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Banking (prudential standard) determination No. 1 of 2018 
Prudential Standard APS 180 Capital Adequacy: Counterparty Credit Risk
Banking Act 1959

[bookmark: _GoBack]I, Wayne Byres, delegate of APRA, under subsection 11AF(1) of the Banking Act 1959 (the Act) DETERMINE Prudential Standard APS 180 Capital Adequacy: Counterparty Credit Risk, in the form set out in the Schedule, which applies to all ADIs and authorised NOHCs to the extent provided in paragraphs 2 to 4 of the prudential standard. 

This instrument commences on 1 July 2019.

Dated: 19 April 2018

[Signed]


Wayne Byres
Chairman
APRA 



Interpretation
In this Determination:
ADI has the meaning given in section 5 of the Act.
APRA means the Australian Prudential Regulation Authority.
authorised NOHC has the meaning given in section 5 of the Act.



Schedule 

Prudential Standard APS 180 Capital Adequacy: Counterparty Credit Risk comprises the document commencing on the following page.
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[bookmark: _Toc326937696][bookmark: Text1]Prudential Standard APS 180
Capital Adequacy: Counterparty Credit Risk
	Objectives and key requirements of this Prudential Standard
This Prudential Standard requires an authorised deposit-taking institution to adopt risk management practices and hold sufficient regulatory capital for counterparty credit risk exposures arising from over-the-counter derivative transactions, exchange-traded derivative transactions, securities financing transactions and long settlement transactions.
The key requirements of this Prudential Standard are that an authorised deposit-taking institution must:
calculate counterparty credit risk exposure amounts according to the standardised approach for measuring counterparty credit risk exposures or the adjusted current exposure method;
apply risk weights to counterparty credit risk exposure amounts for capital adequacy purposes;
where applicable, calculate and hold a credit valuation adjustment risk capital charge;
where applicable, calculate and hold a default fund capital charge for default fund contributions to a qualifying central counterparty; and
adopt risk management practices for bilateral and centrally cleared counterparty credit risk exposures.
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[bookmark: _Toc487712206][bookmark: _Toc488397507][bookmark: _Toc507406381][bookmark: _Toc507406449][bookmark: _Toc511230071][bookmark: _Toc511230290]Authority
This Prudential Standard is made under section 11AF of the Banking Act 1959 (the Banking Act).
[bookmark: _Toc314733118][bookmark: _Toc341686775][bookmark: _Toc487712207][bookmark: _Toc488397508][bookmark: _Toc507406382][bookmark: _Toc507406450][bookmark: _Toc511230072][bookmark: _Toc511230291]Application
[bookmark: _Ref454389904]This Prudential Standard applies to all authorised deposit-taking institutions (ADIs) with the exception of:
foreign ADIs; and
purchased payment facility providers.
A reference to an ADI in this Prudential Standard, unless otherwise indicated, is a reference to:
an ADI on a Level 1 basis; and
a group of which an ADI is a member on a Level 2 basis.
If an ADI to which this Prudential Standard applies is:
the holding company for a group of bodies corporate, the ADI must ensure that the requirements in this Prudential Standard are met on a Level 2 basis, where applicable; or
a subsidiary of an authorised non-operating holding company (authorised NOHC), the authorised NOHC must ensure that the requirements in this Prudential Standard are met on a Level 2 basis, where applicable.
[bookmark: _Toc487712208][bookmark: _Toc488397509][bookmark: _Toc507406383][bookmark: _Toc507406451][bookmark: _Toc511230073][bookmark: _Toc511230292]Interpretation
Terms that are defined in Prudential Standard APS 001 Definitions appear in bold the first time they are used in this Prudential Standard.
Where this Prudential Standard provides for APRA to exercise a power or discretion, this power or discretion will be exercised in writing.
In this Prudential Standard, unless the contrary intention appears, a reference to an Act, Regulations or Prudential Standard is a reference to the Act, Regulations or Prudential Standard as in force from time to time.




[bookmark: _Toc487712210][bookmark: _Toc488397511][bookmark: _Toc507406385][bookmark: _Toc507406453][bookmark: _Toc511230074][bookmark: _Toc511230293]Definitions
[bookmark: _Ref460313176]The following definitions are used in this Prudential Standard:
adjusted current exposure method (CEM) — the adjusted CEM approach for measuring counterparty credit risk exposures is the methodology set out in Attachment E of this Prudential Standard;
central counterparty (CCP) — is a clearing house that interposes itself between counterparties to contracts traded in one or more financial markets, becoming the buyer to every seller and the seller to every buyer. A CCP becomes counterparty to trades with market participants through novation, an open offer system or another legally binding arrangement. For the purposes of the capital framework, a CCP is a financial institution;
clearing member — is a member of, or a direct participant in, a CCP that is entitled to enter into a transaction with the CCP;
client of a clearing member — is a party to a transaction with a CCP through either a clearing member acting as a financial intermediary, or a clearing member guaranteeing the performance of the client to the CCP;
close-out netting — is the process of combining all outstanding transactions and reducing them to a single net payment in the event of default by a counterparty to a netting agreement;
counterparty credit risk — is the risk that the counterparty to a transaction could default before the final settlement of the transaction’s cash flows. An economic loss would occur if the transactions or portfolio of transactions with the counterparty has a positive economic value at the time of default;
default funds — are clearing members’ funded or unfunded contributions towards, or underwriting of, a CCP’s mutualised loss-sharing arrangements;
eligible bilateral netting agreement — has the meaning in paragraph 7 of Attachment I of Prudential Standard APS 112 Capital Adequacy: Standardised Approach to Credit Risk (APS 112);
exchange-traded derivative — is a derivative that is transacted directly through an organised, licensed and regulated exchange;
hedging set — under the SA-CCR, a set of transactions under a single netting set within which partial or full offsetting may be recognised for the purposes of calculating the potential future exposure add-on;
independent collateral amount (ICA) — represents:
collateral (other than variation margin) posted by a counterparty that an ADI may seize upon default of the counterparty, the amount of which does not change in response to the value of the transactions it secures; and/or
the Independent Amount parameter as defined in standard industry documentation.
While ICA does not change in response to the value of the transactions it secures, it may change in response to factors such as the value of the collateral or a change in the number of transactions in the netting set. For clarity, initial margin for both centrally cleared and non-centrally cleared derivative transactions is included as ICA within the SA-CCR methodology outlined in Attachment D of this Prudential Standard;
initial margin — is collateral that is collected to cover the potential future exposure that could arise from future changes in the market value of a derivative transaction over the close-out period in the event of a counterparty default;
IRB ADI — is an ADI with approval from APRA to use an internal ratings-based (IRB) approach to credit risk;
long settlement transaction — is a transaction where a counterparty undertakes to receive or deliver a security, a commodity or a foreign exchange amount against cash, other financial instruments or commodities at a contractually specified settlement or delivery date that is more than the lesser of (i) the market standard for the particular instrument, and (ii) five business days after the date on which the parties enter into the transaction;
[bookmark: _Ref460313165]margin period of risk (MPOR) — is an estimated time period from the last exchange of collateral covering a netting set of transactions with a defaulting counterparty until the counterparty is closed out and the resulting market risk is re-hedged. For the purposes of measuring counterparty credit risk exposures using SA-CCR, MPOR must satisfy the conditions of the minimum holding period specified in paragraphs 39 and 40 of Attachment G of APS 112. MPOR must be measured in years;
net independent collateral amount (NICA) — is the amount of collateral that an ADI may use to offset its exposure on the default of the counterparty. NICA is equal to any ICA (segregated or unsegregated) received by the ADI less the unsegregated ICA posted by the ADI. NICA does not include any collateral an ADI has posted to a segregated, bankruptcy-remote account that would be returned to the ADI upon the bankruptcy of the counterparty;
netting — is the process under a netting agreement of combining all relevant outstanding transactions between two counterparties and reducing them to a single net sum for a party to either pay or receive;
netting by novation — is a netting agreement between two counterparties under which any obligation between the parties to deliver a given currency (or equity, debt instrument or commodity) on a given date is automatically amalgamated with all other obligations under the netting agreement for the same currency (or other instrument or commodity) and value date. The result is to legally substitute a single net amount for the previous gross obligations;
netting set — is a group of transactions with a single counterparty that is subject to an eligible bilateral netting agreement under this Prudential Standard. If a transaction with a counterparty is not subject to an eligible bilateral netting agreement, it comprises its own netting set;
offsetting transaction — is the transaction leg between the clearing member and the CCP when the clearing member acts on behalf of a client (e.g. when a clearing member clears or novates a client’s trade);
over-collateralisation — is when the haircut value of collateral held is greater than the net market value of the derivative contracts covered by the collateral. Conversely, under-collateralisation occurs when the haircut value of collateral held is less than the net market value of the derivative contracts;
over-the-counter (OTC) derivative transaction — is a customised, privately negotiated, risk-shifting agreement, the value of which is derived from the value of an underlying asset;
[bookmark: _Ref460255058]qualifying CCP (QCCP) — is an entity that is licensed to operate as a CCP (including a licence granted by way of confirming an exemption), and is permitted by the CCP’s regulator/supervisor to operate as such with respect to the products offered. The entity must be based and prudentially supervised in a jurisdiction where the relevant regulator/overseer has established, and publicly indicated that it applies to the CCP on an ongoing basis, domestic rules and regulations that are consistent with the Committee on Payments and Market Infrastructures and International Organization of Securities Commissions (CPMI-IOSCO) Principles for Financial Market Infrastructures. In order for a CCP to be a QCCP, it must also calculate or make available the necessary data to allow for the calculation of an ADI’s default fund capital charge;
reference entity — the entity or entities whose obligations are used to determine whether a credit event has occurred under the terms of a credit derivative contract;
reference obligation — the obligation used to calculate the amount payable when a credit event occurs under the terms of a credit derivative contract. A reference obligation is relevant for obligations that are to be cash settled (on a par-less-recovery basis);[footnoteRef:2] [2:  	A reference obligation will typically also be a deliverable obligation unless otherwise excluded.] 

SA-CCR — the standardised approach for measuring counterparty credit risk exposures (SA-CCR) is the methodology set out in Attachment D of this Prudential Standard;
securities financing transactions (SFTs) — are transactions such as repurchase agreements, reverse repurchase agreements and securities lending and borrowing transactions where the value of the transactions depends on the market valuation of securities and the transactions are typically subject to margin agreements;
[bookmark: _Ref460259507]settled-to-market — refers to a centrally cleared derivative transaction where the variation margin paid constitutes settlement of an exposure, as opposed to the posting of collateral;
standardised ADI — is an ADI that does not have approval from APRA to use an IRB approach to credit risk;
threshold — is the amount specified in a margin agreement that defines the level of exposure above which margin will be posted. The threshold represents the amount of uncollateralised exposure allowed under the margin agreement;
[bookmark: _Ref488400365]trade exposure — is an exposure a clearing member or a client of a clearing member has to a CCP reflecting a measure of the current mark-to-market value (replacement cost) and the potential future exposure arising from OTC derivative transactions, exchange-traded derivative transactions, SFTs and long settlement transactions. Trade exposure is calculated on a bilateral basis, and must include the initial margin posted by an ADI, as well as any variation margin due to the ADI from the CCP that has not yet been received; and
variation margin — is collateral that is collected or paid to reflect the current mark-to-market exposure resulting from changes in the market value of a derivative.
[bookmark: _Toc487712211][bookmark: _Toc488397512][bookmark: _Toc507406386][bookmark: _Toc507406454][bookmark: _Toc511230075][bookmark: _Toc511230294]Key principles
An ADI must include all OTC derivative transactions and exchange-traded derivative transactions (collectively ‘derivative transactions’), long settlement transactions[footnoteRef:3] and SFTs held in the banking and trading books in applying the counterparty credit risk requirements set out in this Prudential Standard. [3:  	For the purposes of this Prudential Standard, long settlement transactions must be treated as OTC derivatives transactions.] 

