competent authorities to guarantee 

the adequate use of the existing 

methodologies.

The Paragraph 3 of Article 84 of 

Directive 2013/36/EU specifies the 

employment of the standard method 

when the institution internal systems for 

the same purpose are not satisfactory.

Paragraph 4 of Article 84 of Directive 2013/36/EU 

provides the power to competent authority to 

require a small and non-complex institution to use 

specifically the standard methodology when the 

alternative is not adequate for the purpose.

The implementation into EU rules of the Basel standards 

on interest rate risk in the banking book published by 

the Basel Committee on Banking Supervision in April 

2016 started with the EBA Guidelines “on the 

management of interest rate risk arising from non-

trading book activities” published on 18 July 2018. 

From Basel standards 
to EU rules

The Directive (EU) 2019/878 introduced the remaining 

elements of the Basel standards and added some 

new ones (e.g., the standardised approach on net 

interest income, with a mandate to the EBA to 

develop it). 

EBA’s mandate for the development 
of a standardized approach

The EBA has introduced 

an open public 

consultation on 

December 2021, on 

these draft regulatory 

technical standards. 

Stakeholder 
Consultation
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Final Draft RTS on SA

Expected Value of Equity vs Net Interest Income

Behavioral Cash-Flows

EBA SA Methodology for NII Computation

Risk-free Rate and Commercial Margins Calculation

Monitoring of Market Value Changes of the Instruments 

Held at Fair Value

Inclusion of Basis Risk in the NII

4
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Expected Value of Equity vs Net Interest Income

Final Draft RTS on SA 1/6

7

The EBA has developed the draft RTS specifying a collection of procedural aspects and applicable assumptions both for the
Standardized Approach (SA) on Economic Value of Equity (EVE) and Standardized Approach (SA) on Net Interest Income
(NII), as well as for the respective simplified standardised approaches.

In contrast, NII is the forward-looking projection of
interest income (and expenses) over a pre-defined time
horizon (e.g., of up to one, two or three years).

EVE generally represents the discounted sum of all 
future cash flows, assuming a run-off balance sheet 
(which avoids the complexity of determining the 
applicable interest rates for the renewal of exposures).

❑ While both are based on notional repricing cash flows, under EVE they typically are discounted to the present and under 

NII they are projected to the end of the NII horizon.

❑ In addition, for both the SA on EVE as for the SA on NII, an add-on for automatic optionality is computed. 

As approaches on EVE and NII are equally based on

cash flows and assumptions on clients’ behaviour,
many procedural aspects and assumptions (e.g., the
slotting of cash flows into 19 pre-defined time buckets
in accordance with their repricing date) of the final
Basel SA on EVE equally apply in the SA on NII.
However, there are differences, particularly in the
further processing of the cash flows, which makes NII
inherently more laborious than EVE.
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Behavioral Cash Flow 1/2

Final Draft RTS on SA 2/6

5

The term behavioral cash flows refers to instruments for which the timing and amount of the cash flows depend on the 
behaviour of customers.

Main categories of behavioural
cash flows

Institutions are expected to 
determine several components 
regarding behavioral cash flows 
in the baseline scenario based 

on relevant historical data, 
combined with standardized 

constraints and assumptions 
provided by the EBA.

Non-Maturing 
Deposits 
(NMDs)

Loans subject 
to Prepayment 

Risk

Term Deposits 
subject to the 

Early 
Redemption 

Risk

Consistent with the Basel 
standard, the EBA has specified 

that wholesale NMDs from 
financial customers cannot be 

categorized as core*, due to the 
professional nature of these 

counterparties

*deposits that are assumed unlikely to be repriced even under significant changes in the interest rate environment
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Behavioral Cash Flow 2/2

Final Draft RTS on SA 3/6

6

NMDs LOANS TERM DEPOSITS

For Non-Maturing Deposits (NMDs) 
the Basel caps (of 50% to 90%) 
should apply on the proportion of 
core deposits in total deposits as 
well as the current EBA cap (4 to 5 
year) on the weighted average 
maturity of core deposits.

