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PwC’s Opinion – Counterparty Credit Risk

As per PwC, the revised guideline explains in depth and with much 
clarity, how ECB interprets the articles in CRR and the way in which 
they should be implemented to maintain uniformity in the industry. 
The new guideline encourages the adoption of the full simulations 
method to calculate exposure for IMM transactions. 

In cases where an exposure for IMM transactions cannot be based 
on full simulations, banks would adopt “alternative exposure 
calculation”. The final guide will have only one of the two proposals. 
PwC thinks that Proposal 1 would be preferred by banks with 
system efficiency of forecasting distributions with simultaneous 
changes in market variables. For the banks which do not have such 
system efficiency, Proposal 2 would be preferred.

The guideline mentions criteria based on which transactions are 
carved out from IMM to non-IMM Method. Synthetic netting sets are 
created for calculating exposure of each of the Non- IMM Methods 
which are then netted with the exposure from IMM Method in the 
same contractual agreement. PwC believes this would result in loss 
of netting benefits among transactions from different netting sets 
thus increasing the Exposure at default (EAD).

Overall, it mentions in detail the modelling aspects of IMM 
transactions. PwC also believes that the guide covers implications 
of not adopting the regulations appropriately which would result in 
an increase in EAD and thus RWA. Not adopting to the guide 
increases the alpha multiplier however PwC believes that the 
revised guideline is more stringent as compared to TRIM in respect 
of an increase in alpha multiplier. It is so because, in the revised 
guide the alpha multiplier increases by 0.5 decimal points for 
every 5% of difference rather than 1 decimal point for every 
10% difference as was the case in TRIM. 

Working with PwC brings a clearer understanding of where you are 
and where you want to be. Together, we can develop transparent 
and compelling business strategies for customers, regulators, 
employees and stakeholders. By adding our skills, experience and 
expertise to yours, your business can stand out for the right 
reasons.

For more information on how we can help you to stand out visit 
pwc.co.uk/fsrr

Stand out for the right reasons

Financial services risk and regulation is an 
opportunity

Financial services risk and regulation is an opportunity

At PwC we work with you to embrace change in a way that delivers 
value to your customers, and long-term growth and profits for your 
business. With our help, you won’t just avoid potential problems, 
you’ll also get ahead.

We support you in four key areas:

By alerting you to financial and regulatory risks we help 
you to understand the position you’re in and how to 
comply with regulations. You can then turn risk and 
regulation to your advantage.

We help you to prepare for issues such as technical 
difficulties, operational failure or cyber-attacks. By 
working with you to develop the systems and processes 
that protect your business you can become more resilient, 
reliable and effective.

Adapting your business to achieve cultural change is right 
for your customers and your people. By equipping you 
with the insights and tools you need, we will help 
transform your business and turn uncertainty into 
opportunity.

Even the best processes or products sometimes fail. We 
help repair any damage swiftly to build even greater levels 
of trust and confidence.

How PwC can help you understand the 
implications for your business

•	 �Conduct high level impact analysis to help you understand 
potential changes due to the ECB Guide to Internal Model.

•	 �Help with the feedback on the ECB guide to Internal Model 
so that the feedback is incorporated in the final guidelines.

•	 �Review your existing internal models and compare them to 
the requirements outlined by ECB for Internal Models.

What do firms need to do?

•	 �Firms should familiarise themselves with the new ECB guide to 
internal model, focusing on the key changes compared to the 
2017 TRIM guidelines.

•	 �Firms should take into account the ECB’s expectations on credit 
risk, particularly those with respect to Data Infrastructure and 
Data Quality Management. They should start implementing the 
updated data infrastructure and data quality principles by 
deploying robust, well-documented and adequately tested IT 
systems, together with sound data management practices. 

•	 �Firms should pay attention to the ECB’s expectations on 
documentation of data flow, sources, functional detail and audit 
trail, as well as on data quality dimensions.

•	 �Firms should ensure adequate review and oversight during 
model development and ongoing monitoring. In particular, firms 
will need to implement the specific modelling aspects driven by 
the new EBA Guidelines on PD estimation, LGD estimation and 
the treatment of defaulted exposures. 

•	 �Firms should ensure their back office risk models are aligned 
with their front office pricing models, while focusing on the 
treatment of Non Modellable Risk factors, particularly given this 
is also a requirement by the forthcoming FRTB regime.

•	 �Firm should consider which Counterparty Credit Risk alternative 
exposure calculation to adopt based on a comprehensive review 
of whether they have system efficiency of forecasting 
distributions with simultaneous changes in market variables.

•	 �Firms should remain attentive to the final version of the ECB 
guide internal models which is expected to be published in 2019. 
They should expect further enhancements of the Guidelines 
while bearing in mind that the ECB may release any future 
updates without any further public consultation.
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