An ADI must apply the counterparty credit risk requirements:
for all bilateral transactions, as set out in Attachment A of this Prudential Standard;
for all centrally cleared transactions, as set out in Attachment B of this Prudential Standard; and
for any default fund contribution to a QCCP, as set out in Attachment C of this Prudential Standard;
for an ADI with approval from APRA to use an internal ratings-based (IRB) approach to credit risk (IRB ADI), the standardised approach for measuring counterparty credit risk exposures (SA-CCR) as set out in Attachment D of this Prudential Standard to calculate its counterparty credit risk exposure amount; or
for an ADI that does not have approval from APRA to use an IRB approach to credit risk (standardised ADI), the adjusted CEM as set out in Attachment E of this Prudential Standard to calculate its counterparty credit risk exposure amount.
APRA may, upon request of a standardised ADI, approve the ADI to use the SA-CCR to calculate its counterparty credit risk exposure amount.
APRA may require a standardised ADI to use the SA-CCR to calculate its counterparty credit risk exposure amount.
The counterparty credit risk requirements comprise:
the risk-weighted credit exposures for counterparty credit risk, calculated as the sum of any applicable:
risk-weighted credit exposures for counterparty credit default risk (‘default risk RWE’);
risk-weighted credit exposures for counterparty credit default risk arising from trade exposure to a CCP (‘trade exposure RWE’); and
risk-weighted credit exposure arising from a default fund contribution to a non-qualifying CCP (‘default fund RWE’);
any applicable credit valuation adjustment (CVA) risk capital charge; and
any applicable default fund capital charge for any default fund contribution to a QCCP.
For all centrally cleared transactions, an ADI must apply the risk management requirements in paragraphs 30 to 39 of Attachment B.
[bookmark: _Toc487712212][bookmark: _Toc488397513][bookmark: _Toc507406387][bookmark: _Toc507406455][bookmark: _Toc511230076][bookmark: _Toc511230295]Risk-weighting approach
For the purposes of determining the risk-weighted credit exposures for counterparty credit risk, this paragraph must be read in conjunction with APS 112 and, for an IRB ADI, Prudential Standard APS 113 Capital Adequacy: Internal Ratings-based Approach to Credit Risk (APS 113). Risk weights must be determined in the following manner:
an IRB ADI must determine the risk weights for bilateral transactions in accordance with APS 113;[footnoteRef:4] [4:  	For the avoidance of doubt, an IRB ADI that has IRB approval for a portion of its exposures must determine the risk weights for exposures subject to the standardised approach to credit risk in accordance with APS 112, as required under APS 113. ] 

a standardised ADI must determine the risk weights for bilateral transactions in accordance with APS 112;
an ADI must determine the risk weights for trade exposures with a CCP in accordance with Attachment B of this Prudential Standard.; and
an ADI must determine the risk weights for default fund exposures with a non-qualifying CCP in accordance with Attachment B of this Prudential Standard.
APRA may determine a higher or lower risk weight for a particular exposure of an ADI where APRA considers that the ADI has not risk weighted the exposure appropriately.
[bookmark: _Toc487712213][bookmark: _Toc488397514][bookmark: _Toc507406388][bookmark: _Toc507406456][bookmark: _Toc511230077][bookmark: _Toc511230296]Historical rate rollovers
An ADI must not enter into market-related contracts at off-market prices other than historical rate rollovers on foreign exchange contracts. An ADI must have a policy framework in place agreed to by APRA that sets out its systems and controls for approving and monitoring these rollovers and adequately restricts the ADI’s capacity to enter into such contracts. Transactions outside of the agreed framework must be discussed with APRA to determine their appropriate treatment.
[bookmark: _Toc487712214][bookmark: _Toc488397515][bookmark: _Toc507406389][bookmark: _Toc507406457][bookmark: _Toc511230078][bookmark: _Toc511230297]Adjustments and exclusions
APRA may adjust or exclude a specific prudential requirement in this Prudential Standard in relation to one or more specified ADIs or authorised NOHCs.[footnoteRef:5] [5: 	Refer to subsection 11AF(2) of the Banking Act.] 

[bookmark: _Toc507406390][bookmark: _Toc507406458][bookmark: _Toc511230079][bookmark: _Toc511230298]Previous exercise of discretion
An ADI must contact APRA if it seeks to place reliance, for the purposes of complying with this Prudential Standard, on a previous exemption or other exercise of discretion by APRA under APS 112.


[bookmark: _Toc487712215][bookmark: _Toc488397516][bookmark: _Toc507406391][bookmark: _Toc511230080][bookmark: _Toc511230299]Attachment A — Counterparty credit risk requirements for bilateral transactions
1. This Attachment applies to OTC derivative transactions, SFTs and long settlement transactions that are not centrally cleared. For the purposes of this Attachment, a long settlement transaction must be treated as an OTC derivative transaction.
1. This Attachment also applies to centrally cleared transactions, including exchange-traded derivative transactions, which are required to be treated as bilateral transactions under Attachment B.
1. For bilateral OTC derivative transactions, an ADI must calculate each of the following counterparty credit risk requirements:
default risk RWE, which reflects the potential loss arising from a default of a counterparty (refer to paragraphs 6 to 12 of this Attachment); and
a CVA risk capital charge, which accounts for mark-to-market losses arising from a deterioration in a counterparty’s credit quality (refer to paragraphs 13 to 20 of this Attachment).
1. [bookmark: _Ref460259339]For bilateral SFTs, an ADI must calculate default risk RWE. To determine default risk RWE for SFTs, an ADI must calculate the counterparty credit risk exposure amount according to APS 112[footnoteRef:6] and apply the applicable risk weight according to the requirements of APS 112, or for an IRB ADI, according to the requirements of APS 113. [6:  	The total exposure amount for bilateral SFTs must be calculated by adding together the exposure amount for each SFT not covered by an eligible netting agreement (refer to Attachment G of APS 112) and the exposure amount for all SFTs covered by an eligible netting agreement (refer to Attachment I of APS 112).] 

1. Bilateral SFTs are not subject to a CVA risk capital charge unless APRA has determined that an ADI’s CVA loss exposure arising from SFTs is material and notified the ADI that it must calculate a CVA risk capital charge according to paragraphs 13 to 20 of this Attachment.
[bookmark: _Toc460331426][bookmark: _Toc461692089][bookmark: _Toc487712216][bookmark: _Toc488397517][bookmark: _Toc488398077][bookmark: _Toc489463914][bookmark: _Toc507406207][bookmark: _Toc507406279][bookmark: _Toc507406392][bookmark: _Toc507406459][bookmark: _Toc507406565]Default risk RWE for OTC derivative transactions
1. [bookmark: _Ref460258558]To determine default risk RWE for OTC derivative transactions, an ADI must calculate a counterparty credit risk exposure amount and apply the relevant risk weight in accordance with paragraph 12 of this Attachment.
1. The counterparty credit risk exposure amount is:
for an IRB ADI, the exposure at default (EAD) calculated according to the SA-CCR; or
for a standardised ADI, the credit equivalent amount (CEA) calculated according to the adjusted CEM.
[bookmark: _Toc460331427][bookmark: _Toc461692090][bookmark: _Toc487712217][bookmark: _Toc488397518][bookmark: _Toc488398078][bookmark: _Toc489463915][bookmark: _Toc507406208][bookmark: _Toc507406280][bookmark: _Toc507406393]Counterparty credit risk exposure amount under the SA-CCR
1. Under the SA-CCR, the counterparty credit risk exposure amount is the EAD for all OTC derivative transactions with a given counterparty, calculated according to the SA-CCR methodology in Attachment D. Eligible netting and collateralisation are incorporated in the SA-CCR methodology.
[bookmark: _Toc460331428][bookmark: _Toc461692091][bookmark: _Toc487712218][bookmark: _Toc488397519][bookmark: _Toc488398079][bookmark: _Toc489463916][bookmark: _Toc507406209][bookmark: _Toc507406281][bookmark: _Toc507406394]Counterparty credit risk exposure amount under the adjusted CEM
1. Under the adjusted CEM, the counterparty credit risk exposure amount is the CEA for all OTC derivative transactions with a given counterparty, calculated by adding together:
the transaction-level CEA calculated under the adjusted CEM methodology in Attachment E for each transaction not covered by an eligible bilateral netting agreement; and
the CEA calculated under the adjusted CEM methodology in Attachment E for transactions covered by an eligible bilateral netting agreement that meet the criteria set out in Attachment I of APS 112;
and adjusting the sum for collateral that meets the eligibility criteria for the adjusted CEM set out in Attachment G of APS 112.
[bookmark: _Toc460331429][bookmark: _Toc461692092][bookmark: _Toc487712219][bookmark: _Toc488397520][bookmark: _Toc488398080][bookmark: _Toc489463917][bookmark: _Toc507406210][bookmark: _Toc507406282][bookmark: _Toc507406395]Adjustment for incurred CVA under the SA-CCR and adjusted CEM[footnoteRef:7] [7:  	No adjustment to CVA should be included for SFTs.] 

1. For all OTC derivative transactions, the counterparty-level EAD or CEA must be adjusted for incurred CVA by subtracting the CVA amount for the counterparty that has already been recognised by the ADI as an incurred write-down (i.e. a CVA loss). The incurred CVA loss must be calculated according to the ADI’s own valuation methodology and must not include any debit value adjustment (DVA). 
[bookmark: _Toc460331430][bookmark: _Toc461692093][bookmark: _Toc487712220][bookmark: _Toc488397521][bookmark: _Toc488398081][bookmark: _Toc489463918][bookmark: _Toc507406211][bookmark: _Toc507406283][bookmark: _Toc507406396]Credit risk mitigation
1. Forms of credit risk mitigation including guarantees and credit derivatives may be used to reduce default risk RWE. The eligibility and other requirements for application are as set out in APS 112.
[bookmark: _Toc460331431][bookmark: _Toc461692094][bookmark: _Toc487712221][bookmark: _Toc488397522][bookmark: _Toc488398082][bookmark: _Toc489463919][bookmark: _Toc507406212][bookmark: _Toc507406284][bookmark: _Toc507406397]Risk weighting
1. [bookmark: _Ref460258565]The applicable risk weight for a counterparty credit risk exposure amount is determined according to the requirements of:
[bookmark: _Toc460331432][bookmark: _Toc461692095]APS 113 for an IRB ADI;[footnoteRef:8] or [8:  	For the avoidance of doubt, an IRB ADI that has IRB approval for a portion of its exposures must determine the risk weights for exposures subject to the standardised approach to credit risk in accordance with APS 112, as required under APS 113.] 

APS 112 for a standardised ADI.
[bookmark: _Toc487712222][bookmark: _Toc488397523][bookmark: _Toc488398083][bookmark: _Toc489463920][bookmark: _Toc507406213][bookmark: _Toc507406285][bookmark: _Toc507406398][bookmark: _Toc507406460][bookmark: _Toc507406566]CVA risk capital charge
1. [bookmark: _Ref460258572]An ADI must calculate its CVA risk capital charge for the risk of mark-to-market losses on the expected counterparty credit risk (CVA loss) for all bilateral OTC derivative transactions and centrally cleared transactions required to be treated as bilateral. The CVA risk capital charge is calculated using the CVA approach outlined in paragraphs 16 to 20 of this Attachment, unless the conditions under paragraph 14 of this Attachment are satisfied.
1. [bookmark: _Ref461622537]An ADI, other than an ADI with either funded or unfunded default fund contributions to a CCP, may apply to APRA for approval to determine its CVA risk capital requirement according to a simplified approach, instead of the approach set out in paragraphs 16 to 20 of this Attachment. APRA may approve an application made under this paragraph.
1. Where an ADI has obtained approval from APRA under paragraph 14 of this Attachment, the ADI must set its CVA risk capital charge equal to the amount of capital required for its risk-weighted credit exposure for counterparty credit default risk.
1. [bookmark: _Ref461100785]An ADI must calculate its CVA risk capital charge, , according to one of the three following formulae:
an ADI that has OTC derivative exposure to only one counterparty must calculate its CVA risk capital charge as:

where:
 = the weight applicable to the counterparty determined according to paragraph 17 of this Attachment;
 = the weighted average maturity in years (weighted by notional amount) of all OTC derivative transactions with the counterparty, determined according to paragraphs 33 to 41 of Attachment B of APS 113, except that  is not capped at five years;
; and[footnoteRef:9] [9:  	D is the supervisory discount factor based on an interest rate of five per cent per annum and term to maturity of M years, and e (≈2.71828) is the base of the natural logarithm.] 

For an IRB ADI,  = the EAD for the counterparty under SA-CCR without any adjustment for incurred CVA;
For a standardised ADI, = the counterparty-level CEA under the adjusted CEM without any adjustment for incurred CVA;
If there is more than one netting set for the counterparty, an ADI must determine ,  and  separately for each netting set, and calculate the sum of  over all netting sets.[footnoteRef:10] The calculation of  applies at the netting set level; [10:  	This approach also applies for the   calculations in paragraphs 16(b) and 16(c) of this Attachment. ] 

[bookmark: _Ref508954474]an ADI that has OTC derivative exposures to more than one counterparty, but does not allow for CVA hedges in accordance with paragraphs 18 to 20 of this Attachment, must calculate its CVA risk capital charge as:

where the summations (subscript ) are by counterparty; and
[bookmark: _Ref460259041]an ADI that has OTC derivative exposures to more than one counterparty, and has in place eligible CVA hedges in accordance with paragraphs 18 to 20 of this Attachment, must calculate its CVA risk capital charge as:

where:
= the maturity in years of the purchased single name credit default swap (CDS) hedge referencing counterparty  and used to hedge CVA risk;
= ;
 = the notional amount of the purchased single-name CDS hedge referencing counterparty  and used to hedge CVA risk;
 = the weight applicable to the ‘ind’ CDS index determined according to paragraph 17 of this Attachment;
 = the maturity in years of ‘ind’ CDS index purchased protection;
; and
 = the notional amount of ‘ind’ CDS index purchased protection used to hedge CVA risk.
An ADI that has more than one purchased single-name CDS hedge referencing counterparty  used to hedge CVA risk, must replace  in the formula above by the sum over all such hedges:

where each hedge is denoted by the subscript 
An ADI that has purchased more than one CDS index protection to hedge CVA risk must replace  in the formula above by the sum over all such hedges:

where each hedge is denoted by the subscript 
[bookmark: _Ref461102991]For the purposes of calculating the CVA risk capital charge, an ADI must determine the weight for a counterparty or credit index by its credit rating grade according to Table 1 below.
[bookmark: _Ref460252135][bookmark: _Ref460252108]Table 1: CVA risk capital formula weights
	Long term credit rating grade
	Weight (%)

	1
	0.7

	2
	0.8

	3
	1.0

	4 or unrated
	2.0

	5
	3.0

	6
	10.0



[bookmark: _Ref461103008]An ADI may include eligible CVA hedges in the calculation of the CVA risk capital charge as set out in paragraph 16(c) of this Attachment subject to the following conditions:
to qualify as an eligible CVA hedge, the hedge must be transacted with an external counterparty, used for the purposes of mitigating CVA risk, and managed as such;
the only CDS hedges that may qualify as eligible CVA hedges are single-name CDS (including sovereign CDS), single-name contingent CDS, other equivalent hedging instruments referencing the counterparty directly, and index CDS. A tranched or nth-to-default CDS may not be treated as an eligible CVA hedge; and
an instrument for which the associated payment depends on cross-default (such as a related entity hedged with a reference entity CDS and CDS triggers) may not be treated as an eligible CVA hedge. If restructuring is not included in the CDS contract then the proportion of that CDS hedge that may be treated as an eligible CVA hedge is as in accordance with the rules regarding specific risk offsetting set out in Attachment D of Prudential Standard APS 116 Capital Adequacy: Market Risk (APS 116).
Other types of counterparty risk hedges must not be reflected within the calculation of the CVA risk capital charge, and these other hedges must be treated as any other instrument in the ADI’s inventory for Regulatory Capital purposes. Eligible CVA hedges that are included in the CVA risk capital charge must not be included in the ADI’s market risk capital charge calculation under APS 116.
[bookmark: _Ref460258583]If a counterparty is also a constituent of an index on which a CDS is used for hedging counterparty credit risk, the notional amount attributable to that single name (as per its reference entity weight) may, with APRA’s approval, be subtracted from the index CDS notional amount and treated as a single name eligible CVA hedge of the individual counterparty with maturity using the maturity of the index.