Institutions should perform an 
estimation of the average 

prepayment rate based on historic 
observation that is consistent over 

time. Consistent with Basel, the 
average prepayment rate reflects 

the annual expected 
prepayments, and shall be used to 

slot the cash flows of loans over 
time

Regarding the estimation of the 
term deposit redemption rate, the 
draft RTS include the same 
requirements as for prepayments. 
The redemption rate reflects the 
cumulative expected redemptions 
over the lifetime of the term 
deposit to be slotted in the
overnight bucket, consistent with 
Basel

Remarks
To reflect the interest rate sensitivity of client/counterparty behavior, the shock scenario scalars of 0.8 and 1.2 from 
the Basel framework (applied to the institutions’ baseline estimates) regarding loans and term deposits are 
implemented as well  into the core proportion of NMDs, in order to adequately reflect interest rate sensitivity of 
client behavior also in this area.
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EBA SA Methodology for NII Computation

Final Draft RTS on SA 4/6

7

In the absence of a final Basel SA on NII, the EBA has developed ab initio the part of the methodology where the NII

computational logic differs from that of EVE.

3 sub-components need to be summed up in order to arrive at the NII value:

The aggregation of 
interest payments
up to and 
including the 
repricing date (i.e., 
NII flows which are 
already fixed and 
its amount will not 
change due to 
interest rate 
changes)*

The projection of 
risk-free yield for 
each repricing 
cash flow between 
the moment of 
repricing up to the 
end of the 
projection horizon.

The projection of 

the commercial 
margin for each 
notional repricing 
cash flow between 
the moment of the 
reset of the margin 
up to the end of 
the projection 
horizon.

*Material amounts of interest accrued at t=0 need to be subtracted from this amount. 

EBA SA for NII
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Risk-free Rate and Commercial Margins Calculation

Final Draft RTS on SA 5/6

11

For the calculation of the risk-free rate and commercial margins, it is necessary to make assumptions regarding:

The rate used as the commercial margin component of NII (to project

commercial margin of new business production) is based on the

commercial margin of instruments originated in the last year. The

historical observation should be segmented by product, counterparty

and geographic category.

In case no instrument has been originated in the last year in the

applicable category, institutions are allowed to draw from

observations of comparable portfolios in different product categories.

In case of products with observable market quotes, the implied

commercial margin can be used based on the fair value and

deduction of the risk-free rate.

THE RATE USED AS THE COMMERCIAL MARGIN 

COMPONENT OF NII
THE ORIGINAL MATURITY OF REPRICING CASH FLOWS

To project NII, in line with the constant balance sheet assumption, it is

necessary to replace maturing cash flows with products having similar

characteristics (product type, fixed/floating, etc.).

Importantly, the original maturity of the product (e.g., a loan)

underlying a repricing cash flow is a significant determinant of the risk-

free interest rate to be expected on new business.

To capture this aspect, the EBA has included a double slotting of cash

flows, where in addition to the repricing time buckets (which were

already necessary for the EVE) institutions slot the same amounts in

their original maturity time buckets, leading to a matrix/table of cash

flows slotted along an axis of repricing time buckets and an axis of

original maturity time buckets.

THE RISK-FREE RATE CURVE

Since there is no universal risk-free spot rate curve per currency, it is

left to institutions to select it.
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Monitoring of Market Value Changes of the Instruments Held at Fair Value

Final Draft RTS on SA 6/6

12

The EBA has included in its Guidelines on IRRBB a requirement to monitor the market value changes of instruments held at fair
value resulting from interest rate changes. Accordingly, the EBA has included a component in the SA on NII so that institutions
can measure the market value changes for these instruments.

The calculation is based on a calculation similar to that for the EVE but excludes instruments that are not fair valued.
Moreover, cash flows that fall within the NII horizon are excluded from the calculation of market value changes to avoid
double counting.