APS 180 – Attachment A - 15
[bookmark: _Toc487712223][bookmark: _Toc488397524][bookmark: _Toc507406399][bookmark: _Toc511230081][bookmark: _Toc511230300]Attachment B — Counterparty credit risk requirements for centrally cleared transactions
1. This Attachment applies to all transactions that are centrally cleared, including OTC derivative transactions, exchange-traded derivative transactions, SFTs and long settlement transactions. For the purposes of this Attachment, a long settlement transaction must be treated as an OTC derivative transaction.  Transactions that result in exposures arising from the settlement of cash transactions only (e.g. equities, fixed income, spot foreign exchange (FX) and spot commodities) are not subject to this treatment. [footnoteRef:11] [11:  	For contributions to prepaid default funds covering settlement risk-only products, the applicable risk weight is zero per cent.] 

For transactions cleared through a QCCP, an ADI must apply the counterparty credit risk requirements for exposures to a QCCP and the ADI’s clients in accordance with paragraphs 9 to 28 of this Attachment, and the risk management requirements in accordance with paragraphs 30 to 34 of this Attachment.
Where a CCP does not meet the definition of a QCCP in paragraph 8(w) of this Prudential Standard, or where a CCP does not meet all of the requirements in paragraph 6 of Attachment C, the CCP is considered to be a non-qualifying CCP. An ADI must apply the counterparty credit risk requirements for exposures to a non-qualifying CCP in accordance with paragraph 29 of this Attachment and the risk management requirements in accordance with paragraphs 30 to 34 of this Attachment.
Within three months of a CCP ceasing to qualify as a QCCP, unless required otherwise by APRA, the transactions with a former QCCP may, for the purposes of this Attachment, continue to be treated as though they are with a QCCP. After that time, the ADI’s exposures with such a CCP must be treated according to paragraph 29 of this Attachment.
For the purposes of calculating an ADI’s exposure to a CCP:
initial margin is the funded collateral posted to a CCP to mitigate the potential future exposure of the CCP to the clearing member, including collateral deposited by a clearing member or a client that may be in excess of the minimum required amount provided there are appropriate arrangements in place to prevent the withdrawal of such excess collateral by the clearing member of the client. Initial margin does not include an ADI’s contribution to a CCP for a mutualised loss-sharing arrangement (i.e. a default fund contribution); and
variation margin is the funded collateral posted on a daily or intraday basis to a CCP to mitigate movements in ongoing mark-to-market exposure.
[bookmark: _Ref506561145][bookmark: _Ref508955052]An ADI may treat a transaction as settled-to-market and an unmargined transaction with the remaining maturity () equal to the time until the next exchange of variation margin if:
the outstanding exposure is settled by variation margin and the terms are reset so that the fair value of the contract is zero; and
the ADI has legal opinion to support such treatment of variation margin.[footnoteRef:12] [12:  	The remaining maturity () of an unmargined transaction is subject to a floor of 10 business days. as per paragraph 48(a) of Attachment D.] 

For an exchange-traded derivative where the transaction between the clearing member and client is conducted under a bilateral agreement, an ADI that is either a clearing member (clearing member ADI) or a client (client ADI) must treat the transaction as an OTC derivative transaction for the purposes of this Attachment.
Where the amount of capital required for an ADI’s exposure to a QCCP due to its trade exposure and default fund contribution is higher than would be applied if the CCP were a non-qualifying CCP, the required capital is capped at the amount for a non-qualifying CCP.
[bookmark: _Toc460331434][bookmark: _Toc461692097][bookmark: _Toc487712224][bookmark: _Toc488397525][bookmark: _Toc488398085][bookmark: _Toc489463922][bookmark: _Toc507406215][bookmark: _Toc507406287][bookmark: _Toc507406400][bookmark: _Toc507406461][bookmark: _Toc507406568]Exposures arising from transactions cleared through a QCCP
[bookmark: _Ref460259088]For transactions cleared through a QCCP, a clearing member ADI must calculate each of the following counterparty credit risk requirements:
trade exposure RWE on the clearing member ADI’s trade exposure[footnoteRef:13] to the QCCP according to paragraphs 11 to 18 of this Attachment; and [13:  	Trade exposure includes any posted collateral but excludes any default fund contributions. Refer to paragraph 8(ee) for the complete definition of trade exposure.] 

a default fund capital charge on the default fund contribution to the QCCP calculated according to Attachment C of this Prudential Standard; and
where a clearing member ADI has provided a guarantee of a client transaction to the QCCP or acts as a financial intermediary between a client and the QCCP (i.e. the clearing member completes an offsetting transaction with the QCCP), default risk RWE and a CVA risk capital charge on the counterparty credit risk exposure to its client, calculated according to paragraph 19 of this Attachment; and
where a clearing member ADI has provided a guarantee to a client, by undertaking any obligation to reimburse a client for any losses suffered due to changes in transaction value in the event that a QCCP defaults, trade exposure RWE and a default fund capital charge on the guaranteed transaction.
For an ADI acting as a client of a clearing member to a QCCP, the client ADI must apply the counterparty credit risk requirements specified in paragraphs 20 to 24 of this Attachment.
[bookmark: _Toc460331435][bookmark: _Toc461692098][bookmark: _Toc487712225][bookmark: _Toc488397526][bookmark: _Toc488398086][bookmark: _Toc489463923][bookmark: _Toc507406216][bookmark: _Toc507406288][bookmark: _Toc507406401][bookmark: _Toc507406462][bookmark: _Toc507406569]Trade exposure RWE for a clearing member ADI’s exposure to a QCCP
[bookmark: _Ref460259245]To calculate trade exposure RWE, a clearing member ADI must calculate its trade exposure to the QCCP and apply the relevant risk weights according to paragraphs 12 to 18 of this Attachment.
[bookmark: _Ref460259319]For the clearing member ADI-to-QCCP leg of a transaction cleared through a QCCP, a clearing member ADI must calculate its trade exposure to the QCCP using the SA-CCR (refer to Attachment D) for all derivative transactions and in accordance with the requirements of paragraph 4 of Attachment A for all SFTs. In addition, for centrally cleared transactions treated as margined transactions, the following conditions apply:
for all OTC derivative transactions, apply a margin period of risk (MPOR) of at least 10 business days;
for all other transactions, apply a MPOR or holding period that is at least equal to that applicable if the transaction were a bilateral transaction;
for a netting set where the number of trades exceeds 5,000 at any point during a quarter, the 20-business day floor for MPOR specified in paragraph 40 of Attachment G of APS 112 does not apply if the netting set does not contain any illiquid collateral, exotic trades or disputed trades; and
where a QCCP retains variation margin against certain transactions and that variation margin is not protected against the insolvency of the QCCP, set the transaction’s maturity factor (MF) under the SA-CCR to that of the unmargined case under paragraph 48 of Attachment D.
[bookmark: _Ref460259463]A clearing member ADI may calculate its trade exposure to a QCCP applying appropriate netting when the below two conditions are satisfied:
settlement is legally enforceable on a net basis in an event of default regardless of whether the counterparty is insolvent or bankrupt; and
all netting agreements meet the requirements for the bilateral case set out in Attachment I of APS 112.[footnoteRef:14] [14:  	To the extent that the rules referenced in Attachment I of APS 112 include the term ‘master agreement’ or the phrase ‘a netting contract with a counterparty or other agreement’, this terminology must be read as including any enforceable arrangement that provides legally enforceable rights of set-off.] 

[bookmark: _Ref461098977]Where a clearing member ADI cannot demonstrate that a netting agreement meets the requirements in paragraph 13 of this Attachment, it must treat each single transaction with the QCCP as a netting set of its own for the calculation of trade exposure.
[bookmark: _Ref460258899]If a clearing member ADI first collects collateral from a client for a client-cleared trade and then this collateral is passed on to the QCCP, the ADI may recognise this collateral for both the QCCP-to-clearing member leg and the clearing member-to-client leg of the client-cleared transaction.
[bookmark: _Ref483391203]Where a clearing member ADI is transacting with a QCCP for its own purposes, the clearing member ADI must apply a two per cent risk weight to its trade exposure to the QCCP (excluding any posted collateral eligible for a zero risk weight under paragraph 27(a) of this Attachment).
[bookmark: _Ref460258866]Where a clearing member ADI offers clearing services to clients, the clearing member ADI must apply a two per cent risk weight to its trade exposure to the QCCP (excluding any posted collateral eligible for a zero risk weight under paragraph 27(a) of this Attachment) arising from any obligations to reimburse a client for any losses suffered due to changes in transaction value in the event that the QCCP defaults.
[bookmark: _Ref460258918]The risk weight applied to any collateral posted by a clearing member ADI to the QCCP that is included in the definition of trade exposure in paragraph 8(ee) of this Prudential Standard must be determined in accordance with paragraphs 25 to 28 of this Attachment.
[bookmark: _Toc460331436][bookmark: _Toc461692099][bookmark: _Toc487712226][bookmark: _Toc488397527][bookmark: _Toc488398087][bookmark: _Toc489463924][bookmark: _Toc507406217][bookmark: _Toc507406289][bookmark: _Toc507406402][bookmark: _Toc507406463][bookmark: _Toc507406570]Clearing member ADI’s exposure to clients
[bookmark: _Ref460258940]For the clearing member ADI-to-client leg of a transaction with a QCCP, a clearing member ADI must calculate its counterparty credit risk requirements on its exposures to its clients following the requirements for bilateral transactions set out in Attachment A (comprising both default risk RWE and a CVA risk capital charge). However, to recognise the shorter close-out period for cleared client derivative transactions, the clearing member ADI may apply a minimum MPOR of five business days in calculating the clearing member ADI’s exposure amounts to its clients under the SA-CCR (refer to Attachment D). The reduced EAD may also be used in the calculation of the CVA risk capital charge.
[bookmark: _Toc460331437][bookmark: _Toc461692100][bookmark: _Toc487712227][bookmark: _Toc488397528][bookmark: _Toc488398088][bookmark: _Toc489463925][bookmark: _Toc507406218][bookmark: _Toc507406290][bookmark: _Toc507406403][bookmark: _Toc507406464][bookmark: _Toc507406571]Client ADI’s exposure to a QCCP
[bookmark: _Ref460259273]An ADI is considered a ‘client ADI’ where:
the ADI clears through a QCCP indirectly as a client of a clearing member acting as a financial intermediary (i.e. the clearing member completes an offsetting transaction with the QCCP); or
the ADI enters into a transaction with a QCCP, with a clearing member guaranteeing the client ADI’s performance,
A client ADI must:
calculate a trade exposure to the clearing member ADI or QCCP, as the case may be, using:
for an IRB ADI, the SA-CCR (refer to Attachment D); or
for a standardised ADI, the adjusted CEM (refer to Attachment E); and
risk weight the trade exposure according to the requirements in paragraphs 22 to 24 of this Attachment.
[bookmark: _Ref460258878][bookmark: _Ref485897789]A client ADI must treat its trade exposure (excluding any posted collateral eligible for a zero risk weight under paragraph 28(a) of this Attachment), as if it were a clearing member ADI’s trade exposure to the QCCP, and apply the requirements set out in paragraphs 11 to 16 of this Attachment when the following three conditions are met:
[bookmark: _Ref461098782]the offsetting transactions are identified by the QCCP as client transactions and the collateral to support the offsetting transactions is held in a manner that prevents any losses to the client ADI due to either the default or insolvency of the clearing member, or the default or insolvency of the clearing member’s other clients. Additionally, the client ADI must have conducted a sufficient legal review, and undertake further review as necessary to ensure continuing enforceability of the arrangements. The client ADI must have a well-founded basis to conclude that, in the event of legal challenge, the relevant courts and administrative authorities would find that the arrangements would be legal, valid, binding and enforceable under the relevant laws of the relevant jurisdiction(s);
[bookmark: _Ref461098891]the collateral supporting the offsetting transactions is held in a manner that prevents any losses to the client ADI due to the joint default or insolvency of the clearing member and any of its other clients. Additionally, the client ADI must have conducted a sufficient legal review, and undertake further review as necessary to ensure continuing enforceability of the arrangements. The client ADI must have a well-founded basis to conclude that, in the event of legal challenge, the relevant courts and administrative authorities would find that the arrangements would be legal, valid, binding and enforceable under the relevant laws of the relevant jurisdiction(s); and
[bookmark: _Ref461098788]the relevant laws, regulation, rules, contractual or administrative arrangements provide that the offsetting transactions with the defaulted or insolvent clearing member are highly likely to continue to be indirectly transacted through the QCCP, or by the QCCP, if the clearing member defaults or becomes insolvent. In such circumstances, the client positions and collateral with the QCCP will be transferred at market value unless the client ADI requests to close out the position at market value.
Where only conditions (a) and (c) of paragraph 22 of this Attachment are satisfied, the client ADI must apply a risk weight of four per cent to its calculated trade exposure to the QCCP (excluding any posted collateral eligible for a zero risk weight under paragraph 28(a) of this Attachment). The applicable risk weight on collateral posted by the client ADI that is included in the definition of trade exposure must be determined according to paragraphs 25 to 28 of this Attachment.[footnoteRef:15] [15:  	Trade exposure is defined in paragraph 8(bb) of this Prudential Standard.] 

[bookmark: _Ref460259282]In any other case, the client ADI must treat the exposure as bilateral for the purposes of all counterparty credit risk requirements and apply the treatment set out in Attachment A (comprising both default risk RWE and a CVA risk capital charge).
[bookmark: _Toc460331438][bookmark: _Toc461692101][bookmark: _Toc487712228][bookmark: _Toc488397529][bookmark: _Toc488398089][bookmark: _Toc489463926][bookmark: _Toc507406219][bookmark: _Toc507406291][bookmark: _Toc507406404][bookmark: _Toc507406465][bookmark: _Toc507406572]Exposures arising from collateral posted to a QCCP
[bookmark: _Ref460259486]For the purposes of this Attachment, collateral posted by an ADI to the QCCP includes but is not limited to: initial margin, any variation margin due to the ADI from the QCCP but not yet received, cash, securities, other pledged assets and any excess initial or variation margin. Posted collateral does not include any default fund contribution.
An ADI that has posted collateral to a QCCP must risk weight those assets in accordance with the relevant banking book or trading book treatment that would otherwise apply regardless of the fact that such assets have been posted as collateral.
For collateral posted by a clearing member ADI to a QCCP, the ADI:
[bookmark: _Ref483418945]may apply a zero risk weight to all posted collateral that is held by a custodian where that collateral is bankruptcy remote from the QCCP;[footnoteRef:16],[footnoteRef:17] and [16:  	A custodian may include a trustee, agent, pledgee, secured creditor or any other person that holds property in a way that does not give such person a beneficial interest in such property and will not result in such property being subject to legally-enforceable claims by such persons’ creditors, or to a court-ordered stay of the return of such property, if such person becomes insolvent or bankrupt.]  [17:  	For the avoidance of doubt, such collateral should not be included in the calculation of EAD under the SA-CCR] 

must apply a two per cent risk weight to all posted collateral held by the QCCP where that collateral is not held in a bankruptcy remote manner.[footnoteRef:18] [18:  	For the avoidance of doubt, such collateral should be included in the calculation of EAD under the SA-CCR.] 

[bookmark: _Ref460259207]For collateral posted by a client ADI to a QCCP, the ADI:
[bookmark: _Ref488399996]may apply a zero risk weight to all posted collateral that is held by a custodian where the collateral is bankruptcy remote from the QCCP, the clearing member, and the clearing member’s other clients;
must apply a two per cent risk weight to all posted collateral held by the QCCP if the collateral is not bankruptcy remote from the QCCP, and all conditions (a), (b) and (c) in paragraph 22 of this Attachment are satisfied; and
must apply a four per cent risk weight to all posted collateral held by the QCCP if the collateral is not bankruptcy remote from the QCCP and only conditions (a) and (c) in paragraph 22 of this Attachment are satisfied.
[bookmark: _Toc460331439][bookmark: _Toc461692102][bookmark: _Toc487712229][bookmark: _Toc488397530][bookmark: _Toc488398090][bookmark: _Toc489463927][bookmark: _Toc507406220][bookmark: _Toc507406292][bookmark: _Toc507406405][bookmark: _Toc507406466][bookmark: _Toc507406573]Exposures arising from transactions cleared through a non-qualifying CCP
[bookmark: _Ref460259123]For all transactions with a non-qualifying CCP, an ADI must calculate the following counterparty credit risk requirements:
trade exposure RWE in respect of the ADI’s trade exposure to the non-qualifying CCP (including any exposure to the non-qualifying CCP that arises due to the ADI guaranteeing a client trade), calculated in accordance with Attachment A of this Prudential Standard, and risk weighted in accordance with Attachment A of APS 112;[footnoteRef:19] [19:  	An ADI must apply the standardised risk-weighting methodology of APS 112 regardless of whether the ADI has approval to use an internal ratings-based approach to credit risk under APS 113.] 

trade exposure RWE in respect of any exposure to the ADI’s clients, calculated in accordance with Attachment A of this Prudential Standard and:
for an IRB ADI, risk weighted in accordance with to APS 113;[footnoteRef:20] or [20:  	For the avoidance of doubt, an IRB ADI that has IRB approval for a portion of its exposures must determine the risk weights for exposures subject to the standardised approach to credit risk in accordance with APS 112, as required under APS 113.] 

for a standardised ADI, risk weighted in accordance with Attachment A of APS 112;
a CVA risk capital charge in respect of the non-qualifying CCP and any clients, calculated in accordance with Attachment A of this Prudential Standard; and
where the ADI is a clearing member of the non-qualifying CCP, default fund RWE, given by:

where:
 the clearing member ADI’s risk-weighted exposure (RWE) in respect of its default fund exposure to the non-qualifying CCP; and
 the clearing member ADI’s pre-funded contribution to the default fund of the non-qualifying CCP, plus a proportion, to be specified by APRA, of the ADI’s unfunded contributions that are liable to be paid should the CCP so require.
[bookmark: _Toc460331440][bookmark: _Toc461692103][bookmark: _Toc487712230][bookmark: _Toc488397531][bookmark: _Toc488398091][bookmark: _Toc489463928][bookmark: _Toc507406221][bookmark: _Toc507406293][bookmark: _Toc507406406][bookmark: _Toc507406467][bookmark: _Toc507406574]Risk management requirements for centrally cleared exposures
[bookmark: _Ref460258472]An ADI must establish a process for monitoring by, and regular reporting to, senior management of all of its exposures to CCPs, including exposures arising from trading through a CCP and exposures arising from CCP membership obligations such as default fund contributions. An ADI must also establish a process for regular reporting of material exposures to CCPs to the appropriate committee of the Board of directors (Board).
An ADI must ensure that it maintains adequate capital for its exposures to CCPs, regardless of whether a CCP is classified as a QCCP. In particular, an ADI must consider whether it might need to hold capital in excess of the minimum capital requirements if, for example, (i) its dealings with a CCP give rise to higher risk exposure or (ii) where it is unclear whether a CCP meets the definition of a QCCP in paragraph 8(w) of this Prudential Standard based on the ADI’s dealings with the CCP.
For all exposures to CCPs, a clearing member ADI must assess through appropriate scenario analysis and stress testing whether the level of capital held against exposures to a CCP adequately addresses the inherent risks of those transactions. The assessment must include potential future or contingent exposure resulting from future drawings on default fund commitments, and/or from any secondary commitments to take over or replace offsetting transactions from clients of another clearing member in the event that the clearing member defaults or becomes insolvent.
Where a CCP is not based and prudentially supervised in a jurisdiction where the relevant regulator/overseer has publicly indicated that it applies domestic rules and regulations that are consistent with the CPMI-IOSCO Principles for Financial Market Infrastructures to the CCP on an ongoing basis, that CCP must be treated as a non-qualifying CCP unless APRA makes a determination that it may be treated as a QCCP.
[bookmark: _Ref460258481]APRA may require an ADI to hold additional capital against its exposures to a QCCP if an external assessment has found material shortcomings in the regulation of the QCCP and the CCP regulator has not since publicly addressed the issues identified.
[bookmark: _Toc487712231][bookmark: _Toc488397532][bookmark: _Toc488398092][bookmark: _Toc489463929][bookmark: _Toc507406222][bookmark: _Toc507406294][bookmark: _Toc507406407][bookmark: _Toc507406468][bookmark: _Toc507406575]Membership of CCPs
A clearing member ADI must have an appropriate risk management framework to cover its activities as a clearing member. Such a framework must include, as a minimum:
assessment of the risk (financial, operational and reputational) that might arise from membership of and conduct of business through a CCP and from any similar engagement with multiple CCPs;
application of appropriate systems and controls to monitor, on a continuing basis, the risk that membership of and conduct of business through a CCP or multiple CCPs may create and to manage such risk. This would include application of limits on potential risk exposures; and
(a) maintenance of appropriate capital cover against the risks that may arise from membership of and the conduct of business through a CCP and multiple CCPs. This would include capital cover relating to business conducted through the CCP and any funded support provided to a CCP or any contingent support to which the ADI may be committed to provide to a CCP.
17. Membership of a CCP must not expose an ADI to an unlimited contingent liability to support the CCP.
18. An ADI must notify APRA prior to applying for membership of a CCP.
An ADI that is a member of a CCP must notify APRA of any proposed changes to the contractual provisions or rules governing its membership and business undertaken through the CCP that may have the potential to impact on the level of exposure incurred from conducting business through the CCP or from any support that has to be provided (funded or unfunded) to the CCP.
19. [bookmark: _Ref489457369]An ADI must notify APRA of any operational or financial risks arising from membership of and conduct of business through a CCP that may have a potential material adverse impact on the ADI’s operations, financial position or reputation. This would include any pertinent rulings, advice or actions by those entities responsible for the oversight or regulation of the conduct of business undertaken through the CCP or of membership of the CCP.
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[bookmark: _Toc487712232][bookmark: _Toc488397533][bookmark: _Toc507406408][bookmark: _Toc511230082][bookmark: _Toc511230301]Attachment C — Capital charge for default fund exposure to a QCCP
1. The default fund capital charge applies only to an ADI that is a clearing member to a QCCP. A client ADI is not required to calculate this capital charge.
Where a default fund is shared between products or types of business with settlement risk only and products or types of business that give rise to counterparty credit risk (i.e. OTC derivative transactions, exchange-traded derivative transactions, SFTs or long settlement transactions), all of the default fund contributions will receive the risk weight determined according to the methodology outlined in paragraphs 3 to 15 of this Attachment, without apportioning to different classes or types of business or products under paragraph 3 of this Attachment.
[bookmark: _Ref460259665]Where the default fund is segregated by product types and only accessible for specific product types, the capital charge for those default fund exposures must be calculated for each specific product giving rise to counterparty credit risk.
When a QCCP’s pre-funded own resources are shared among product types, those funds must be allocated to each of the calculations in proportion to the respective product-specific EADs in the calculation of the ADI’s own default fund exposure to that QCCP.
The default fund capital charge for a clearing member ADI’s default fund exposure is obtained by following a two-step process:
Step 1 - the calculation of a risk-sensitive measure of the exposure a QCCP has to all its clearing members and their clients (refer to paragraphs 7 to 14 of this Attachment); and
Step 2 - the calculation of the default fund capital charge for the clearing member ADI (refer to paragraph 15 of this Attachment).
[bookmark: _Ref460259162]A clearing member ADI may rely on the QCCP to undertake the calculations in paragraphs 7 to 14 of this Attachment and provide to the clearing member ADI the necessary data to calculate its default fund capital charge, provided any calculations undertaken by the QCCP meet the following conditions:
the QCCP’s calculations are undertaken in a transparent manner with sufficient shared information so as to permit:
a supervisor of the QCCP to oversee those calculations;
the clearing member ADI to calculate the default fund capital charge on its own default fund contributions; and
APRA to review and confirm such calculations upon request;
all calculations, including both steps and the inputs to both steps, must be repeated upon any material change (such as the QCCP clearing a new product, or when there are material changes to the number of or the exposure of cleared transactions or material changes to the financial resources of the QCCP), and, in any case, at least quarterly. APRA may request a refreshed or more frequent recalculation at any time; and
sufficient aggregate information about the composition of the QCCP’s exposures to its clearing members, as well as any information[footnoteRef:21] provided to the ADI for calculation purposes, is made available to APRA at least quarterly, or upon request. [21:  	This includes the calculation for Step 1 and the CCP-level inputs used in Step 2.] 