The EBA has included a component in the SA on NII in accordance with which institutions are required to estimate and add
the impact of basis risk. This calculation, which forms an add-on to delta NII*, is mainly based on the notionals of floating rate
instruments, and an upward and downward shock calibrated by institutions in a consistent manner.

*The basis risk add-on only has to be calculated only where the sum of floating rate instruments other than those with the overnight reference rate/benchmark exceeds 5% of

interest rate sensitive assets in the banking book.
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03
Proportionality and 

Simplicity
Materiality Threshold

The Simplified Standardized Approach

11
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Materiality Thresholds

Proportionality and Simplicity 1/3

14

❑ The EBA has developed the standardized approach with the objective of creating an accurate portrayal of risk under
standardized, proportionate assumptions, which is as accurate as possible.

❑ To allow for proportionality and simplicity, the EBA has developed materiality thresholds for the main categories of
behavioral outflows at the level of 2 or 5% of interest rate sensitive assets respectively liabilities in the banking book.

❑ Below these thresholds, institutions may opt to disregard these aspects (and instead set the conditional prepayment rate
and term deposit redemption rate at 0 and slot all NMDs in the overnight bucket).

Fixed Rate Loan Threshold

The threshold regarding fixed rate loan commitments
represent a novelty in response to the consultation
feedback suggesting that many institutions have negligible
amounts of these products.

Public Consultation Feedback

The thresholds have been set at a higher level than those
indicated under the consultation paper version, responding
to the consultation feedback indicating some interest in
higher thresholds.
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The Simplified Standardized Approach 1/2

Proportionality and Simplicity 2/3

12

In the interest of proportionality, and in accordance with the mandate of Article 84 of the CRD, the EBA has developed Simplified Standardized 

Approaches (S-SA) for EVE and NII

Proportion of NMDs’Core Component

▪ For both EVE and NII the proportion of the 
core component of NMDs is fully prescribed. 
Instead of requesting institutions to use their 
own estimates in the slotting of core NMDs, 
the simplified approach prescribes a linear 
slotting up to 4, 4.5 or 5 years.

▪ The prescribed slotting depends on the 
scenario (baseline, short rates up, short rates 
down), the 0.7 or 1.3 scalar used in the 
computation as well as the category of 
NMDs (retail transactional, retail non-
transactional, wholesale non-financial).

1

Specific Simplifications for NII

▪ Regarding the cash flow slotting institutions 
are not required to slot cash flows according 
to their original maturity, but instead can 
take the average original maturity for the 
entire product category.

▪ Regarding the empirical determination of 
commercial margins, only a breakdown into 
product categories is required, without any 
geographic breakdown.

3

Impact of Automatic Optionality

▪ In the simplified SA on EVE and NII institutions 
calculate the impact of automatic 
optionality on the basis of pay-outs, by
scenario. Institutions simply have to multiply 
by 110% the impact of automatic 
optionality, in accordance with the median 
impact of increases in volatility reported by 
institutions.

2

Specific Simplifications for NII

▪ Regarding the interest payments up to and 
including the repricing date, instead of 
aggregating interest payments for all 
instruments, an approximation can be made 
based on an estimate of the average 
interest rate and the outstanding notional 
values

4

Simplifications
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The Simplified Standardized Approach 2/2

Proportionality and Simplicity 3/3

13

• Supervisors could require
institutions to use the (simplified) 
standardized methodology to 
measure IRRBB if internal systems 
are not satisfactory.

• Therefore, an appropriate level of 
conservatism has to be assured, 
when applying the standardized 
methodology.

• However, a standardized 
methodology is not able to 
capture each feature of 
individual risk and it is not 
intended to replace internal 
methods with standardized 
methodologies. 

When developing the simplified standardized methodology, the EBA attempted to ensure proportionality, providing a 
framework which is appropriate for the lower risk assessment capacities of small and non-complex institutions. To that end, a 
number of elements, including certain simplifications and conservative measures, have been be outlined. Moreover:
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