Where any of these conditions are not met, an ADI must treat its default fund exposure as if it were to a non-qualifying CCP and calculate default fund RWE in accordance with Attachment B.
[bookmark: _Ref460259698]Step 1 is to compute the hypothetical capital requirement of the QCCP, ,[footnoteRef:22] due to its counterparty credit risk exposures to all of its clearing members and their clients.  must be calculated according to: [22:  	 is calculated on a consistent basis for the sole purpose of determining the capital requirements of a clearing member’s default fund contribution. It does not represent the actual capital requirements of a QCCP.] 


where:
 20 per cent, except where APRA has determined that a higher risk weight must be used; and
 the exposure amount of the QCCP to the  clearing member, which must be calculated according to paragraphs 8 to 14 of this Attachment.
In the circumstances where a CCP does not calculate and make available  to a clearing member ADI but otherwise satisfies the definition of QCCP, the ADI must seek APRA’s approval for alternative arrangements for calculating its default fund capital charge. APRA may approve an application made under this paragraph.
[bookmark: _Ref461103763]The exposure or the EAD amount must be calculated separately for derivative transactions and SFTs. The specific treatment depends on whether the clearing member provides client services and whether the client transactions and collaterals are held in separate sub-accounts to the clearing member’s house sub-account.
When a clearing member m provides client services to multiple clients (a client is denoted by ), and the client transactions and collaterals are held in separate (individual or omnibus) sub-accounts to clearing member ’s house sub-account for proprietary business, the exposure for clearing member , , must be calculated separately for each client sub-account and the house sub-account, according to:

where:
 the EAD of the QCCP to clearing member ’s house sub-account for a given type of transaction; and
 the EAD of the QCCP to client ’s sub-account for a given type of transaction.
When a clearing member  provides client services and those client transactions and collateral are not held in separate sub-accounts to the clearing member’s house sub-account, then the exposure of m and all of its clients must be calculated together, according to:

where:
 the EAD of the QCCP to both clearing member ’s house sub-account, and all of its clients’ sub-accounts for a given type of transaction.
Where a clearing member  does not provide any client services,  must be calculated simply as:

where:
 the EAD of the QCCP to clearing member ’s house sub-account for a given type of transaction.
In calculating each sub account-level EAD amount the following three conditions must be satisfied:
the netting sets that are applicable to regulated clearing members (and their clients) of the QCCP must be the same as those referred to in paragraphs 13 and 14 of Attachment B. All other clearing members (and their clients) of the QCCP must otherwise follow the netting rules as laid out by the QCCP based upon notification of each of its clearing members. Where APRA is not satisfied with these netting rules, APRA may request an ADI to ensure that more granular netting sets than as laid out by the QCCP are used in the calculation;
if the default fund contributions of the clearing member of the QCCP are not split with regard to client and house sub-accounts, these default fund contributions must each be allocated per sub-account according to the respective fraction the initial margin of that sub-margin has in relation to the total initial margin posted by or for the account of the clearing member; and
within each sub-account (of both the client and the house), the pre-funded initial margin provided by the clearing member or client, as well as the default fund contribution provided by the clearing member or apportioned to the client, must be allocated to the derivative and SFT exposures in proportion to the respective product specific EADs, calculated in accordance with the SA-CCR methodology without including the effects of collateral for derivative transactions; or as the exposure value under paragraph 26 of Attachment I of APS 112 for SFTs.
For derivative transactions, each sub account-level EAD must be calculated as the bilateral trade exposure the QCCP has against the clearing member ADI or client ADI using the SA-CCR methodology and is subject to the following two requirements:
all collateral[footnoteRef:23] held by the QCCP to which it has a legal claim in the event of the default of the member or client, must be used to offset the QCCP’s EAD to that member or client through inclusion in the potential future exposure (PFE) multiplier in accordance with paragraph 14 of Attachment D of this Prudential Standard; and [23:  	This collateral includes initial margin, default fund contribution, variation margin, over-collateralisation, and the collateral posted by clients as specified in paragraph 15 of Attachment B.] 

[bookmark: _Ref460259820]a MPOR of 10 business days must be used for the calculation of the EAD.[footnoteRef:24] [24:  	The 20-business day floor outlined in paragraph 40(a) of Attachment G of APS 112 does not apply to this case.] 

[bookmark: _Ref460259686]For SFTs, each sub account-level EAD amount must be calculated according to the following formula:

where:
 the EAD amount of the QCCP to the SFT exposure originated from party[footnoteRef:25] ; [25:  	A party can either be a clearing member or a client.] 

 the exposure value of the SFTs that a QCCP has against party  before risk mitigation under paragraphs 26 and 27 of Attachment I of APS 112. The mark-to-market value of the SFTs must incorporate the variation margin that has been exchanged before the margin called on the final margin call of the calculation date;
 initial margin allocated to SFT exposures posted by party  with the QCCP; and
 the pre-funded default fund contribution allocated to the SFT exposure by party , that will be applied upon the default of  if  is a clearing member, or of ’s clearing member if  is a client, either along with or immediately following the posted initial margin to reduce the QCCP’s loss.
In calculating , the minimum holding period used in the bilateral case for SFTs outlined in paragraph 39 of Attachment G of APS 112 must be applied.[footnoteRef:26] [26:  	See footnote 23.] 

[bookmark: _Ref460259674]Step 2 is to compute the default fund capital charge for an ADI, , as a fraction of . The capital charge for an ADI () is subject to a floor of 0.16 per cent (corresponding to a default fund exposure risk weight of two per cent) on an ADI pre-funded default fund contribution.  is determined by the ratio of the ADI’s pre-funded default fund contribution to the total of all pre-funded resources and contributions from the QCCP itself and all of its clearing members, according to:

where:
 the pre-funded default fund contributions provided by the ADI;
 the total pre-funded default fund contributions from all clearing members of the QCCP; and
 the QCCP’s pre-funded own resources which are contributed to the default waterfall, where these are junior or pari passu to pre-funded member contributions.


APS 180 – Attachment C - 29
[bookmark: _Toc487712233][bookmark: _Toc488397534][bookmark: _Toc507406409][bookmark: _Toc511230083][bookmark: _Toc511230302]Attachment D — The standardised approach for measuring counterparty credit risk exposures (SA-CCR)
1. This Attachment applies to an IRB ADI. The SA-CCR applies to OTC derivative transactions, exchange-traded derivative transactions and long settlement transactions. For the purposes of this Attachment, a long settlement transaction must be treated as an OTC derivative transaction. The SA-CCR does not apply to SFTs.
The SA-CCR must be used for bilateral and centrally-cleared derivative transactions. The SA-CCR must be used for both margined[footnoteRef:27] and unmargined[footnoteRef:28] derivative transactions. [27:  	Transactions are considered to be margined where there is exchange of variation margin. Other forms of collateral may also exist.]  [28:  	Transactions are considered unmargined in the case that there is no exchange of variation margin, but collaterals other than VM such as in the form of independent collateral amount (ICA) may exist.] 

[bookmark: _Toc448152772][bookmark: _Toc448735080][bookmark: _Toc448736552][bookmark: _Toc448991243][bookmark: _Toc449533021][bookmark: _Toc461692106][bookmark: _Toc487712234][bookmark: _Toc488397535][bookmark: _Toc488398095][bookmark: _Toc489463932][bookmark: _Toc507406225][bookmark: _Toc507406297][bookmark: _Toc507406410][bookmark: _Toc507406469][bookmark: _Toc507406578][bookmark: _Toc444501866][bookmark: _Toc444502560][bookmark: _Toc444504280][bookmark: _Toc444504782]Exposure at default (EAD) 
To calculate EAD for:
unmargined transactions, apply the treatment in paragraphs 4 to 49 of this Attachment;
margined transactions where the set of transactions under a margin agreement and within the netting set coincide, apply the treatment in paragraphs 4 to 49 of this Attachment;
margined transactions where the set of transactions under a margin agreement and within the netting set differ, apply the treatment in paragraphs 50 to 52 of this Attachment; and
transactions where eligible collateral is taken outside of netting sets but is available to offset default losses, apply the treatment in paragraph 53 of this Attachment.
[bookmark: _Ref460312975]The EAD for all derivative transactions with a counterparty must be calculated as the sum of the EAD for each netting set with the counterparty. The EAD for a netting set must be calculated as:

where  is the replacement cost (refer to paragraphs 8 to 10 of this Attachment) and  is the potential future exposure (refer to paragraphs 12 to 49 of this Attachment).
Bilateral transactions must be treated as margined where a transaction is subject to exchange of variation margin. Bilateral transactions with a one-way margining agreement in favour of an ADI’s counterparty (that is, where an ADI posts, but does not collect, variation margin) must be treated as unmargined transactions. Centrally cleared transactions must be treated as either margined or unmargined transactions in accordance with the treatment adopted under paragraph 6 of Attachment B of this Prudential Standard.
The maximum EAD for a margined netting set is the EAD of the same netting set calculated as if it were unmargined.
An ADI may set EAD to zero for sold options that are:
 not in any netting or margining agreements; or
the only types of exposures in a netting set,
where all premiums have been paid upfront.
[bookmark: _Toc460331443][bookmark: _Toc461692107][bookmark: _Toc487712235][bookmark: _Toc488397536][bookmark: _Toc488398096][bookmark: _Toc489463933][bookmark: _Toc507406226][bookmark: _Toc507406298][bookmark: _Toc507406411][bookmark: _Toc507406470][bookmark: _Toc507406579]Replacement cost (RC)
[bookmark: _Ref460313095]The RC must be calculated for each netting set according to:
paragraph 9 for a netting set of unmargined transactions; or
paragraph 10 for a netting set of margined transactions.
[bookmark: _Toc460331444][bookmark: _Toc461692108][bookmark: _Toc487712236][bookmark: _Toc488397537][bookmark: _Toc488398097][bookmark: _Toc489463934][bookmark: _Toc507406227][bookmark: _Toc507406299][bookmark: _Toc507406412]RC for an unmargined netting set
[bookmark: _Ref460313132]For an unmargined netting set, the RC must be calculated as:

where:
 the total current market value of all the derivative transactions within the netting set; and
 the haircut value of net collateral held by the ADI calculated in accordance with paragraph 11 of this Attachment, with a holding period of one year.
[bookmark: _Toc460331445][bookmark: _Toc461692109][bookmark: _Toc487712237][bookmark: _Toc488397538][bookmark: _Toc488398098][bookmark: _Toc489463935][bookmark: _Toc507406228][bookmark: _Toc507406300][bookmark: _Toc507406413]RC for a margined netting set
[bookmark: _Ref460313101]For a margined netting set, the RC must be calculated as:

where:
 the total current market value of all the derivative transactions within the netting set;
 the margin period of risk as defined in paragraph 8(o) of this Prudential Standard;
 the haircut value of net collateral held by the ADI calculated in accordance with paragraph 11 of this Attachment, with a holding period equal to the ;
 the positive threshold above which the counterparty must send the ADI collateral as specified in the margin agreement;
 the minimum transfer amount applicable to the counterparty as specified in the margin agreement; and
 the net independent collateral amount.
[bookmark: _Ref483486577]The following haircut formula must be applied to the current value of the net collateral (C) held by an ADI within the RC calculation for both the margined and unmargined cases:

where:
 = the current mark-to-market value of the net collateral held by an ADI. This includes all initial and variation margin posted and held by the ADI except for collateral posted by the ADI in a bankruptcy remote manner;
= the haircut value of net collateral held;
 = the holding period applicable to the collateral; and
 = the haircut appropriate to the collateral using a holding period of , determined in accordance with paragraphs 30 to 48 of Attachment G of APS 112 (including FX haircuts).
[bookmark: _Toc460331446][bookmark: _Toc461692110][bookmark: _Toc487712238][bookmark: _Toc488397539][bookmark: _Toc488398099][bookmark: _Toc489463936][bookmark: _Toc507406229][bookmark: _Toc507406301][bookmark: _Toc507406414][bookmark: _Toc507406471][bookmark: _Toc507406580]Potential future exposure (PFE)
[bookmark: _Ref460313107]The PFE for a netting set is determined by the aggregated PFE add-on factors for each asset class within a given netting set and a multiplier allowing partial recognition of excess collateral. The five asset classes are interest rate, foreign exchange, credit, equity and commodity.
An ADI must either assign each transaction to one of the five asset classes based on the single risk factor referenced by its underlying instrument, or, where a transaction is exposed to multiple risk factors referencing multiple asset classes, an ADI must follow the approach set out in paragraph 20 of this Attachment.
[bookmark: _Ref460259767]The PFE must be calculated as:

with  and  calculated as:


where:
 the multiplier that allows for the recognition of over-collateralisation or negative mark-to-market value of the transactions.  decreases to a minimum value of five per cent as excess collateral increases;
 the total current market value of all the derivative transactions within the netting set;
  for unmargined transactions and  for margined transactions (refer to paragraphs 9 and 10 of this Attachment, respectively);
 the add-on factor for asset class ; and
 the set containing all asset classes (interest rate, foreign exchange, credit, equity and commodity).
[bookmark: _Ref460313825]For each asset class , the add-on factor  must be calculated as the sum of all hedging set level  add-ons within asset class :

where:
 the positive add-on factor for hedging set  within asset class .
The definition of a hedging set for each asset class is provided in paragraph 19 of this Attachment. Treatment of basis and volatility transactions is provided in paragraph 17 of this Attachment. The calculation of the add-on factor for a hedging set within each asset class is defined in the following paragraphs of this Attachment:
interest rate asset class, paragraphs 22 to 25;
foreign exchange asset class, paragraphs 26 to 28;
credit asset class, paragraphs 29 to 33;
equity asset class, paragraphs 34 to 37; and
commodity asset class, paragraphs 38 to 41.
[bookmark: _Ref460313703]Within each asset class, basis and volatility transactions must form separate hedging sets:
A basis transaction is a non-foreign exchange transaction (i.e. both legs are denominated in the same currency) in which the cash flows of both legs depend on different risk factors from the same asset class.[footnoteRef:30] A separate hedging set[footnoteRef:31] must be used for each basis risk (i.e. for each specific pair of risk factors). For a hedging set consisting of basis transactions: [30:  	Derivative transactions with two floating legs that are denominated in different currencies (such as cross-currency swaps) must be treated as non-basis foreign exchange contracts.]  [31:  	Within this hedging set, long and short positions must be determined with respect to the basis.] 

the same hedging set category definition must be applied given the particular asset class (refer to paragraph 19 of this Attachment); and
the supervisory factor () applicable to a given asset class  as defined in paragraph 21 of this Attachment must be multiplied by one-half.
A volatility transaction is one in which the reference asset depends on the volatility (historical or implied) of a risk factor. For a hedging set consisting of volatility transactions:
the same hedging set category definition must be applied given the particular asset class (refer to paragraph 19 of this Attachment); and
the supervisory factor () applicable to a given asset class  as defined in paragraph 21 of this Attachment must be multiplied by five.
Aggregation of the add-on factors for basis and volatility hedging sets with those from other hedging sets within the same asset class must be performed according to the hedging set aggregation rule set out in paragraph 15 of this Attachment.
[bookmark: _Ref460313691]No offsetting is permitted across different hedging sets. Partial or full offsetting may be permitted within a single hedging set.[footnoteRef:32] Permitted offsetting varies based on the particular asset class as summarised in Table 2.[footnoteRef:33] [32:  	A hedging set  within the asset class  represents one of the following three cases: (1) the core hedging set for the credit or equity class, or; (2) one of the hedging sets defined within the interest rate, foreign exchange or commodity class; or (3) one of the hedging sets defined for the basis or volatility transactions within asset class .]  [33:  	Note, basis and volatility hedging sets follow the same hedging set aggregation rules for the relevant asset class.] 

[bookmark: _Ref460252203]
Table 2: Definition of hedging sets and categories, and permitted offsetting within a single hedging set for each asset class
	Asset class
	Definition of hedging sets and categories
	Permitted offsetting within a single hedging set

	Interest rate
	A separate hedging set must be established for all transactions that reference interest rates of the same currency.
Each hedging set is further divided into three separate maturity categories.
	Full offsetting is permitted in the same maturity category within each hedging set.
Partial offsetting may be recognised across different maturity categories within each hedging set.

	Foreign exchange
	A separate hedging set must be established for each currency pair.
No categories are defined within a hedging set.
	Full offsetting is permitted within each hedging set.

	Credit
	All transactions form a single core hedging set.
The hedging set is further divided into separate categories for each reference entity, either single name or index.
	Full offsetting is permitted within the same reference entity category within each hedging set.
Partial offsetting may be recognised across different reference entity categories within each hedging set.

	Equity
	All transactions form a single core hedging set.
The hedging set is further divided into separate categories for each reference entity, either single name or index.
	Full offsetting is permitted within the same reference entity category within each hedging set.
Partial offsetting may be recognised across different reference entity categories within each hedging set.

	Commodity
	A separate hedging set must be established for each of four broad groups of commodities:
· energy;[footnoteRef:34] [34:  	Consists of both electricity and oil/gas.] 

· metals;[footnoteRef:35] [35:  	Includes gold and other precious metals.] 

· agricultural; and 
· other commodities.
Each hedging set is further divided into separate ADI-defined categories based on commodity type.
	Full offsetting is permitted in the same commodity type category within each hedging set.
Partial offsetting may be recognised across different commodity type categories within each hedging set.



[bookmark: _Toc460331447][bookmark: _Toc461692111][bookmark: _Toc487712239][bookmark: _Toc488397540][bookmark: _Toc488398100][bookmark: _Toc489463937][bookmark: _Toc507406230][bookmark: _Toc507406302][bookmark: _Toc507406415]Allocation of a transaction to one or more asset classes
[bookmark: _Ref461099038]An ADI must treat transactions with multiple risk factors in a consistent manner. When a transaction is exposed to multiple risk factors referencing multiple asset classes (e.g. multi-asset or hybrid derivative transactions), an ADI must:
measure and record the sensitivities and volatilities of each risk factor of that transaction;
repeat the process at regular intervals or when substantial market movements take place; and
assign the transaction to:
a single asset class where the ADI has determined that the transaction has a primary risk factor that is the clear main driver of profit and loss (P&L) volatility based on sensitivities and risk factor volatilities; or
all applicable asset classes where the transaction does not have a primary risk factor and multiple risk factors are significant drivers of P&L volatility based on sensitivities and risk factor volatilities, except where APRA has granted approval to assign the transaction to a single asset class.
[bookmark: _Toc460331448][bookmark: _Toc461692112][bookmark: _Toc487712240][bookmark: _Toc488397541][bookmark: _Toc488398101][bookmark: _Toc489463938][bookmark: _Toc507406231][bookmark: _Toc507406303][bookmark: _Toc507406416]Definition and notation of key parameters
[bookmark: _Ref460313792]An ADI must use the definitions in Table 3 and paragraphs 42 to 49 of this Attachment when calculating the PFE add-ons. Transaction-level parameters are denoted with subscript  representing transaction .[footnoteRef:36] [36:  	For guidance, an ADI may refer to examples of maturity dates, start dates and end dates for various transactions published by the Basel Committee on Banking Supervision.] 

[bookmark: _Ref460252296]Table 3: Definition of transaction-level and supervisory parameters
	Symbol
	Parameter
	Definition

	
	Adjusted notional amount 
(refer to paragraph 42)
	The transaction-level adjusted notional amount for transaction  belonging to asset class .

	
	Maturity factor 
(refer to paragraph 48)
	A multiplier used in determining the effective notional amount for transaction . The maturity factor is calculated differently for margined and unmargined transactions.

	
	Supervisory delta adjustment
(refer to paragraphs 43 to 47)
	A transaction-level supervisory delta adjustment reflecting the direction and non-linearity of transaction .

	
	Supervisory correlation parameter
(refer to paragraph 49)
	A supervisory parameter specifying the weight between systematic and idiosyncratic components in the one-factor model used in the credit, equity and commodity asset classes only.

	
	Supervisory factor
(refer to paragraph 49)
	A factor or factors specific to each asset class used to convert the effective notional amount into Effective expected positive exposure (Effective EPE) based on the measured volatility of the asset class.

	
	Maturity date
	The time interval between the calculation date (today) and the latest date when transaction  may still be active, measured in years. If transaction  has another derivative contract as its underlying (e.g. a swaption) and may be physically exercised into the underlying contract (i.e. an ADI would assume a position in the underlying contract in the event of exercise), then  must be set as the time interval between the calculation date and the final settlement date of the underlying derivative contract.

	
	Start date
	The time interval between the calculation date (today) and the start date of the time period referenced by transaction , measured in years. The time period referenced by transaction  is subject to a floor of 10 business days. If the start date has occurred (e.g. an ongoing interest rate swap),  must be set to zero. If transaction  references the value of another interest rate or credit instrument (e.g. a swaption or bond option), the time period must be determined on the basis of the underlying instrument. This parameter, , applies only to interest rate and credit transactions. 

	
	End date
	The time interval between the calculation date (today) and the end date of the time period referenced by transaction , measured in years. The time period referenced by transaction  is subject to a floor of 10 business days. If the start date has occurred (e.g. an ongoing interest rate swap),  must be set to zero. If transaction  references the value of another interest rate or credit instrument (e.g. a swaption or bond option), the time period must be determined on the basis of the underlying instrument. This parameter, , applies only to interest rate and credit transactions.



[bookmark: _Toc460331449][bookmark: _Toc461692113][bookmark: _Toc487712241][bookmark: _Toc488397542][bookmark: _Toc488398102][bookmark: _Toc489463939][bookmark: _Toc507406232][bookmark: _Toc507406304][bookmark: _Toc507406417]Add-on for interest rate derivative transactions
[bookmark: _Ref460313710]For the interest rate asset class, within each hedging set (refer to paragraph 19 of this Attachment), transactions must be divided into three maturity categories based on the end date of the transaction: less than one year (), between one to five years () and more than five years ().
[bookmark: _Ref460313949]For the interest rate asset class, the add-on for each hedging set , , must be calculated as:

where:
 the supervisory factor for the interest rate asset class (refer to paragraph 49); and
 the hedging set level () effective notional amount defined in paragraph 24 of this Attachment.
[bookmark: _Ref460313978]The effective notional amount for hedging set , , is the aggregate effective notional amounts across the three maturity categories. An ADI must aggregate the three category-level () effective notional amounts using the following formula where partial offsetting is recognised:

Alternatively, an ADI may elect to not recognise any offsetting across maturity categories in which case the formula to be used is: 

where  the effective notional amount for category , defined in paragraph 25 of this Attachment.
[bookmark: _Ref460313717]The effective notional amount for category , denoted by , must be calculated as the sum of all individual transaction level () quantities, according to:

where:
 the set of all interest rate transactions belonging to maturity category  and hedging set ;
 the supervisory delta adjustment for transaction , calculated according to paragraphs 43 to 47 of this Attachment;
 the maturity factor for transaction , calculated according to paragraph 48 of this Attachment; and
 the adjusted notional amount for transaction , and must be calculated as:

where:
 the notional amount of transaction , converted to AUD, using the exchange rate on the calculation date. The parameter  is also subject to the requirements in paragraph 42 of this Attachment;
 the start date for transaction ; and
 the end date for transaction .
[bookmark: _Toc460331450][bookmark: _Toc461692114][bookmark: _Toc487712242][bookmark: _Toc488397543][bookmark: _Toc488398103][bookmark: _Toc489463940][bookmark: _Toc507406233][bookmark: _Toc507406305][bookmark: _Toc507406418]Add-on for foreign exchange derivative transactions
[bookmark: _Ref460313722]For the foreign exchange asset class, hedging sets must be constructed according to paragraph 19 of this Attachment.
The add-on for each hedging set , , must be calculated as:

where:
 the supervisory factor for the foreign exchange asset class (refer to paragraph 49 of this Attachment); and
 effective notional amount for hedging set , calculated according to paragraph 28 of this Attachment.
[bookmark: _Ref460313730]The effective notional amount for hedging set , denoted by , must be calculated as the sum of all individual transaction level () quantities, according to:

where:
 the set of all foreign exchange transactions belonging to hedging set ;
 the supervisory delta adjustment for transaction , calculated according to paragraphs 43 to 47 of this Attachment;
 the maturity factor for transaction , calculated according to paragraph 48 of this Attachment; and
 the adjusted notional amount for transaction . It must be set as the notional of the foreign currency leg of transaction , converted to AUD using the exchange rate on the calculation date. If both legs are denominated in currencies other than AUD, the notional amount of each leg must first be converted to AUD using the exchange rate on the calculation date and  must be set as the leg with the larger AUD value. The adjusted notional amount is also subject to the requirements in paragraph 42 of this Attachment.
[bookmark: _Toc460331451][bookmark: _Toc461692115][bookmark: _Toc487712243][bookmark: _Toc488397544][bookmark: _Toc488398104][bookmark: _Toc489463941][bookmark: _Toc507406234][bookmark: _Toc507406306][bookmark: _Toc507406419]Add-on for credit derivative transactions
[bookmark: _Ref460313736]With the exception of separate hedging sets for basis and volatility transactions, a single core hedging set must be used for all credit derivative transactions. Within the core hedging set (refer to paragraph 19 of this Attachment), transactions must be further divided into different categories, with each category () containing all the transactions referencing the same entity . Each single name entity or index is a separate category.
The add-on factor for the single core hedging set for the credit asset class, , must be calculated as:

where:
 the supervisory correlation parameter for category . An ADI must determine  depending on whether  is a single name or index entity according to paragraph 49 of this Attachment; and
 the add-on factor for category , calculated according to paragraph 31 of this Attachment.
[bookmark: _Ref460314291]The add-on factor for category , , must be calculated as:

where:
 the supervisory factor for the rating class of category  (i.e. reference entity ) determined according to paragraph 49 of this Attachment; and
 the category-level () effective notional amount, calculated according to paragraph 32.
[bookmark: _Ref460313747]The effective notional amount for category , , must be calculated as the sum of all individual transaction level () quantities, according to:

where:
 the set of all transactions belonging to category  (i.e. reference entity ) within the core credit hedging set;
 the supervisory delta adjustment for transaction , calculated according to paragraphs 43 to 47 of this Attachment;
 the maturity factor for transaction , calculated according to paragraph 48 of this Attachment; and
 the adjusted notional amount for transaction , calculated as:

where:
 is the notional amount of transaction , converted to AUD, using the exchange rate on the calculation date. The parameter  is also subject to the requirements in paragraph 42 of this Attachment;
 is the start date for transaction ; and
 is the end date for transaction .
[bookmark: _Ref511293896]For transaction , where an ADI is the credit protection seller and the transaction is not in any netting or margin agreements, the ADI may cap the EAD to the amount of unpaid premiums. An ADI may also remove a transaction from its netting set where it is the credit protection seller and treat the transaction as an individual unmargined transaction in order to apply the cap.
[bookmark: _Toc460331452][bookmark: _Toc461692116][bookmark: _Toc487712244][bookmark: _Toc488397545][bookmark: _Toc488398105][bookmark: _Toc489463942][bookmark: _Toc507406235][bookmark: _Toc507406307][bookmark: _Toc507406420]Add-on for equity derivative transactions
[bookmark: _Ref460313753]With the exception of separate hedging sets for basis and volatility transactions, a single core hedging set must be used for all equity derivative transactions. Within the core hedging set (refer to paragraph 19 of this Attachment), transactions must be further divided into categories, with each category () containing all the transactions referencing the same entity . Each single name entity or index is a separate category.
The add-on factor for the single core hedging set for the equity asset class, , must be calculated as:

where:
 the supervisory correlation parameter for category . An ADI must determine  depending on whether  is a single name or index entity, according to paragraph 49 of this Attachment; and
 the add-on factor for category , calculated according to paragraph 36 of this Attachment.
[bookmark: _Ref460314381]The add-on factor for category , , must be calculated as:

where:
 the supervisory factor for category  determined according to paragraph 49 of this Attachment; and
 the category-level () effective notional amount, calculated according to paragraph 37 of this Attachment.
[bookmark: _Ref460313762]The effective notional amount for category , denoted by , must be calculated as the sum of all individual transaction level () quantities, according to:

where:
 the set of all transactions belonging to category  (i.e. reference entity ) within the core equity hedging set;
 the supervisory delta adjustment for transaction , calculated according to paragraphs 43 to 47;
 the adjusted notional amount for transaction , and must be calculated as the product of the current price of one unit of the stock and the number of units referenced by transaction  except where transaction  is an equity volatility transaction, in which case the adjusted notional amount for transaction must be calculated as the product of the underlying volatility or variance referenced by transaction  and the contractual notional amount of transaction . The adjusted notional amount is also subject to the requirements in paragraph 42 of this Attachment; and
 the maturity factor for transaction , calculated according to paragraph 48 of this Attachment.
[bookmark: _Toc460331453][bookmark: _Toc461692117][bookmark: _Toc487712245][bookmark: _Toc488397546][bookmark: _Toc488398106][bookmark: _Toc489463943][bookmark: _Toc507406236][bookmark: _Toc507406308][bookmark: _Toc507406421]Add-on for commodity derivative transactions
[bookmark: _Ref460313770]For the commodity asset class, within each hedging set (refer to paragraph 19 of this Attachment), transactions must be further divided into categories, each one () containing all the transactions belonging to the same commodity type. An ADI must specify categories based on commodity type that are more granular than the four broad commodity groups defined in paragraph 19 of this Attachment. An ADI must determine the commodity types such that all material basis risks[footnoteRef:37] are captured. All uncaptured basis risks must be formally identified and regularly monitored. An ADI must also regularly review and update the categorisation of commodity types to reflect any significant changes in materiality. Where an ADI is unable to demonstrate to APRA’s satisfaction that the basis risks are appropriately captured or monitored, APRA may require the ADI to use a more refined set of commodity types. [37:  	These basis risks arise due to the impracticality and difficulty in specifying all relevant distinctions between commodity types (e.g. location and quality) within the same hedging set.] 

The add-on for each of the four hedging sets , , must be calculated as:

where:
 the supervisory correlation parameter for the commodity asset class; and
 the add-on factor for category , calculated according to paragraph 40 of this Attachment.
[bookmark: _Ref460328606]The add-on factor for category  within hedging set , , must be calculated as:

where:
 the supervisory factor for the commodity group[footnoteRef:38] for category (i.e. commodity type) , calculated according to paragraph 49 of this Attachment; and [38:  	The groups used for determining the supervisory factors are slightly more granular than that used for defining the four hedging sets. In this case, the energy group is further divided into electricity and oil/gas.] 

 the effective notional amount for category , calculated according to paragraph 41 of this Attachment.
[bookmark: _Ref460313777]The effective notional amount for category , denoted by , must be calculated as the sum of all individual transaction level (i) quantities, according to:

where:
 the set of all transactions belonging to category  and hedging set ;
 the supervisory delta adjustment for transaction , calculated according to paragraphs 43 to 47 of this Attachment;
 the maturity factor for transaction , calculated according to paragraph 48 of this Attachment; and
 the adjusted notional amount for transaction  and must be calculated as the product of the current price of one unit of the commodity and the number of units referenced by transaction  except where transaction  is a commodity volatility transaction, in which case the adjusted notional amount for transaction must be calculated as the product of the underlying volatility or variance referenced by transaction  and the contractual notional amount of transaction . The adjusted notional amount is also subject to the requirements in paragraph 42 of this Attachment.
[bookmark: _Toc460331454][bookmark: _Toc461692118][bookmark: _Toc487712246][bookmark: _Toc488397547][bookmark: _Toc488398107][bookmark: _Toc489463944][bookmark: _Toc507406237][bookmark: _Toc507406309][bookmark: _Toc507406422][bookmark: _Toc507406472][bookmark: _Toc507406581]Transaction-level and supervisory parameters
[bookmark: _Toc460331455][bookmark: _Toc461692119][bookmark: _Toc487712247][bookmark: _Toc488397548][bookmark: _Toc488398108][bookmark: _Toc489463945][bookmark: _Toc507406238][bookmark: _Toc507406310][bookmark: _Toc507406423]Adjusted notional amount
[bookmark: _Ref460313856]For each transaction  in all asset classes, the adjusted notional amount, , is derived from transaction ’s trade notional amount. In many cases the trade notional amount is stated clearly and fixed until maturity. Where this is not the case, an ADI must apply the following rules to determine the trade notional amount:
where the notional is a formula of market values, an ADI must use the current market values to determine the trade notional amount;
for interest rate and credit derivative transactions with variable notional amounts specified by the contract such as amortising and accreting swaps, an ADI must use the time-weighted average notional over the remaining life of the swap as the trade notional amount;
for a leveraged swap, the transaction must be converted to the notional of the equivalent unleveraged swap; that is, where all rates in a swap are multiplied by a factor, the stated notional must be multiplied by the factor on the interest rates;
for a derivative contract with multiple exchanges of principal, the notional is multiplied by the number of exchanges of principal in the derivative contract; and
for a derivative contract that is structured such that on specified dates any outstanding exposure is settled and the terms are reset so that the fair value of the contract is zero, the remaining maturity () equals the time until the next reset date.[footnoteRef:39] [39:  	For example, a principal resetting cross-currency swap or a settled-to-market derivative where, at the next reset date, the outstanding exposure is settled and the terms are reset so that the fair value of the contract is zero. A derivative contract with a mandatory break (where there is a legal contractual obligation on both parties to terminate the transaction by the mandatory break date) would also be eligible where the outstanding exposure is settled completely.] 

[bookmark: _Toc460331456][bookmark: _Toc461692120][bookmark: _Toc487712248][bookmark: _Toc488397549][bookmark: _Toc488398109][bookmark: _Toc489463946][bookmark: _Toc507406239][bookmark: _Toc507406311][bookmark: _Toc507406424]Supervisory delta adjustment and treatment of options
[bookmark: _Ref460313888]For each transaction (other than options or collateralised debt obligation (CDO) tranches, refer to paragraphs 44 to 47 of this Attachment), the supervisory delta adjustment, , must be assigned based on whether transaction  is long or short in either: (i) the risk factor if  is exposed to a single risk factor, or (ii) the primary risk factor if  is exposed to multiple risk factors:
Transaction  is long in the risk factor if the market value of  increases when the risk factor increases. Where transaction  is long in the risk factor, the supervisory delta adjustment  must be set to the value of 1.
Transaction  is short in the risk factor if the market value of  decreases when the risk factor increases. Where transaction  is short in the risk factor, the supervisory delta adjustment  must be set to the value of -1.
[bookmark: _Ref460328667][bookmark: _Ref506827376]For options in all asset classes (with the exception of those in paragraph 45 of this Attachment), the supervisory delta adjustment  must be calculated according to the formula in Table 4 and the requirements in paragraph 47 of this Attachment.
[bookmark: _Ref460253901]Table 4: Formula for supervisory delta adjustment
	
	Bought
	Sold

	Call options 
	
	

	Put options 
	
	


where: 
 represents the standard normal cumulative distribution function;
 the time interval between the calculation date (today) and the latest contractual exercise date as referenced by transaction , measured in years;
 the underlying price[footnoteRef:40] of option ; [40:  	Whenever appropriate, forward (rather than spot) value of the underlying should be used in order to account for the risk-free rate as well as for possible cash flows prior to the option expiry, such as dividends.] 

 the strike price of option ; and
[bookmark: _Ref460313895] the supervisory volatility of the option .
[bookmark: _Ref506818915][bookmark: _Ref506825462][bookmark: _Ref506827383]For all interest rate options in currency  where the supervisory delta adjustment  for at least one of those options cannot be calculated (i.e. where  and/or ),  must be calculated according to the formula in Table 5 and the requirements in paragraph 47 of this Attachment.[footnoteRef:41] An ADI must seek approval from APRA for the specification and value of . APRA may require an ADI to use the alternative formula or that a particular value of  to be applied. [41:  	The specification in paragraph 45 of this Attachment relates to interest rate options in the negative interest rate environment although a  adjustment could also be applied in other cases where the supervisory delta adjustment cannot be computed appropriately.] 

Table 5: Alternative formula for supervisory delta adjustment
	
	Bought
	Sold

	Call options 
	
	

	Put options 
	
	


where: 
 the shift parameter applying to the set of all interest rate options in currency  where  would represent the extent to which affected currency  can be negative. This would be set to allow computation of the supervisory delta adjustment with the objective that  is to be set as low as possible.
[bookmark: _Ref506828455]For tranches of CDOs and nth-to-default transactions in the credit asset class, the supervisory delta adjustment  must be set according to Table 6:
[bookmark: _Ref460253939]Table 6: Supervisory delta adjustment for CDO tranches
	Purchased (long protection)
	Sold (short protection)

	
	


where:
 the attachment point of the CDO tranche or  for an nth-to-default transaction on a pool of m reference names for transaction ; and
 the detachment point of the CDO tranche or  for a nth-to-default transaction on a pool of m reference names for transaction .
[bookmark: _Ref506828576][bookmark: _Toc460331457][bookmark: _Toc461692121][bookmark: _Toc487712249][bookmark: _Toc488397550][bookmark: _Toc488398110][bookmark: _Toc489463947][bookmark: _Ref506830073]For options, the calculation of transaction level effective notional amount differs depending on the nature of the option payoff and must be calculated as follows:
single payment European options must use the supervisory delta adjustment formulas in paragraph 44 and 45 of this Attachment;
single payment Asian options must use the formulas in paragraph 44 and 45 of this Attachment with  set equal to the current value of the average used in the payoff;
single payment American and Bermudan options must use the formulas in paragraph 44 and 45 of this Attachment with  set equal to the latest allowed exercise date;
single payment Bermudan swaptions must  set the start date  equal to the earliest allowed exercise date, and the end date  equal to the end date of the underlying swap in the formulas in paragraph 25;
single payment digital or binary options with strike  must have the payoff approximated via a collar combination of bought and sold European options of the same type (call or put) with strikes set equal to 0.95  and 1.05 . The size of the position in the collar components must be such that the digital payoff is reproduced exactly outside the region between the two strikes. The effective notional for each component European option must be calculated separately using the formulas in paragraph 44 and 45 of this Attachment with  set equal to the exercise date of the digital option and  set equal to the current value of the underlying for the digital option. The absolute value of the digital option effective notional must be capped by the ratio of the digital payoff to the relevant supervisory factor. An ADI may use a different treatment in this case, subject to APRA’s approval;
single payment options that can be represented as a combination of single payment European options must be decomposed and the effective notional amount for each component European option must be calculated separately; and
multi-payment options may be represented as a combination of single payment options for the purpose of effective notional calculations. If the multi-payment option is decomposed, then the effective notional amount for each component option must be calculated separately. Interest rate caps and floors may be represented as a portfolio of individual caplets and floorlets, where each caplet or floorlet is treated as a European option on the floating interest rate over a specific coupon period. For each caplet or floorlet, the start date  and exercise date  must be set equal to the start of the coupon period, while the end date  must be set equal to the end of the coupon period.
[bookmark: _Toc507406240][bookmark: _Toc507406312][bookmark: _Toc507406425]Maturity Factor
[bookmark: _Ref460259374]The maturity factor is set differently for margined and unmargined transactions.  When the SA-CCR methodology is used by a clearing member ADI, the clearing member ADI must determine the MPOR and the maturity factor in conjunction with the requirements of paragraphs 12 and 19 of Attachment B of this Prudential Standard.
[bookmark: _Ref506909542]For an unmargined transaction, the maturity factor  must be set as:

where:
 is the maturity date for transaction  as defined in paragraph 21 of this Attachment, subject to a floor of 10 business days.
For a margined transaction, the maturity factor  must be set as:

where:
 represents the margin period of risk as defined in paragraph 8(o) of this Prudential Standard.
[bookmark: _Ref460312993]When calculating the PFE add-on for each asset class, the supervisory factor, the supervisory correlation parameter and the supervisory volatility are as given in Table 7.
[bookmark: _Ref460253986]Table 7: Summary table of supervisory parameters
	Asset
class

	Supervisory factor (SF) (%)[footnoteRef:42] [42:  	The applicable supervisory factor must be multiplied by one-half for basis transactions and multiplied by a factor of five for volatility transactions, as specified in paragraph 17 of this Attachment.] 

	Supervisory Correlation (ρ) (%)
	Supervisory volatility (σ) (%)

	Interest rate
	0.5
	N/A
	50

	Foreign exchange
	4.0
	N/A
	15

	Credit single name
	Credit rating grade 1
	0.38
	50
	100

	
	Credit rating grade 2
	0.42
	
	

	
	Credit rating grade 3
	0.54
	
	

	
	Credit rating grade 4
	1.06
	
	

	
	Credit rating grade 5
	1.60
	
	

	
	Credit rating grade 6
	6.0
	
	

	Credit index
	Investment grade (IG)
	0.38
	80
	80

	
	Sub-investment grade (SG)
	1.06
	
	

	Equity single name
	32
	50
	120

	Equity index
	20
	80
	75

	Commodity
	Electricity
	40
	40
	150

	
	Oil/gas
	18
	
	70

	
	Metals
	
	
	

	
	Agricultural
	
	
	

	
	Other
	
	
	



[bookmark: _Toc460331458][bookmark: _Toc461692122][bookmark: _Toc487712250][bookmark: _Toc488397551][bookmark: _Toc488398111][bookmark: _Toc489463948][bookmark: _Toc507406241][bookmark: _Toc507406313][bookmark: _Toc507406426]Treatment of multiple margin agreements and multiple netting sets
[bookmark: _Ref460313012]Where the transactions under a given margin agreement and netting set do not coincide, an ADI must follow an alternative treatment:
where multiple margin agreements apply to a single netting set, an ADI must follow the treatment set out in paragraph 51 of this Attachment; or
where there are multiple netting sets within a single margin agreement, an ADI must follow the treatment set out in paragraph 52 of this Attachment.
[bookmark: _Ref460329500]Where multiple margin agreements apply to a single netting set, the netting set must be divided into sub-netting sets, each aligning with its respective margin agreement. The EAD of the original netting set must then be obtained by taking the sum of the EAD of each sub-netting set. The EAD for each sub-netting set is calculated according to paragraphs 42 to 49 of this Attachment using the relevant sub-netting set-level (i.e. margin agreement-level) parameters.[footnoteRef:43] [43:  	These parameters include , ,  and .] 

[bookmark: _Ref460313005]Where a single margin agreement applies to multiple netting sets, an ADI must calculate the EAD for the netting sets by:
calculating the replacement cost (RC) for all netting sets () contained within a single margin agreement () on the aggregate margin agreement level,[footnoteRef:44] as common collateral cannot clearly be allocated to an individual netting set. The aggregate RC for all netting sets under a single margin agreement must be calculated as: [44:  	This is opposed to the simplest case where the set of transactions under a margin agreement and within the netting set coincide, in which case the replacement cost is calculated on the individual netting set-level (NS).] 


where:
 the current net mark-to-market value of all derivative transactions within the netting set NS; and
 the net haircut value of all currently available collateral (including both NICA and VM) under the margin agreement; and
calculating the PFE for the margin agreement (), by taking the sum of all the netting set-level PFE factors. The PFE add-on factor for each netting set under the margin agreement must be calculated according to the methodology for unmargined transactions.
[bookmark: _Toc507406242][bookmark: _Toc507406314][bookmark: _Toc507406427]Treatment of eligible collateral taken outside of netting sets
[bookmark: _Ref506901262][bookmark: _Ref506903174]Where eligible collateral is taken outside a netting set but is available to offset default losses from transactions subject to SA-CCR, an ADI must calculate the EAD as follows:
[bookmark: _Ref506903148]where eligible collateral is available to offset losses on one netting set only, the eligible collateral must be treated as an independent collateral amount associated with that netting set; and
[bookmark: _Ref506903150]where eligible collateral is available to offset losses on more than one netting set, the eligible collateral must be treated as collateral taken under a single margin agreement applying to multiple netting sets (refer to paragraph 52 of this Attachment).
Where eligible collateral is available to offset losses on transactions subject to both SA-CCR and non SA-CCR exposures, the eligible collateral amount in 53(a) and 53(b) of this Attachment must only include the portion of eligible collateral assigned to the transactions subject to SA-CCR.
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[bookmark: _Toc487712251][bookmark: _Toc488397552][bookmark: _Toc507406428][bookmark: _Toc511230084][bookmark: _Toc511230303]Attachment E — The adjusted current exposure method (adjusted CEM)
1. This Attachment applies only to a standardised ADI.
1. [bookmark: _Ref488754023]For the purpose of calculating counterparty credit risk requirements under the  adjusted CEM, an ADI must calculate the CEA of its market-related contracts. Where the transaction is secured by eligible collateral or there is an eligible guarantee, credit derivatives or netting arrangement in place, the CRM techniques set out in Attachments F, G, H and I of APS 112 may be used to reduce the amount of the exposure. An ADI must calculate CEA in the following manner:
for market-related transactions that are not covered by an eligible bilateral netting agreement as set out in Attachment I of APS 112, the ADI must calculate the CEA as:
[bookmark: _Ref487634687]for margined[footnoteRef:45] transactions: [45:  	For the purposes of the adjusted CEM, bilateral transactions must be treated as margined transactions where there is exchange of variation margin with a zero threshold. Where a transaction does not meet these conditions, or where it unclear as to whether a transaction meets these conditions, the transaction must be treated as an unmargined transaction. Bilateral transactions with a one-way margining agreement in favour of an ADI’s counterparty (that is, where an ADI posts, but does not collect, variation margin) must be treated as unmargined transactions. Centrally cleared transactions would be treated as either margined or unmargined transactions in accordance with the treatment adopted under paragraph 6 of Attachment B.] 


for unmargined transactions:

where:
 the current credit exposure, calculated as sum of the positive mark-to-market value (or replacement cost) of these transactions; and
 the potential future credit exposure of these transactions determined in accordance with paragraphs 3 to 11 of this Attachment.
for OTC derivative transactions covered by an eligible bilateral netting agreement that satisfies the requirements in Attachment I of APS 112 for netting, an ADI must calculate the CEA of transactions subject to a netting agreement as:
for netting agreements containing only margined[footnoteRef:46] transactions: [46:  	Refer to footnote 44 for the definition of margined transaction.] 


	for netting agreements containing only unmargined transactions:

for netting agreements containing both margined and unmargined transactions:[footnoteRef:47] [47:  	Alternatively, an ADI may elect to use the formula for CEA for netting agreements containing only unmargined transactions.] 


where:
 the net current credit exposure (i.e. net mark-to-market) of all transactions covered by the netting agreement, if positive.  must be calculated as the sum of all positive and negative mark-to-market values of all individual contracts covered by a netting agreement (i.e. positive mark-to-market values of transactions may be offset against negative mark-to-market values on other transactions covered by the netting agreement). If the net sum of individual mark-to-market values is positive, the  is equal to that sum. If the sum of mark-to-market values is zero or negative, the  is set equal to zero; 
 the add-on for potential future credit exposure based on the notional principal of all the individual underlying contracts (i.e. the gross potential future credit exposure ()) adjusted to reflect the effects of the netting agreement.  must be determined in accordance with paragraphs 12 to 17 of this Attachment; and
 
[bookmark: _Toc487712252][bookmark: _Toc488397553][bookmark: _Toc488398113][bookmark: _Toc489463950][bookmark: _Toc507406244][bookmark: _Toc507406316][bookmark: _Toc507406429][bookmark: _Toc507406473][bookmark: _Toc507406583]Calculation of potential future credit exposure: transactions that are not covered by an eligible bilateral netting agreement
[bookmark: _Ref482874889]An ADI must, for the purpose of calculating its potential future credit exposure for each transaction, multiply the notional principal amount of each of these transactions by the relevant credit conversion factor (CCF) specified in Table 8.
[bookmark: _Ref460254029][bookmark: _Ref460255806]Table 8: Current exposure method – market-related CCFs
	Residual maturity
	Interest rate contracts (%)
	Foreign exchange and gold contracts (%)
	Equity contracts (%)
	Precious metal contracts (other than gold) (%)
	Other commodity contracts (other than precious metals) (%)

	≤ 1 year
	0.0
	1.0
	6.0
	7.0
	10.0

	>1 year, 
≤ 5 years
	0.5
	5.0
	8.0
	7.0
	12.0

	>5 years
	1.5
	7.5
	10.0
	8.0
	15.0



The notional or nominal principal amount, or value, of a contract must be the reference amount used to calculate payment streams between counterparties to a contract.
Potential future credit exposure must be based on effective rather than apparent notional amounts. In the event that the stated notional amount of a contract is leveraged or enhanced by the structure of the transaction, an ADI must use the effective notional amount when calculating potential future credit exposure.
No potential future credit exposure is calculated for single currency floating/floating interest rate swaps as the credit exposure on these contracts must be evaluated solely on the basis of their mark-to-market values.
For contracts that are structured to settle outstanding exposures following specified payment dates where the terms are reset such that the mark-to-market value of the contract is zero on these specified dates, the residual maturity must be set equal to the time until the next reset date.[footnoteRef:48] In the case of interest rate contracts with these features and a remaining maturity of more than one year, the CCF to be applied is subject to a floor of 0.5 per cent even if there are reset dates of a shorter maturity. [48:  	For example, a principal resetting cross-currency swap or a settled-to-market derivative where, at the next reset date, the outstanding exposure is settled and the terms are reset so that the fair value of the contract is zero. A derivative contract with a mandatory break (where there is a legal contractual obligation on both parties to terminate the transaction by the mandatory break date) would also be eligible where the outstanding exposure is settled completely.] 

For contracts with multiple exchanges of principal, the CCFs must be multiplied by the number of remaining payments (i.e. exchanges of principal) still to be made under the contract.
[bookmark: _Ref460313566]Contracts that do not fall within one of the specific categories listed in Table 8 must be treated as ‘other commodities contracts’.
[bookmark: _Ref460313571]An ADI must calculate the counterparty credit risk requirement for single name credit default swaps and single name total-rate-of-return swaps in the trading book using the potential future exposure CCFs in Table 9.
[bookmark: _Ref460254264]Table 9: Potential future exposure credit conversion factors
	Type of swap
	Protection buyer (%)
	Protection seller[footnoteRef:49] (%) [49:  	The protection seller of a credit default swap would only be subject to the add-on factor where it is subject to closeout upon the insolvency of the protection buyer while the underlying asset is still solvent. The add-on should be capped to the amount of unpaid premiums.] 


	Credit default swap

	Qualifying[footnoteRef:50] reference obligation [50:  	The definition of qualifying is the same as for the qualifying category for the treatment of specific risk under the standardised measurement method in APS 116.] 

	5
	5

	Non-qualifying reference obligation
	10
	10

	Total-rate-of-return swap

	Qualifying reference obligation
	5
	5

	Non-qualifying reference obligation
	10
	10


[bookmark: _Ref482875340]An ADI, in calculating the counterparty credit risk requirement for an nth-to-default credit derivative transaction (such as a first-to-default transaction), must use the add-on determined by the nth-lowest credit quality underlying asset in the basket.
[bookmark: _Toc460331460][bookmark: _Toc461692124][bookmark: _Toc487712253][bookmark: _Toc488397554][bookmark: _Toc488398114][bookmark: _Toc489463951][bookmark: _Toc507406245][bookmark: _Toc507406317][bookmark: _Toc507406430][bookmark: _Toc507406474][bookmark: _Toc507406584]Calculation of potential future credit exposure: Transactions covered by an eligible bilateral netting agreement
[bookmark: _Ref460255921]An ADI must recognise the effects of netting agreements on its potential future credit exposure by applying the formula below to produce an adjusted add-on amount for potential future credit exposure on all contracts subject to the netting agreement. Thus:

The potential future credit exposure ) is calculated as the sum of an ADI’s potential future credit exposure for each individual transaction covered by a netting agreement with a counterparty as if no netting would occur (with the exception of transactions covered by the definition of  in paragraph 2 of this Attachment). Potential future credit exposure for each transaction is calculated by multiplying the notional principal amount of the transaction by the appropriate CCF for that transaction as set out in Table 8.
[bookmark: _Ref460313586]For the purpose of calculating , an ADI may treat matching transactions included in a netting agreement as a single transaction with a notional principal equivalent to the net receipts on those transactions. For this purpose, matching transactions are defined as forward foreign exchange and other similar market-related transactions in which the notional principal is equivalent to cash flows, where the cash flows fall due on the same value date and are in the same currency.
[bookmark: _Ref460313554]The net to gross ratio (NGR) is the ratio of the net current exposure of all transactions included in a netting agreement to the gross current credit exposure (GCCE) of these same transactions. GCCE is the sum of the mark-to-market values of all transactions covered by a netting agreement with a positive mark-to-market value with no offsetting against contracts with a negative mark-to-market value (with the exception of transactions covered by the definition of  in paragraph 2 of this Attachment). The NGR reflects the risk reducing portfolio effects of netted transactions with respect to current credit exposure. Thus:

The  may be calculated using one of the following approaches:
counterparty-by-counterparty approach – under this approach a unique NGR is applied to each counterparty in calculating the CEA of transactions with that counterparty. NGR is defined as the NCCE of all transactions with an individual counterparty covered by a netting agreement (i.e. ) divided by the GCCE of all the transactions with that counterparty covered by the netting agreement (i.e. ). In calculating , negative mark-to-market values for individual transactions with the same counterparty may not be used to offset positive mark-to-market values for other transactions with the same counterparty; or
aggregate approach – under this approach a single NGR is calculated and applied to all counterparties in calculating the CEA for transactions with each of those counterparties. The NGR is the ratio of the sum of all NCCEs of all transactions with all counterparties subject to any netting agreement (i.e. ) to the sum of all of the GCCEs for all transactions of all counterparties subject to any netting agreement (i.e. ). In calculating , negative mark-to-market values of transactions with one counterparty cannot be used to offset positive mark-to-market values of transactions with that counterparty or any other counterparty included in the aggregate calculations.
[bookmark: _Ref460255939]An ADI must consistently use either the counterparty-by-counterparty approach or the aggregate approach to calculate the NGR and must inform APRA of which approach it intends to use.
[bookmark: _Toc460331464][bookmark: _Toc461692128][bookmark: _Toc487712254][bookmark: _Toc488397555][bookmark: _Toc488398115][bookmark: _Toc489463952][bookmark: _Toc507406246][bookmark: _Toc507406318][bookmark: _Toc507406431]Risk-weighted amount
With respect to the netted exposures determined in paragraphs 12 to 17 of this Attachment, an ADI must assign the relevant risk weight applicable to a counterparty, or if eligible, the risk weight of a guarantor or collateral to the CEA. Counterparty risk weightings for OTC derivative transactions will not be subject to any specific ceiling.
[bookmark: _Ref461622454]For the purposes of paragraph 28 of Attachment G of APS 112, potential future exposure is  as determined in paragraph 12 of this Attachment.
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